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In  a  world  of  megabanks, 
can  CEO  Hank  Paulson  keep 
Goldman  Sachs  independent? 
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L  Keyword:  BW 


CONSIDER  THIS:  when  your  business  needs  electricity,  you 
don't  need  to  build  your  own  power  plant,  you  just  flick  a  switch. 
Yet  when  it  comes  to  information  technology,  you  spend  millions 
of  dollars  and  thousands  of  man-hours  debating,  designing, 
building  and  managing  your  own  infrastructure.  Why?  Because 
while  utilities  have  always  had  simple,  reliable,  affordable  and 
ubiquitous  delivery  systems  —  e-business  has  not.  Until  now. 

THE  NEXT  UTILITY  IS  HERE:  e-business  on  demand    from 
IBM  allows  you  to  acquire  e-business  infrastructure,  applications, 
even  entire  business  processes,  as  services,  via  the  Internet. 
Fast,  reliable,  cost-effective  and  flexible  —  just  like  gas 
or  electricity  —  The  Next  Utility "  is  there  when  you  need  it. 


THE  NEXT  UTILITY  IS  LOGICAL:  if  you  need  more,  you 
take  more.  There  are  no  massive  up-front  costs,  or  major 
technology  decisions  —  just  leave  the  infrastructure,  integration 
and  implementation  to  the  e-business  specialists.  Sometimes 
called  "e-sourcing,"  we  like  to  think  of  it  as  e-business  gains 
without  e-business  pains. 

THE  NEXT  UTILITY  IS  MUSCLE:  e-business  on  demand 
gives  all  kinds  of  businesses  the  technology  infrastructure 
or  complete  e-business  capabilities  of  the  most  sophisticated 
corporate  network  —  backed  by  the  combined  experience  of 
thousands  of  e-business  strategists,  designers  and  integrators. 
And  it  gives  employees,  customers  and  partners  the  reliability 
and  ease  of  use  of,  well,  a  utility. 

THE  POINT  IS  SIMPLE:  you  get  the  proven  benefits  of 
well-executed  e-business.  You  get  to  focus  on  the  bigger  picture. 
You  get  to  attend  very,  very  short  technology  committee 
meetings.  All  those  in  favor? 


MEMPHIS  CITY  SCHOOLS: 

needed  to  significantly  improve  the  reliabilit\ 
and  cost-effectiveness  of  ttieir  network 
of  180  sites,  e-business  on  demand's  remote 
monitoring  services  (in  partnersfiip  withi 
NetSolve)  allow  network  management  for  a 
low  monthly  fee.  avoiding  the  need  to  recruit 
20-30  network  experts. 


GOODYEAR: 

has  over  8.500  dealers  and  partners 
contending  daily  with  a  vast  array  of  products 
promotions  and  price  data.  An  extranet, 
designed,  implemented,  integrated,  hosted 
and  serviced  by  IBM.  allows  dealers  to 
better  manage  the  order  process  and  post 
sales  information  in  real  time. 


For  information,  call  800  IBM-7080,  ask  for  on  demand,  or  visit  ibm.com/e-business/ondemand 


IBM.  obusiness  on  demand.  The  Next  Utility  and  the  ebusiness  logo  are  trademarks  or  registered  trademarks  ol  International  Business  Machimes  Corporation  in  the  United  States 
and  Ol  other  countries  Other  company  product  and  service  names  may  be  trademarks  or  service  marks  ol  others       2002  IBM  Coip  All  rights  reserved 
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Beauty  is  only  skin-deep.  "Best  Premium  Sports  Car  In  Initial  Quality"  is  to  the 


that  is.  According  to  J.D.  Power  and  Associates.  Chevrolet  Corvette  ranked  as  the  Best  Premium  Sports  Car  in  Initial  Qual 
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fAS  A  WICKED  HAIRCUT. 


Introducing  Sun's  complete  storage  solutions.  A  new  approach 
to  storage  that  can  make  you  look  pretty  sharp. 

In  today's  complex,  data-hungry  IT  environment,  storage  has  to  be  a  lot  more  than  just  a  box.  You  need  your  storage  to  be  an 
integrated  part  of  your  entire  IT  infrastructure.  How  are  you  going  to  get  there?  With  complete  storage  solutions  from  Sun.  By 
thinking  about  your  IT  infrastructure  as  a  whole,  you  can  reduce  complexity  throughout  your  enterprise.  And  with  Sun  StorEdge] 
this  practical  approach  to  storage  now  exists.  All  of  Sun's  new  storage  products  -  software,  hardware  and  services  -  are  part  of 
Sun's  end-to-end  IT  infrastructure.  And  all  of  our  products  are  optimized  for  the  Solaris'  Operating  Environment,  yet  open  to 
heterogeneous  environments.  Everything  can  now  work  as  one.  And  that  means  more  utilization  of  your  storage  resources,  with 
unparalleled  uptime  and  a  lower  cost  of  ownership,  even  if  you're  on  a  multi-vendor  system. 


SUN'S  NEW  STORAGE  OFFERINGS 


Software 

With  the  new  Sun  StorEdge  software  suites, 
you  have  complete  control  over  all  your 
storage  resources: 

Availability  Suite:  for  increased  uptime  and 
rapid  recovery  from  disasters. 

Utilization  Suite:  so  you  can  uncover  every 
nook  and  cranny  of  available  storage. 

Resource  Management  Suite:  lets  you 
proactively  manage  your  storage  capacity. 

Performance  Suite:  provides  quick  data 
access,  continually  protected  information 
and  our  new  next-generation  file  system. 

Industry-leading  Scalability 


Tndltioiul  fill  systems  Sun  QFS  It  SAiW  -  FS 


Systems 

Our  storage  systems,  ranging  from  the 
workgroup  to  the  data  center,  are  optimized 
to  your  environment: 

New  Sun  StorEdge  3900  series:  delivers  the 
best  high-performance  computing  available. 
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New  Sun  StorEdge  6900  series:  integrated 
virtualization  technology  lets  you  pool 
every  last  byte  of  storage  capacity  and 
share  it  across  multiple  systems,  so  you 
can  consolidate  ail  your  storage  resources. 

The  Sun  StorEdge  9900  series:  simply  delivers 
best-in-class  storage  performance,  five-9s 
availability  and  connectivity  for  your 
mission-critical  data  center. 


Services 

Sun's  services  team  can  help  you  build  a 
storage  environment  custom-fit  to  your 
enterprise. 

Because  our  focus  isn't  limited  to  storage, 
you  can  benefit  from  our  comprehensive 
understanding  of  the  interdependence 
between  your  storage,  servers,  software 
and  the  network. 

We  can  also  provide  handy  assistance  on 
everything  from  general  consulting  and 
implementation  to  the  finer  points  of  data 
management  planning. 

Finally,  because  we  know  prevention  is 
the  best  medicine,  we  offer  Sun  StorEdge 
Remote  Response:  pre-emptive  support 
that  gives  you  round-the-clock  monitoring 
of  your  storage. 

You  get  everything  you  need  to  maximize 
your  return  and  minimize  your  costs. 


Storage  for  Solaris' or  a  heterogeneous  environment?  Why  not  both? 

If  you're  already  using  Sun's  rock-solid  servers  and  award-winning  Solaris  Operating  Environment  (rated  the  #1  OE  by 
D.H.  Brown  Associates),  you  can  be  sure  that  Sun  StorEdge  is  optimized  to  get  the  most  out  of  your  storage  resources. 
And  if  your  environment  includes  other  operating  systems  and  server  platforms  (such  as  NT,  Linux  or  AIX),  our 
open  solutions  will  make  your  storage  work  harder  and  smarter. 

For  more  information  on  Sun's  complete  storage  solutions,  all  you  have  to  do  is  take  the  first  step. 
Visit  www.sun.com/sunstorage,  or  contact  your  Sun  representative. 
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ENRON  WATCH 

WHEN  AUDITORS 
ALSO  CONSULT 

IF     YOU     WANT     IMPRESSIVE 

earnings,  hire  your  auditor 
as  a  consultant,  too.  That's 
what  three  business  school 
professors  found  in  studying 
more  than  3,000  proxy  state- 
ments from  2001.  Their  con- 
clusion: The  more  consulting 
services  a  company  bought 
from  one  of  the  Big  Five  au- 
ditors, the  more  likely  its 
earnings  met  or  beat  Wall 
Street  expectations. 

Mere  coincidence?  Hardly, 
says  the  study  by  account- 
ing professors  Richard 
Frankel  of  the  Massachusetts 
Institute  of  Technology,  Mar- 
ilyn Johnson  of  Michigan 
State  University,  and  Karen 


Nelson  of  Stanford  Univer- 
sity. They  found  that  compa- 
nies using  their  auditors  as 
consultants  tend  to  "manage 
earnings" — maneuvers  such 
as  moving  debt  off  the  books 
into  partnerships  and  booking 
gains  in  pension  funds  as  in- 
come. A  full  95%  of  compa- 
nies paid  their  auditors  for 
some  consulting  services.  The 
study  didn't  name  names,  but 
Frankel  confirms  that  Enron 
was  among  them.  "Investors 
should  be  warj'  of  the  quality 
of  a  company's  earnings  if  it 
hires  its  auditor  as  a  con- 
sultant," he  says. 

The  team  also  found  that 
the  more  a  company  paid  for 
consulting,  compared  with 
what  it  paid  for  auditing,  the 
higher  the  likelihood  of  "man- 
aged earnings"  on  the  bal- 
ance sheet.   Cliarles  Haddad 


THE  LIST   01'  RELIABLE 


Asked  to  rate  various  brands, 
consumers  give  these  tiie 
highest  quality  ratings.  Why 
do  tools  do  well?  Pollsters  say 
it's  mostly  a  matter  of  living 
up  to  expectations. 

BRAND 


RANK  FALL,  2001 


SPRING.  2001 


CRAFTSMAN  TOOLS 
WAIIRFORD  CRYSTAL 


ROLLS-ROYCE  MOTOR  CARS 
biscdVERY  CHANNEL 


11 


WD-40  SPRAY  LUBRICANT 

5 

7 

BOSE  STEREO/SPEAKER  SYSTEMS 

6 

6 

CRAYOLA  CRAYONS/MARKERS 

7 

5 

HERSHEY'S  KISSES 

8 

NOT  RATED 

Online  poll  of  30,935  consumers.  Get  31  -Nov.  6 

Ddt3:  Harris  Interactlve/EquiTrend 

TALK  SHOW  itYou  can  expect  to  see  some  Wall  Street 
investment  bankers  and  stock  analysts  coming  before  our 
committee  soon." 

— Representative  Diana  DeGette  (D-Colo.),  a  member  of  the 
main  House  subcommittee  investigating  Enron 

PAPER  PLAYS 

BUSH  SR/S  PROFITABLE  GROSSING 

PRESIDENT  BUSH  MAY 

complain  that  his  mother-in- 
law  took  a  hit  on  her  Enron 
stock,  but  it  seems  his  dad 
made  a  tidy  profit  on 
that   other  notorious 
bankruptcy.       Global 
Crossing.  In  1999  and 
2000,  the  elder  Bush 
pocketed     more 
than  $4.5  million 
by  selling  Global 
Crossing  stock, 
according     to 
Securities     & 
Exchange 
Commission 
documents  ob- 
tained by  Busi- 
nessWeek.    His 
last     sale    came 
just  weeks  before 
the  once  high-fly- 
ing telecom's  stock 
started    tanking. 
The  elder  Bush 
and  his  wife,  Bar- 
bara, sold  100,000 
Global     Crossing 
shares  on  Nov.  16, 

1999,  for  $4.45  mil- 
lion, according  to 
the  documents. 
Then,  the  Bushes 
notified  the  sec 
they  were  selhng 
an  additional  1,000 
shares  on  Mar.  13, 

2000,  for  $55,000.  The  former 
First  Family  had  acquired  at 
least  100,000  shares  of  Global 
Crossing  stock  as  a  private 


investment  on  Apr.  21,  Vt 
the    documents    say.    Th(j 
shares  may  have  been  pd 
ments  for  speeches  the  eld 
Bush  gave  at  Global  Cross^ 
conferences  in  Tokyo 
Barcelona,  in  lieu  of  his 
al  $80,000  speaking  fee.  Fc 
months      later,      Glol 
Crossing  went  public  | 
$19    a    share.    (Glol 
shares  split  two-for-o| 
six  months  later.) 

It's       not       cl« 
whether  Bush  inve^ 
ed  money  on  top 
those  shares.  Neitl 
Bush's     spokesm^ 
nor  the  manager 
his  trust  would  coij 
ment.  "I  don't  ta 
to  the  press  aboj 
private  clients,"  sai 
Anthony  Duke  Jr.,] 
managing  director 
Bessemer  Trust,  tl 
Bushes'  trustee. 
During  its  met^ 
oric  rise  and  fa| 
Global     Crossii 
spent  lavishly 
cultivate  politicJ 
influence.   I| 
addition 
hiring  variov 
Washingtol 
heavyweights 
it  contribute! 
$2.8  million  to  candidates  an! 
parties  in  the  2000  election^ 
Richard  S.  Du7ihari 
and  Mike  McNamel 


WALKING  TALL:  Bush 
sold  shares  early 


SEPARATED  AT  BIRTH? 

The  E-cm-its-side  logo  now  symbolizing  corporate  misdeeds 
resembles  that  of  anotlier  Texas  company.  Neither  Dell  nor 
logo  experts  find  the  similarity  a  problem  and  cant  cite 
any  precedents  for  logo  changes  due  to  taint  by  association. 
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STEEL  TECHNOLOGY  JUST  LEAPT 
SEVERAL  YARDS  AHEAD. 


Introducing  Steelhead    III  Metal  Woods  with 
a  hotter  VFT  face  in  the  driver  and  lower  center 
of  gravity  in  the  fairway  woods.  They  deliver 
more  distance  and  forgiveness,  taking  the 
performance  of  steel  farther  than  ever  before  - 
which  is  precisely  where  they'll  take  your  ball. 


Enjoy  the  game. 


C.)llr.vvHv.  C.ill.i)f<)v'Goll.  Big  Bertha.  VFT,  Steelht 
Sl.'fllip.-i(]  III  .irt'H  riiljuv  ihf  q.linp  .iro  U.Kit-*rn,if !<■ 
f.ill.iw.iv  (u.llCiini|,,,riy 

www.callawaygolf.com 


BIG  SPENDERS:  Riordan 
and  Governor  Davis 


POLITICAL  CURRENCY 

SACRAMENTO 

OR  BUST 

THE  CALIFORNIA  GOVERNOR'S 
race  may  be  eight  months 
away,  but  it's  ah-eady  a  neck- 
and-neck,  heavy-money  con- 
test and  potentially  the  most 
expensive  in  gubernatorial 
history.  Incumbent  Gray 
Davis,  seeking  reelection  af- 
ter a  first  term  marred  by 
last  year's  electricity  crisis, 
has  unleashed  a  barrage  of 


attack  ads  costing  more 
than  $1  million  a  week. 
His  target:  former  Los  An- 
geles Mayor  Richard  Ri- 
ordan, the  strongest  of 
three  men  seeking  the  gop 
nod  in  the  Mar.  5  primary. 

A  Los  Angeles  Times  poll 
has  Davis  and  Riordan  in  a 
dead  heat.  So  Riordan  is 
ramping  up  his  own  retalia- 
tion— highlighting  Davis'  cam- 
paign contributions  from  En- 
ron. Davis  has  pulled  in  big 
money  from  Gallo  winery, 
Hollywood  heavyweights,  and 
AOL  Time  Warner.  In  the  end, 
the  big  winner  may  be  Cali- 
fornia TV  stations,  which  are 
suddenly  raking  in  the  cash 
in  the  midst  of  an  advertising 
drought.  Ron  Grover 


CUTTING  EDGE 

IT  SLICES,  IT  DICES, 
IT  PAYS  THE  BILLS 

THIS      MAY      JUST      BE      THE 

revenge  of  the  Ginsu,  the  fa- 
mous knife  that's  become  sjm- 
onymous  with  cheesy  TV  com- 
mercials. The  big  networks 
are  hurting  so  badly  for  ad 


ing  prime  time  to  those  "1- 
800"  advertisers  usually  rele- 
gated to  cable  channels  in  the 
middle  of  the  night. 

In  one  of  the  worst  ad  re- 
cessions in  decades,  so-called 
direct-response  ads  on  net- 
work TV  were  up  40%  in  the 
last  three  months  of  2001 
over  the  same  period  in  2000, 
according  to  ad  data  provider 
Competitive  Media  Report- 
ing. Direct  marketers  have 


been  buying  primo  time  at 
rates  up  to  25%  less  than 
what  it  costs  in  healthier 
times.  Examples  include  the 
U.S.  Mint  selling  coins. 
Hooked  on  Phonics  hawking 
learning  tools  for  kids,  and 
24-Hour  Fitness  selling  club 
memberships  using  Magic 
Johnson  and  Cindy  Crawford 
as  spokesbodies. 

Tiny  companies  can 
sometimes  reach  audiences 
20  times  bigger  than  on 
cable.  Hooked  on  Phonics 
took  25  network  ads  in 
November-January  and 
saw  sales  jump  8%  from 
the  year-earlier  period, 
says  general  manager  Lee 
Swanson.  Adds  24-Hour 
Fitness'  Valerie  Constable: 
"We  are  getting  great 
upgrades  to  higher-rated 
programs,  like  going  from 
Entertainment  Tonight  to 
buying  time  on  Friends." 

Networks  would  rather 
rely  on  their  usual  stable  of 
car  and  consumer  products 
ads  than  on  direct-response. 
"Once  the  economy  turns 
around,  this  is  the  first  mon- 
ey we  will  look  to  replace," 
says  one  sales  exec.  Until 
then,  however,  it's  Ginsu 
time.  Tom  Loivry 


DRAWN  &  QUARTERED 


tKn  ^ /MtfumniMf^  imest.  ^vt)ftiem 


PRODUCT  PEEK 

THESE  CHEWIES 
PACK  A  WALLOP 

WANT  A  NEW  BOOZE   EXPERI- 

ence?  A  South  Korean  maker 
of  rice  wine  is  giving  away  a 
chewable  version  at  a  Seoul 
pub  it  opened  in  Janu- 
ary. The  light-brown, 
jelly-like       squares, 
served   on   salad   and 
meant   to  be   chewed 
and  swallowed,  have  an 
alcohol  content  of  1%. 
If  consumers   like   it,  \% 
Kook  Soon  Dang  Brew-  '  \ 
ery  plans  to  market  it. 
The  midsize  brewer 
is  trying  new  gimmicks 
to     lure     women     and 
yoiinger  drinkers  to  tra- 
ditional    Korean     alcohols, 
which  have  tended  to  sting 
the  throat  and  give  a  notori- 
ous   hangover.    It    already 
makes  yakju,  a  milder  brew 


than  the  soju  traditio 
drunk  by  the  older  male 
eration.  Yakju,  with  13^ 
cohol,  vs.  25%  for  soju, 
has  herbal  additives  sail 
curb  hangovers.  "Drinl4il 
has  always  been  one  of  lj| 
most  popular  sports  in 
rea,"  says  brewery  mana 
Han  Sa  Hong, 
younger  Koreans  di 
more  for  fun  and 
to  get  drunk."  So 
also  making  "wine  c 
er"  versions:  pink  c^ 
tails  called  "Dusk  O 
the  Hill"  and  bro 
ones  named  "Darken 
Autumn  River." 

A  2001  World  Hea 

Organization     repc 

found  South  Koreans 

be  the  second-heavii 

drinkers  in  the  world  aft 

Slovenians.  Now,  with  mile 

and  even  chewable  tippl 

there's  even  more  drink 

choose  from.     Moon  Ihlwi 


THE  BIG  PICTURE 


WERE  PROFITS  INFLATED? 

Write-offs  are  approaching  the  all-time 
highs  of  the  early  '90s,  when  the  U.S.  went 
through  massive  corporate  restructuring 

40- 


'90    '91    '92    '93    '94    '95    '96    '97    '98    '99    "00    '01 

>  PERCENT  EST. 

Data:  Standard  &  Poor's,  Goldman  Sachs 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  iipffroiit@businessweek.com 
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C:ERTIFIED         PRE-OW'N'ED 


OTHER  CARS  ARE  PREOWNED. 
BUT  THAT'S  WHERE  THE  SIMILARITIES  END. 


Trutli  be  told,  Certified  Pre-Owned  Lexus  Vehicles  have  more  in  common  with  new  cars. 
Like  the  Lexus  of  warranties  that  backs  them  for  three  years  from  your  date  of  purchase  or 
100,000  total  vehicle  miles*  A  complimentary  leaner  car.'  Extremely  competitive  financing 
rates  and  lease  terms.  And,  of  course,  there  is  one  more  important  thing  that  separates  a 


Certified  Pre-Ow  ned  Lexus  from  other  vehicles:  They  are  only 
available  at  your  local  Lexus  dealer.  But,  \'ou  shouldn't  simply 
take  our  word  for  it.  Come  in  for  a  test  drive  and  see  for  yourself 


^' 


FlEP 


ONLY  AT  YOUR  LEXUS  DEALER 

lexus.com 


'See  your  l^xuf.  Certified  PreOuned  dealer  for  warranty  details.    Service  loaner  cars  available  or)  warrantable  repairs  only.  ©2001  Lexvs.  a  Dhision 
of  Toyota  Motor  Sales.  V.S  .\..  Inc   Lexus  reminds  tou  to  wear  seatbelts.  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  respotliibly. 
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IF 


PLAYING  IT  SAFE 
AT  IBM? 


You  say  that  Samuel  J.  Palmisano 
("IBM's  new  boss,"  Covei:  Story,  Feb. 
11)  is  "not  the  typical  Big  Blue  exec" 
and  that  "instead  of  making  safe  bets, 
he  has  repeatedly  challenged  old  think- 
ing and  taken  risks."  I  am  sure  that  to- 
day's IBM  stakeholders  wish  him  well 
and  that  the  future  risks  he  will  take 
will  be  rewarding.  Rewarding  as  the 
"safe  bets"  Thomas  J.  Watson  Jr.  took 
when  he  introduced  IBM  to 
the  computer  age — with  a 
projected  market  of  less 
than  a  dozen  machines — 
and  again  when  he  bet  the 
company  on  System  360.  Or 
rewarding  as  Frank  T. 
Gary's  "safe"  bet  on  a  com- 
puter for  the  home  with 
open  architecture,  a  first  for 
IBM.  Welcome,  Sam,  to  the 
leadership  of  a  company 
with  a  long  tradition  of 
leaders  who  took  risks  that, 
with  the  passage  of  time,  became  ac- 
cepted as  "safe  bets." 

Ray  Wilfinger 
Gary,  N.G. 

I'm  sure  Louis  V.  Gerstner  Jr.  did  a 
good  job  during  his  time  at  IBM,  but 
I'm  curious  about  why  he  and  his  team 
did  not  exploit  the  business  potential 
of  Deep  Blue's  software,  which  in  May, 
1997,  beat  Gary  Kasparov,  the  then- 
champion  of  international  chess.  For 
Deep  Blue  to  have  defeated  Kasparov 
without  qualification,  IBM  would  had  to 
have  developed  a  class  of  software  that 
would  be  capable  of  eliminating  the  need 
for  bar  codes — an  achievement  that 
would  be  worth  several  trillion  dollars  a 
year  to  its  owners  in  the  initial  years 
and  untold  amounts  as  time  went  on. 


If  the  Kasparov  defeat  was  unqualil  j 
and  IBM  failed  to  transfer  this  succes: 
business  software,  is  Palmisano  gc 
to  set  this  situation  straight? 

Thomas  W 
Stoughton,  M:! 


Your  story  identifies  Thomas  J.  M 
son  as  the  foimder  of  IBM.  Gharlesl 
Flint,  head  of  the  conglomerate  G(| 
puting-Tabulating-Recording  Go.,  \t 
actually  the  founder.  Watson  joined  b 
1914    as   general   manager   and   v  3; 
named  president  a  year  ri 
so  later.  The  reason  W 
son  came  on  board:  Fl 
owned  the  patent  to  t 
Herman  Hollerith  pun( 
card  machine. 

Eric  S.  Bleici: 
New  Yet 

At  the  1955  Futu 
Farmers  of  America  cc 
vention  in  Kansas  Gity, 
rode  up  in  an  elevator  wi 
Thomas  Watson  and  a  f€ 
of  his  associates  and  overheard  him  s 
in  a  squeaky  voice:  "I  keep  telling  r 
people  that  no  matter  how  small  t 
loss,  it's  not  a  profit." 

Walt  Buesch 
Pewaukee,  W: 


WEAK  COUNTRIES  NEED 
DEMOCRACY.  NOT  BOMBS 


The  "Bush  Doctrine"  of  "helpir 
weaker  countries  fend  off  terrorisn 
doesn't  sound  so  very  different  fro 
"helping  weaker  countries  fend  off  Gon 
munism"  ("What  kind  of  superpower'; 
Special  Report,  Feb.  11).  "Weakei 
countries  need  some  good  examples  ( 
how  democracy,  negotiation,  and  intei 
national  cooperation  can  make  ther 
stronger,  not  yet  another  example  c 
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There  are  many  ways  to  feel  successful. 
Knowing  you'll  be  ready  for  retirement  is  one  of  them. 


Even  in  the  best  of  times  it  can 
be  difficult  to  know  if  you're  on 
track  to  a  successful  retirement. 
That's  why  a  plan  is  so  important. 
When  you  plan  for  retirement 
at  Fidelity  you  not  only  have 
access  to  a  wide  array  of  products, 
but  also  to  Fidelity  Retirement 
Consultants.  These  specialists 
can  help  you  evaluate  your 
situation,  identify  an  income  plan 
or  asset  allocation  strategy,  and 


]    Fidelity 

<    Retirement  Solutions: 

!^    Retirement  Consultants' 
Fidelity  Rollover  Express* 


1 


Retirement  Income  Planning 


Fidelity  FundsManager  Program^  ^ 


U 


assist  you  in  putting  it  in  motion. 
They  can  even  help  you  create  a  plan 
that  accounts  for  tax  implications  and 
the  desire  to  leave  a  legacy. 

And,  of  course,  you'll  also  have 
access  to  the  online  tools  that 
help  you  track  and  chart  your  own 
financial  progress. 

If  you  want  to  make  the  most  of 
your  retirement,  call  us.  We  have 
the  service,  tools  and  people  to  help 
you  see  yourself  succeeding. 


Fidelity 


Investments'" 


1-800-FIDELITY    Fidelity.com/retire 

'Retirement  Consultants  are  associated  with  Strategic  Advisers,  inc.  'Fidelity  FundsManager  Program  is  a  service 

of  Strategic  Advisers,  Inc.  Account  minimum  of  $50,000  applies.  Investment  results  may  vary. 

Fidelity  Brokerage  Services,  Member  NYSE,  SIPC 
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Readers  Report 


CORRECTIONS  &  CURIFICATIONS 

"Global  Crossing  tossed  more  cash  around 
town  than  Enron"  (Washington  Outlook, 
Feb.  11)  should  have  read:  "Of  its  total 
$3.6  million  in  contributions  since  1997, 
Republicans  pocketed  45%,  and  Democrats 
got  55%."  These  figures  reflect  amended 
data  from  the  nonpartisan  Center  for  Re- 
sponsive Politics. 

In  "War  of  the  whirls"  (News:  Analysis  & 
Commentary,  Feb.  25),  the  maker  of  Bey- 
blade  fighting  tops  should  have  been 
Japan's  Takara  Co.,  not  Takara  Shuzo  Co., 
a  major  distiller. 

In  "The  best  mutual  funds"  (Special  Re- 
port, Jan.  28),  the  Mutual  Fund  Scoreboard 
was  incorrect  in  indicating  that  the  man- 
agement team  for  the  Vanguard  U.S. 
Growth  Fund  had  a  10-year  tenure.  The 
subadviser,  in  fact,  was  changed  in  June, 
2001.  Also,  the  largest  holding  of  the  Van- 
guard Star  Fund  is  Vanguard  Windsor  II, 
not  the  Vanguard  International  Growth  fund. 

"How  to  break  up  with  your  brokerage" 
(BusinessWeek  Investor,  Feb.  18)  should 
have  clarified  that  Merrill  Lynch  &  Co.  has 
several  portability  agreements,  allowing 
investors  to  keep  their  Merrill  Lynch  funds 
even  if  they  transfer  to  other  certain  or  se- 
lected brokerage  firms. 

in  "All  the  news  that  fits  on  a  handheld" 
(BusinessWeek  Lifestyle,  Feb.  11  in  some 
editions),  the  modem  speed  of  the  Compaq 
iPaq  and  BlackBerry  computers  should 
have  been  14.4  kilobits  per  second  instead 
of  14.4  megabits  per  second. 


how  bomb  tonnage  can  be  used  as  a 
false  metric  for  progress  or  victory. 

Paul  DeGroot 
Medina,  Wash 

ANOTHER  LOOK 

AT  WALTER  HEWLEH 

"What's  the  truth  about  Walter 
Hewlett?"  (Information  Technology,  Feb. 
11)  accurately  depicts  my  friend  and 
colleague  as  serious-minded  and  being 
thoughtful.  I  have,  however,  been  of- 
fended by  Hewlett-Packard  manage- 
ment's effort  to  dismiss  him  as  a  "musi- 
cian and  academic."  He  is  all  that  and 
much  more — including  having  a  brilliant 
analytical  mind  and  a  thorough  under- 
standing of  technology  and  the  rapid 
pace  of  change. 

For  the  past  five  years,  I  have 
worked  closely  with  Walter  B.  Hewlett 


on  the  Board  of  Overseers  of  Harvard 
University.  He  headed  the  committee 
on  technology  and  has  been  immensely 
helpful  to  Harvard  [and]  an  outstanding 
member  of  the  board.     "^ 

With  Walter  Hewlett's  vast  family 
holdings  of  HP  stock,  he  has  far  more  in- 
centive to  do  the  "right  thing"  for  share- 
holder value  than  HP's  existing  manage- 
ment. His  actions  are  solely  directed  at 
increasing  shareholder  value.  He  is  de- 
void of  personal  aspirations  in  these 
matters.  I  applaud  his  courageous  stand 
against  a  management  that  has  imlimit- 
ed  access  to  the  corporate  checkbook 
to  pay  for  full-page  advertisements 
seeking  to  portray  opponents  as  being 
"out  of  touch"  and  for  the  "status  quo." 
Richard  H.  Jenrette 
New  York 
Editor's  Twte:  The  tvriter  is  co-founder  of 
Donaldson,  Lufkin  &  Jenrette  Inc.  arid 
former  CEO  of  Equitable  Companies  Inc. 

A  MORE  TANGLED  WEB 

FOR  GLOBAL  CROSSING  EXECS 

Like  Enron  director  Wendy  L.  Gramm, 
Anne  K.  Bingaman  [a  Global  Crossing 
Ltd.  lobbyist]  is  the  wife  of  a  U.  S.  Sena- 
tor ("Global  Crossing  tossed  more  cash 
around  town  than  Enron,"  Washington 
Outlook,  Feb.  11).  What's  more,  Global 
Crossing  was  not  the  only  telecom  in 
trouble  seeking  Ms.  Bingaman's  services. 
She  served  on  McLeodusA  Inc's  board  of 
directors  from  July,  1999,  through  2000, 
while  she  was  also  chairman  of  Valor 
Telecommunications  LLC,  which  owned  a 
competing  local-exchange  carrier  Despite 
their  connections  to  companies  in  trouble, 
both  Ms.  Bingaman  and  Ms.  Gramm  are 
talented  women,  qualified  to  serve  as 
corporate  directors.  It  is  unfortunate  that 
neither  seemed  to  consider  the  justifi- 
able perception  of  a  potential  conflict  of 
interest. 

Bryan  Shockley 
Dallas 

DON'T  EXPECT  ANY  CONTRITION 
FROM  ENRON 

When  the  Enron  debacle  is  over  and 
done  with,  the  people  responsible  will 
get  a  "shame-on-you"  from  Congress 
and  a  wrist  slap  from  other  authorities 
("Enron  Watch,"  Feb.  11).  They'll  walk 
away  unrepentant  and  rich.  Therell  be  a 
flurry  of  rhetoric  about  tighter  account- 
ing rules  and  more  responsible  corporate 
boards.  And  then  a  long  silence  until 
the  next  time.  Looking  for  a  sure  thing? 
Bet  on  that. 

Bruce  Kettelle 
Glenmoore,  Pa. 


SUPPLY  AND  DEMAND 
IN  THE  OIL  PATCH 


While  I  agree  with  his  overall  pi 
elusion,  Jeffrey  E.  Garten's  argu 
for  U.  S.-backed  efforts  to  increase 
sia's  oil  production  and  exports  c 
be  successfully  challenged  ("Let's 
our    dangerous    dependence    on 
Saudis,"  Economic  Viewpoint,  Jan. 
With  the  memories  of  the  Russian 
default  gradually  fading,  Russiai' 
companies  once  again  have  access  t' 
expensive  [and  non-U.  S.]  sources 
temational  capital.  It  could  be  ar; 
that  in  the  exchange  of  strategic  ge] 
litical  favors,  Russia  has  already 
ried  out  its  part  of  the  bargain  by 
objecting  to  America's  military  pres- 
in  Central  Asia  and,  generally,  by 
porting  the  America-led  coalition  in 
war  against  terrorism. 

KirillZe 
Schlumberger  Oilfield  Se 
Sugar  Land, 
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"We  told  KPMG  Consulting: 
We  absolutely,  positively  had  to 
have  the  system  in  7  months..." 


"FedEx  depends  on  KPMG  Consulting 
to  know  their  business  and 
operations,  to  navigate  internally, 
and  get  things  done. 

We  are  an  Integral  part  of  the  team 
Inside  FedEx.  We  understand  how  to 
design,  facilitate,  and  execute  from 
strategy  through  Integration. 

The  bottom  line,  we  help  reduce 
costs  and  deliver  efficiency 
breakthroughs  company-wide.  It's  a 
solid  partnership." 


YOU    CAN    HEAR    THEIR    STORY    ( 
www.kpmgconsulting.com/results 


BUSINESS    SYSTEMS:      STRATEGY      IMPLEMENTATION      RESULTS 


"...And  they  delivered.  A  new  Web- 
based  financial  system  in  just  7 
months.  It's  already  helping  us  cut 
costs,  improve  information 
availability,  and  boost  profitability. 

We  streamlined  the  financial 
processes  of  our  service 
organization.  We're  now  at  a  best- 
in-class,  2-day  close  process." 


^^^  Consulting 


©  Copynght  2002,  KPMG  Consulting,  Inc  All  rights  reserved  KPMG  Consulting.  Inc  is  an  independent  consulting  company. 
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SOROS 

The  Life  and  Times  of  a  Messianic  Billionaire 

By  Michael  T.  Kaufman 
Knopf.  344pp.  $27.50 


GEORGE  SOROS, 

ALL  WARM  AND  CUDDLY 


George  Soros  is  one  of  the  few 
characters  from  the  world  of  fi- 
nance who  deserves  to  be  called 
larger-than-life.  Born  in  Hungary  of 
Jewish  parents,  he  and  his  family  nar- 
rowly escaped  the  Holocaust.  After  the 
war,  he  landed  penniless  in  London,  but 
by  hard  work  and  sheer  genius,  he  rose 
to  become  one  of  the  planet's  most  suc- 
cessful investors  and  richest  men.  Along 
the  way,  he  became  a  world-class  phi- 
lanthropist, philosopher,  confidant  of 
world  leaders,  and  bankroUer  of  world 
freedom.  A  mover  of  markets,  he  was 
the  man  whose  currency  plays  "broke 
the  Bank  of  England"  in  1992. 

From  a  writer's  perspective,  the  life 
of  this  astonishing  renaissance  man  has 
all  the  makings  of  a  dynamite  book.  The 
key  would  always  be  obtaining  Soros' 
cooperation.  And  in  Soros:  The  Life  and 
Tiines  of  a  Messianic  Billionaire, 
Michael  T.  Kaufman,  a  former  deputy 
foreign  editor  at  The  New  York  Times 
(and  ex-editor  of  a  Soros-financed  pub- 
lication), was  able  to  pull  off  that  coup. 
According  to  Kaufman,  Soros  provided 
generous  cooperation.  He  "patiently  pre- 
sented me  with  the  details  of  his  life" 
and  "did  not  attempt  to  influence  or  al- 
ter what  I  wrote  about  him."  Neverthe- 
less, and  despite  interviews  with  130 
people,  the  result  is  an  unevenly  re- 
ported, intermittently  revealing,  but  ul- 
timately disappointing  book. 

Kaufman  begins  with  a  careful  ex- 
amination of  Soros'  early  life  and  family. 
His  father,  Tivadar,  was  bom  into  an 
Orthodox  Jewish  family,  enlisted  in  the 
Austro-Hungarian  army,  and  wound  up 
as  a  World  War  I  prisoner  of  war.  Soros 
grew  up  in  a  family  that  was  so  de- 
tached from  its  Jewish  roots  that  they 
even  vacationed  in  Nazi  Germany,  with 
Tivadar  shrugging  off  "No  Jews 
Allowed"  signs  by  telling  his  wife,  "You 
are  a  foreigner,  it's  not  for  you." 

Nearly  a  half-million  Hungarian  Jews 


were  killed  by  the  Nazis,  but  the  Soros- 
es managed  to  escape.  Tivadar  saw  to  it 
that  young  George  Soros  (the  original 
family  name,  Schwartz,  was  changed  in 
1936)  evaded  deportation  to  the  death 
camps  in  1944  by  posing  as  the  godson 
of  a  government  official. 
Years  later,  this  masquer- 
ade became  the  basis  for 
vinfair  press  charges  that 
George  had  somehow  col- 
laborated with  the  Nazis. 
Perhaps  that  is  why  his 
dramatic  escape  from 
death  gets  an  antiseptic 
and  brief  treatment. 

In  contrast,  there  is  a 
heartfelt  account  of  Soros' 
time  in  postwar  England, 
which  dwells  at  length  on 
perceived  slights  at  the 
hands  of  Jewish  social  welfare  agencies. 
The  difference  between  these  two  sec- 
tions is  jarring,  and  the  whining  that 
pervades  the  latter  is  one  of  the  book's 
least  appealing  aspects.  Once  Soros 
moves  to  the  U.  S.,  the  storytelling  im- 
proves— especially  the  portions  describ- 
ing how  he  became  an  ace  analyst  and, 
later,  a  hedge-fund  manager,  all  the 
while  pursuing  an  avocation  as  a  kind  of 
amateur  philosopher. 

Soros  has  long  maintained  that  an 
elaborate  creed,  drawing  on  the  works  of 
Karl  Popper,  lies  behind  both  his  invest- 
ing and  his  philanthropy.  This  philoso- 
phy of  the  benefits  of  "open  societies" 
has  been  variously  described  as  master- 
ful and  incoherent.  It  receives  extensive 
treatment  here,  as  rightly  it  should.  The 
author  sheds  new  light  on  some  of  Soros' 
better-known  investing  exploits,  such  as 
his  1992  bet  against  the  British  pound. 
And  Kaufman  describes  how,  over  the 
years,  Soros  has  spent  billions  on  pro- 
grams encouraging  democracy  in  places 
such  as  Serbia  and  China.  But  here,  too, 
the  author  seems  to  lack  judgment: 


Soros'  work  in  world  trouble  spots 
far  too  much  ink. 

Meanwhile,  there  are  troubling 
porting  gaps.  Kaufman  was  not  ablltii 
obtain  access  to  two  people  who  W( 
have   provided    crucial   perspecti 
Soros'  first  wife,  Annaliese,  and  his  p 
ner  for  many  years,  Jim  Rogers 
also  learn  Uttle  about  the  enviromr 
in  which  Soros  lived.  He  was  the  ^ 
hedge-fund  manager  in  the  world, 
other  fund  managers  don't  exist  in 
biography — not  even  John  Meriwet 
whose  massive  leverage  led  to  the  w^ 
ly  pubhcized  Long-Term  Capital 
agement  meltdown  in  1998.  Nor 
many  insights  offered  on  Soros*  own 
ganization.  His  top  portfolio  manaj 
Stanley  Druckenmiller,  g 
short  shrift  even  though 
essentially  ran  Soros'  Qu 
turn  Fund  for  years.  Inde 
there's  little  new  info 
tion  on  the  Quantum  F 
reorganization,  which  ca: 
after    Druckenmiller 
Soros  sustained  huge  los 
during  the  high-tech  bub 
The  fundamental  probL 
even  to  a  casual  reader 
the  financial  press,  is  tl| 
Soros   is   already   over^ 
posed.  Few  financiers  ha 
generated  more  press  coverage  or  Sc 
more  about  themselves.  Soros  has 
ten  several  books  outlining  his  woi 
view,  including  the  autobiographical  19i 
work,  Soros  on  Soros. 

A  study  of  Soros  requires  a  writ 
who  is  not  intimidated  by  his  subje 
and  one  with  the  financial  savvy  ai| 
writing  skill  to  explore  the  life  of  t 
multifaceted  and  difficult  man.  Befo 
Kauftnan  arrived  on  the  scene,  Sori 
had  agreed  to  tell  his  story  to  just  sue 
a  writer,  Michael  Lewis,  author  of  tl 
best-selling  Liar's  Poker.  Lewis  is  n< 
mentioned  by  name  in  the  book.  Bi 
the  publisher  confirms  that  it's  Lew 
that  Kaufman  is  referring  to  when  Y  '^^ 
recounts  how,  after  "he  began  to  fe- 
uncomfortable,"  Soros  stopped  coope: 
ating  with  an  imnamed  scribe. 

Kaufman  wrote  the  book  instead- 
and  the  result  isn't  Ukely  to  make  Sore 
feel  uncomfortable.  That's  great  fo 
Soros.  Not  so  great  for  the  rest  of  us. 

BYGARYWEIS 
Weiss  has  followed  Soros'  career  fo 
many  years. 
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HIS  GOOD  DEEDS  GET  PLENTY  OF  INK, 
BUT  ELSEWHERE  THE  REPORTING  IS  SPOTTY 
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ETURN      ON      COMMUNICATIONS 


INHERITED   SYSTEMS 


INHERITED   STRESS 


fCsson  number  one  in  global  acquisitions:  Getting  different 
fusiness  cultures  to  work  together  smoothly  is  no  walk 
m  the  beach. Trying  to  get  different  networks  to  do  the 
ame  can  be  an  even  bigger  hassle.  So  how  do  you  make 
uddenly  acquired  systems  work  for  you — instead  of 
gainst  each  other? 

'ou  team  up  with  AT&T.  Like  Tower  Automotive,  a 
eading  auto-parts  manufacturer  with  more  than  70  plants 
round  the  world. They  considered  using  other  carriers  or 


managing  their  own  network  in-house.  AT&T's  reliable 
and  cost-efficient  solution  "won  hands  down." 
We  converged  multiple  complex  business  applications  onto 
a  single  integrated  wide-area  network.  One  that  supports 
voice,  fax  and  data  traffic,  vastly  improving  bandwidth 
efficiency.  The  result:  fewer  headaches  and  lower  costs.  In 
need  of  less  stressful  network  consolidation?  Bring  in  AT&T. 

Results:  Measurable.  Possibilities:  Boundless. 


lall  AT&T  toll  free  at  I  866  335-7865  or  visit  us  at  www.attbusiness.com/return 

>2002  AT&T. 


AT&T 
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The  Businessweek  Best-Seller  List 


HARDCOVER  BUSINESS  BOOKS 


LAST       MONTHS 
MONTH    ON  LIST 


THE  21  IRREFUTABLE  LAWS  OF  LEADERSHIP 

John  C.  Maxwell  (Thomas  Nelson  •  $22.99)  A 
minister's  down-to-earth  rules. 


14 


15 


THE  21  INDISPENSABLE  QUALITIES  OF  A  14 

LEADER  John  C.  Maxwell  (Thomas  Nelson  • 
$17.99)  Changing  yourself  "from  the  inside  out." 

GUNG  HO!  Ken  Blanchard,  Sheldon  Bowles  (Mor-      -- 
row  •  $20)  How  Walton  Works  No.  2  fired  up  its 
employees. 


37 


WHO  MOVED  MY  CHEESE?  Spencer  Johnson  (Put- 
nam •  $19.95)  Learning  to  accept  change. 

JACK  Jack  Welch,  with  John  A.  Byrne  (Warner  1         5 

Business  •  $29.95)  GE's  ex-chairman  reflects  on 
his  life  and  accomplishments. 

FISH!  Stephen  C.  Lundin,  Harry  Paul,  John  Chris-       4       17 
tensen  (Hyperion  •  $19.95)  Motivate  employees 
the  Pike  Place  Fish  Market  way. 

GOOD  TO  GREAT  Jim  Collins  (HarperBusiness  •34 
$27.50)  How  run-of-the-mill  companies  make  the 
leap  to  excellence. 

NOW,  DISCOVER  YOUR  STRENGTHS  Marcus  7       13 

Buckingham,  Donald  0.  Clifton  (Free  Press  •  $26) 
Bolster  your  true  talents. 

BUCK  UP,  SUCK  UP. . .  James  Carville  and  Paul         --  1 

Begala  (Simon  &  Schuster  •  $23)  Irreverent  max- 
ims from  the  Clinton  campaign  crew. 

FIRST,  BREAK  ALL  THE  RULES  Marcus  Bucking-       6       33 
ham.  Curt  Coffman  (Simon  &  Schuster  •  $26)  A 
Gallup  probe  into  managerial  success. 

THE  ROAD  TO  WEALTH  Suze  Orman  (Riverhead  '57 
$29.95)  Questions  and  answers  from  the  queen  of 
personal-finance  counseling. 


16 


10  RAVING  FANS  Ken  Blanchard,  Sheldon  Bowles  --       40 
(Morrow  •  $20)  Turning  customers  into  your 

biggest  boosters. 

11  NICKEL  AND  DIMED  Barbara  Ehrenreich  (Metro-        8        4 
politan  •  $23)  The  lives  of  the  working  poor. 

12  WARRIOR  POLITICS  Robert  D.  Kaplan  (Random         -  1 
House  •  $22.95)  An  Atlantic  Monthly  columnist's 
offering  to  the  business-as-war  crowd. 

SURVIVAL  IS  NOT  ENOUGH  Seth  Godin  (Free  -  1 

Press  •  $26)  Darwinian  wisdom  from  the  author  of 
Permission  Marketing. 


33 
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PAPERBACK  BUSINESS  BOOKS 


RICH  DAD,  POOR  DAD  Robert  T.  Kiyosaki,  with 
Sharon  L.  Lechter  (Warner  •  $15.95)  Teach  your 
kids  the  rules  of  money  that  the  rich  play  by. 


10 


11 


LAST        V 
MONTH     0 


RICH  DAD'S  RETIRE  YOUNG  RETIRE  RICH 

Robert  T.  Kiyosaki,  with  Sharon  L.  Lechter  (Warner 
•  $17.95)  Plan  ahead. 


3  THE  ERNST  &  YOUNG  TAX  GUIDE  2002  The  Tax 

Partners  and  Professionals  of  Ernst  &  Young  LLP 
(Wiley  •  $16.95)  Warm  up  that  calculator. 

4  THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay 
•  $14.95)  What  turns  an  idea  into  a  hot  trend. 


THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

Stephen  R.  Covey  (Fireside  •  $14)  Habitually 
popular 


12  WHAT  COLOR  IS  YOUR  PARACHUTE?  Richard 
Nelson  Bolles  (Ten  Speed  •  $16.95)  The  2002 
edition  of  the  enduring  job  search  bible. 

13  SMART  COUPLES  FINISH  RICH  David  Bach 
(Broadway  •  $14.95)  Manage  your  money  after 
you've  walked  down  the  aisle. 

14  RICH  DAD'S  GUIDE  TO  INVESTING  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter  (Warner  • 
$19.95)  Becoming  rich,  not  merely  comfortable. 

15  BUILT  TO  LAST  James  C.  Collins,  Jerry  I.  Porras 
(HarperBusiness  •  $16)  How  3M,  Wal-Mart,  and 
others  became  standouts. 


r 


KITCHEN  CONFIDENTIAL  Anthony  Bourdain 
(Ecco  •  $14)  A  peek  inside  the  restaurant  indus- 
try, by  a  veteran  chef. 

THE  COURAGE  TO  BE  RICH  Suze  Orman  (Pen- 
guin Putnam)  •  $14)  The  rites  of  passage — and 
their  financial  consequences. 

RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T.  5 

Kiyosaki,  with  Sharon  L.  Lechter  (Warner  • 
$17.95)  Move  from  job  security  to  independence. 

REAL  ESTATE  RICHES  Dolf  De  Roos  (Warner  •  8 

$17.95)  Why  buildings  beat  stocks. 

GETTING  TO  YES  Roger  Fisher,  William  Ury,  14     7| 

Bruce  Patton  (Penguin  •  $14)  A  Harvard  team's 
step-by-step  guide  to  conflict  resolution. 

THE  ONE  MINUTE  MANAGER  Kenneth  Blanchard,     9 
Spencer  Johnson  (Berkley  •  $12.95)  Management 
techniques  in  story  form. 


11 
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BusinessWeek's  Best-Seller  List  Is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
sented. Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  January. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 


HOT  TYPE 


PUSH  ASIDE  THE  BAD-BOY  TALES  OF  DRUGS, 

drink,  and  other  excesses,  get  beyond 
the  raunchy  language,  and  Anthony  Bourdain's  hilarious  tell-all 
about  the  restaurant  industry,  Kitchen  Confidential,  offers 
wisdonn  applicable  to  virtually  any  workplace.  New  to  our 
list  (it's  this  month's  No.  6  paperback),  the  book  has  reflec- 
tions on  dealing  with  co-workers,  intelligence-gathering,  loyalty, 
and  dedication.  Witness  rule  No.  6:  "Never  call  in  sick.  Except 
in  cases  of  dismemberment,  arterial  bleeding,  sucking  chest 


wounds,  or  death  of  an  immediate  family  member.  Granr| 
died?  Bury  her  on  yogr  day  off." 

Bourdain  exposes  restaurant  cooking  for  the  backbreakirl 
and  often  thankless  work  it  is:  Blisters,  knife  wounds,  burnf 
and  perpetually  aching  feet  are  the  norm.  But  he  clear  I 
loves  the  peculiar  challenges  and  rewards  of  the  job.  Anl 
while  his  revelations  blast  away  any  lingering,  romanticizej 
view  of  chefdom,  he's  only  telling  It  like  it  is. 

BY   KARIN   PEKARCHI 
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Like  Tenzing  Norgay,  our  job  is  making 
sure  you  get  to  the  fop.      ,-^  - 


He  was  born  in  the  shadow  of  Chomolungma  — 
he  giant  we  call  Everest.  He  spent  seventeen  years 
lis  a  porter,  then  a  guide,  learning  its  ways,  testing  its 
Weaknesses,  respecting  its  challenges.  So  that  when 
the  mountain  was  finally  ready  to  be  climbed,  there 
was  no  man  better  suited  to  guide  Sir  Edmund 
Hillary  to  the  top  of  the  world. 


We  too  have  trained  long  and  hard.  Guiding  clients 
is  our  life's  work.  We  were  the  top-performing 
bookrunner  of  2001.'  Guided  clients  on  deals 
valued  in  excess  of  $20  billion.  And  maintained  our 
#1  ranking  in  after-deal  IPO  support.  ■  The  next 
time  you  aim  for  the  top,  think  about  who  you  want 
to  lead  the  way. 

Guides  for  the  journey.       ffc^  bflllCOrP 

Piper  Jaffrayo 


INNEAPOI  IS      MEMO  PARK      SAN  FRANCISCO      LOS  ANGELES      SEATTLE      CHICAGO      NEW  YORK      LONDON      TEL  AVIV* 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tec  h&you@b  us  inessweek.com 

WIRELESS  DATA: 
CALL  BACK  LATER 


Devises  using 
"2.5G" 
services  are 
so  clumsy,  you 
may  want  to 
wait  for  the 
next  versions 


HusinossWeek  online 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessv\feek.com/ 
technology/ 


Anew  era  is  dawning  for  wireless  data  in 
the  U.S.  Wireless-phone  carriers  are 
\\Tapping  up  massive  upgrades  designed 
to  add  reasonably  fast,  always-on  data  service  to 
their  voice  networks.  But  as  is  the  case  with 
most  high-tech  revolutions,  you  don't  want  to  be 
on  the  leading  edge  of  this  one.  The 
software  is  flaky.  Using  the  service 
with  a  laptop  or  handheld  com- 
puter is  physically  awkward 
To  top  it  off,  the  cost  can 
be  a  nasty  surprise  if  you 
aren't  careful. 

I  have  been  testing 
the  first  broadly  avail- 
able network,  Voice- 
Stream        Wireless' 
iStream,    a    general 
packet  radio  service 
(GPRS).        Cingular 
Wireless  and  AT&T 
Wireless  are  testing 
their  own  GPRS  net- 
works, and  the  serv- 
ice also  is  available 
in  Europe  and  parts 
of  Asia.   Sprint   PCS 
and  Verizon  Wii'eless 
will  roll  out  a  different, 
but  similar,  technology 
on  their  U.S.  networks 
by  midyear  These  so-called 
2.5G  services  offer  speeds 
roughly  equivalent  to  a  dial- 
up  line;  3G,  or  third-generation, 
wireless  broadband  is  at  least  a  cou- 
ple of  years  away. 

There's  very  little  point  in  using  iStream  with 
just  a  phone,  such  as  the  Motorola  Timeport 
P280  lent  me  by  VoiceStream.  The  service  starts 
up  quickly,  since  you  don't  need  to  place  a  call  to 
connect  with  the  Internet.  But  it  cannot  solve 
the  problem  of  minuscule  displays  and  terrible 
data  entry  on  the  handsets,  and  the  tiny  amoimt 
of  data  typically  sent  to  phone  browsers  makes 
network  speed  irrelevant. 

To  take  advantage  of  the  speed,  you  have  to 
use  an  iStream  phone  with  a  Pocket  PC  handheld 
or  Windows  laptop.  Pocket  PCs  Avith  integrated 
GPRS  service  should  be  available  soon,  and  Hand- 
spring's Palm-based  Treo  Commimicator,  a  voice- 
data  hybrid,  will  run  gprs  with  a  software  up- 
grade later  this  year.  Laptops  will  be  able  to 
connect  using  special  PC  card  modems.  But  for 


now,  the  only  way  to  use  the  service  is  to  (|i 
nect  through  the  handset,  using  either  a  sefe 
cable  or,  as  I  did,  with  an  infrared  link. 

In  effect,  iStream  gives  you  the  equivaleni>: 
a  dial-up  connection — ^about  three  times  as  fastit 
existing  wireless-phone  networks  and  probablyjct 
times  faster  than  the  network  used  by  the  i  .' 
Palm  1705.  With  either  a  laptop  or  a  handhc 
handling  e-mail  or  browsing  the  Web  is  vi 
much  like  using  dial-up,  but  you  are  Ubera 
frofn  the  need  for  a  phone  line. 

Unfortunately,  the  arrangement  is  very  a\ 
ward,  especially  with  the  Pocket  PC.  Infraij 
requires  a  clear  line  of  sight  between  the  t 
devices,  which  means  they  cannot  be  held 
your  hand.  (I  did  not  have  a  cable  for  the  Po'  - 
et  PC,  which  would  have  made  it  a  bit  easit ) 
Another  difBcvilty  is  the  link  software.  It's  hi  1 
to  know  whether  the  problem  lies  w  « 
Voice-Stream,  Motorola,  or  ^ 
crosoft,  but  the  iStream  sol 
ware  used  to  estabUsh  a  cc» 
nection  often  failed  to  woii 
Pocket  PC  users  would  | 
well  to  wait  for  integr.? 
ed  devices. 

The      pricing       ^ 
iStream  could  lead 
some  nasty  surprise 
Once  connected,  yf 
can  stay  online  f 
as  long  as  your  ba 
teries  last,  so  y( 
are   billed   by   tl 
byte  rather  than  t 
the  minute.  Voic 
Stream  offers  thn 
service  plans:  $2.9 
per  month  (in  add 
tion  to  voice  charge 
plus  $10  per  megabyt 
after  the  first  megabyt 
(for  use  with  a  handst 
only);  $19.99  plus  $5  pe 
megabyte  after  5  MB  (for 
Pocket  PC);  and  $39.99  plus  $ 
per  megabyte  after  10  MB  (fo 
a  laptop  or  Pocket  PC). 
The  problem  is  that  laptop  software 
especially  Microsoft's,  makes  no  distinction  abou 
the  type  of  network  you  are  connected  to  ani 
wiU  cheerfully  attempt  to  download  large  file 
over  your  wireless  connection.  So,  that  big  Win 
dows  update  file  that  was  downloaded  in  th' 
background  or  the  10  MB  PowerPoint  presenta 
tion  e-mailed  by  a  colleague  could  cost  you  $40 
The  service  wall  get  cheaper,  but  for  now,  i 
pays  to  be  careful. 

Making  these  new  wireless  networks  truh 
useful  requires  much  better  integration  with  com 
puters.  AJid  we  need  a  new  generation  of  wire 
less-aware  software  that  minimizes  the  demanc 
on  expensive  networks.  Wide-area  wireless  net- 
works that  offer  useful  speed  have  great  promise 
for  mobile  workers.  But  for  the  time  being,  youT 
want  to  approach  them  with  caution. 
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One  button.  Infinite  power. 


What  would  you  do  if  a  single  button  gave  you  the  power  to  meet  with 
anyone,  anytime,  anywhere?  Hold  a  business  meeting?  Train  your  staff? 
Negotiate  a  deal?  Demo  a  prospective  client?  Support  a  customer?  Launch 
a  new  product?  Host  a  global  event?  Since  you  can  use  any  combination 
of  applications,  presentation  materials,  audio  and  video  to  get  your  point 
across,  the  possibilities  are  infinite.  Bringing  the  meeting  to  you  has 
never  been  easier.  Visit  us  at  webex.com  or  call  877-50-WebEx. 

WebE«,  and  the  WebEx  logo  are  registered  trademarks  of  WebEx  Communications  Inc.  «2002,  WebEx  Communications  Inc.  All  rights  reserved. 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


LET  RETIRING  CEOs  HELP 
CLEAN  UP  CORPORATE  AMERICA 


RESOURCE: 

President 
Bush  should 
find  a  way 
to  put 

former  stars 
to  work  on 
governance, 
auditing, 
market 
surveillance, 
and  more 


Jeffrey  E.  Garten  is  dean  of 
the  Yale  School  of 
Management.  A  former 
investment  banker,  Garten  is 
the  author  of  The  Mind  of 
theC.E.O. 
(jeffrey.garten@yale.edu). 


The  image  of  Enron  Corp.  executives  tak- 
ing the  Fifth  Amendment  risks  becoming 
a  metaphor  for  American  capitalism  to- 
day. But  it  would  be  a  shame  if  all  of  business 
cultiire  is  tarred  with  the  brush  of  scandal.  While 
there  has  clearly  been  egregious  behavior,  not 
just  at  Enron  but  apparently  at  other  companies, 
too,  there  are  a  number  of  top  executives  who, 
by  any  standards,  have  been  impressive  lead- 
ers. They  have  run  great  companies  that  have 
benefited  shareholders,  employees,  consumers, 
and  communities.  We  need  them  now  to  help 
clean  up  the  mess  in  Corporate  America  and 
also  to  help  meet  other  national  challenges. 

I  have  in  mind  particularly  a  special  group 
of  men  who  are,  or  soon  will  be,  retiring  from 
their  companies  and  should  be  available  for  some 
kind  of  national  ser\ace.  The  list  includes  Louis  V. 
Gerstner  Jr.,  59,  IBM's  chairman  and  CEO;  Ralph 
S.  Larsen,  62,  chairman  and  CEO  of  Johnson  & 
Johnson;  Roger  A.  Enrico,  57,  former  chairman 
and  CEO  of  PepsiCo.;  Gerald  M.  Levin,  62,  former 
CEO  of  AOL  Time  Warner,  and  former  chairman 
and  CEO  of  General  Electric,  Jack  Welch,  66. 

While  a  few  will  join  corporate  boards,  foun- 
dations, and  government  commissions,  most  will 
fade  from  the  public  scene  if  there  is  no  con- 
certed effort  to  recruit  them.  "Too  often,  society 
doesn't  know  what  to  do  with  them,"  Professor 
James  O'Toole,  a  leadership  specialist  at  the  Uni- 
versity of  Southern  CaUfomia's  Marshall  School 
of  Business,  told  me.  "And  often,  they  don't 
really  know  what  to  do  with  themselves." 

Consider  what  the  alternative  could  be  if  Un- 
cle Sam  had  a  systematic  way  to  tap  into  their 
collective  talents  and  if  they  were  to  rise  to  the 
challenge.  After  all,  they  have  navigated  booms 
and  busts,  surmoimted  trade  and  currency  crises, 
adapted  themselves  to  RepubUcan  and  Democ- 
ratic Administrations.  They  have  restructured 
large  companies,  integrated  complex  technologi- 
cal systems,  managed  mviltinational  operations. 
These  executives  have  emerged  from  their 
careers  with  unquestioned  personal  integrity. 

The  tendency  of  today's  top  managers  to  retire 
at  relatively  young  ages,  together  with  longer  life 
spans,  means  these  former  CEOs  could  have 
decades  of  potentially  important  public  contri- 
butions ahead  of  them.  They  could  help  create 
higher  standards  for  auditing,  corporate  gover- 
nance, and  market  surveillance,  as  well  as  new 
rules  for  Wall  Street  analysts  and  credit  agencies. 
Their  involvement  could  be  critical  in  establishing 
pubhc-private  partnerships  for  homeland  securi- 
ty in  communications,  transportation,  energy. 


and  public  health.  Their  wisdom  could  be 
plied  to  reevaluating  trade  policy — where 
headed  and  how  it  is  made — at  a  time  w 
controversy  over  globalization  is  at  a  boi 
point.  They  could  help  to  strengthen  Ame: 
education  at  all  levels. 

Who  would  enMst  their  services?  Could  a 
idential  Council  of  Business  Advisers  or  a 
private  business  association  dedicated  to  str 
gic-policy  advice  be  established?  Should  a  fe^ 
the  existing  business-advisory  groups  to  the 
emment  be  elevated  in  importance?  There 
many  possibihties.  But  it  is  time  to  think  ab 
new  institutions  for  harnessing  the  talent 
ex-CEOs. 

Sadly,  there  are  almost  no  credible,  obj 
tive  business  voices  today — a  dangerous  v 
for  business  and  for  a  society  that  is  so  reli; 
on  free  and  open  markets.  But  the  appropri 
former  CEOs  could  play  this  role.  They  do 
need  to  defend  the  interests  of  a  company  or 
dustry.  They  have  left  the  campaign-financ: 
game,  and  they  don't  need  or  want  anythi 
from  Washington. 

The  reality  is  that  it  is  not  practical  to  lo 
to  acting  chief  executives  to  help  shape  pub 
policy.  Those  executives  are  under  relentk 
pressure  to  deUver  value  to  shareholders  eve 
quarter,  and  they  have  time  for  little  else.  Th 
are  also  compromised  by  a  desire  not  to  jec 
ardize  their  businesses  by  criticizing  other  ch; 
executives  or  government  officials.  Nor  can  v 
look  to  existing  business  groups  for  objecti 
policy  prescriptions.  The  Business  RoundtabJ 
the  National  Association  of  Manufacturer 
TechNet,  and  others  are  pure  lobbying  group 
They  may  wrap  their  positions  in  the  rhetoric 
national  interest,  but  they  exist  to  champic 
their  special  interests. 

In  his  State  of  the  Union  address.  Preside) 
George  W  Bush  called  for  voluntary  nation 
service  for  all  Americans.  No  doubt  he  wj 
thinking  mostly  about  the  college  graduate  joii 
ing  the  Peace  Corps  or  the  retired  baby  boomt 
who  could  teach  in  the  inner  city.  But  there's  ai 
other  group:  selected  ex-CEOs  with  spectaculj 
records  and  unassailable  values.  The  Presider 
needs  a  lot  of  help  in  fighting  a  multi-front  ws 
on  top  of  attending  to  the  global  economy.  H 
has  little  to  lose  and  everything  to  gain  by  as!- 
ing  this  group  of  leaders  to  serve  and  by  creatin 
influential  forums  for  them  to  do  so.  And  at 
time  when  the  reputation  of  Big  Business  i 
heading  south,  this  could  be  one  way  to  arres 
the  decline. 
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Both  can  prepare  you  for  the  back  9  of  life. 
But  only  one  can  tell  you  if  your  401(k)  is  on  the  nght  course. 


Kevin  Bucl{les 
Meadow  Club  Golf  Pro 
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401  (k)  Checkup.  Sure.  Some  people  prepare  for  retirement  by  having  an  expert  analyze  their  swing. 
But  if  you  ask  us,  a  better  way  is  by  having  one  analyze  your  retirement  account. 

With  Schwab's  401  (k)  Checkup,  you  can  talk  with  one  of  our  Investment  Specialists  and  we'll  review: 

•  Your  current  401  (k)  investments 

•  Potential  exposure  to  risk,  such  as  heavy  equity  or  sector  concentration 

•  How  to  reailocatej^our  investments  

In  addition  to  evaluating  your  401  (k),  we  can  also  assess  how  it  fits  in  with  your  overall  portfolio 
strategy.  And  help  you  decide  if  an  independent  Investment  Advisor  is  right  for  you. 

Rest  assured,  our  Investment  Specialists  will  give  you  the  kind  of  advice  you'd  expect  from  Schwab: 

Expert  advice  that's  objective,  uncomplicated  and  not  driven  by  commission. 

In  fact,  we've  even  developed  a  guide  describing  the  four  things  every  retirement 
investor  should  know  called  "Managing  Your  401  (k)." 

The  point  is,  the  back  9  of  your  life  will  be  here  before  you  know  it.  We  can  help 
you  keep  your  401  (k)  out  of  the  rough. 

Call  us  to  speak  with  an  Investment  Specialist  about  your  401  (k)  and  you'll 
also  receive  our  "Managing  Your  401(k)"  guide. 
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A  LESSON 
FROM  JAPAN... 

Post-boom  blues  can  be  delayed 

With  consumer  spending  strong  and 
productivity  soaring,  the  U.  S. 
seems  to  have  escaped  the  worst  ef- 
fects of  the  popping  of  the  stock  market 
bubble.  But  history  suggests  it  may  be 

AFTER  THE  BUBBLE: 
JAPAN  AND  THE  U.S. 


6  QUARTERS 
BEFORE  EQUITY 
BUBBLE  POPPED* 

6  QUARTERS 

AFTER  EQUITY 

BUBBU  POPPED* 

ANNUALIZED  RATE  OF  GROWTH 

REAL  CONSUMER  SPENDING 

JAPAN                  4.9 

3.5 

U.S                      5.0 

3.2 

PRODUCTIVITY**       ^B 

i 

JAPAN                  3.8^^ 

^   2.2 

U.S                      3.1 

1.8 

*Fof  Japan,  measured  from  the  end  of  the  fourth  quarter,  1989. 
For  the  U.S.,  measured  from  end  of  the  second  quarter.  2000. 
**Japanese  productivity  measured  as  output  perworiter.  U.S. 
productivity  measured  as  nonfarm  business  output  per  hour. 

too  soon  to  relax,  since  it  can  take  con- 
siderable time  for  even  a  steep  market 
decline  to  be  felt  in  the  real  economy. 

Consider  Japan,  where  the  stock 
market  plummeted  by  35%  from  the 
end  of  1989  to  August,  1990.  Neverthe- 
less, Japanese  consumer  spending,  pro- 
ductivity growth,  output  growth,  and 
business  investment  stayed  strong  well 
into  1991.  It  was  only  then — about  18 
months  after  the  financial  collapse  start- 
ed— that  the  economy  slowed  sharply. 

For  example,  in  the  boom  years  of 

1988  and  1989,  Japanese  consumer 
spending  rose  at  a  nearly  5%  rate.  In 
the  18  months  after  the  bubble  popped, 
consumer  spending  continued  to  rise  at 
a  3.5%  rate — slower,  but  still  impres- 
sive (table).  Growth  of  gross  domestic 
product  was  also  quite  good,  averaging 
4.2%  over  the  same  period. 

Moreover,  Japanese  productivity, 
measured  as  output  per  worker,  rose  at 
a  decent  2.2%  clip  between  the  end  of 

1989  and  the  middle  of  1991.  Output 
per  hour,  the  productivity  measure  the 
U.  S.  uses,  likely  rose  at  an  even  faster 
rate,  since  hours  worked  per  person  fell 
sharply  in  this  period. 

Surprisingly,  Japanese  economic  per- 
formance in  this  post-bubble  period  was 
actually  better  than  the  U.S.  has  shown 


recently.  For  example,  since  the  Stan- 
dard &  Poor's  500-stock  index  started 
decisively  downward  in  the  summer  of 
2000,  U.S.  productivity  has  risen  at  a 
1.8%  rate,  slower  than  the  Japanese 
productivity  growth  in  the  early  1990s. 
That  doesn't  mean  the  U.  S.  is  going 
to  fall  into  a  Japan-like  stagnation.  But 
the  Japanese  example  is  cautionary:  Af- 
ter a  bubble  pops,  good  macro  numbers 
are  no  guarantee  of  future  performance. 


...AND  SOME  BAD 
NEWS  ON  THE  YEN 

Its  slide  hurts  Japan's  neighbors 

Japan's  latest  strategy  in  its  long 
struggle  to  revive  its  economy  is  to 
weaken  the  yen.  Since  late  last  spring, 
the  Japanese  currency  has  slid  10% 
against  the  doUar.  If  that  continues,  it's 
bad  news  for  Japan's  smaller  neighbors. 

Already,  Japan's  imports  from  South- 
east Asia  are  down  sharply,  falling  7% 
last  year,  compared  with  just  a  4%  drop 
for  imports  from  the  U.  S.  More  devel- 
oped Asian  coimtries  such  as  South  Ko- 
rea, Singapore,  and  Taiwan,  which  have 
electronics  industries  that  compete  di- 
rectly with  Japan,  are  likely  to  suffer. 
Korea  is  especially  vulnerable,  with 
about  60%  of  its  exports  overlapping 
with  Japan,  says  Andy  Xie,  a  Morgan 
Stanley  economist  based  in  Hong  Kong. 

And  while  the  South  Korean  won, 
the  Singapore  dollar,  and  Taiwan's  dollar 
have  fallen  also,  Japan's  neighbors  will 
be  hard-pressed  to  match  the  yen's  slide. 
That's  because  they're  more  vulnerable 
to  imported  inflation,  because  imports 
of  foreign  oil  are  a  bigger  percentage  of 
their  economies. 

The  country  positioned  best  to  with- 
stand the  yen's  slide  is  China.  Despite 
the  weakening  Japanese  cxrrrency,  China 
still  enjoyed  a  15%  increase  in  exports 
to  Japan  in  2001. 
Nevertheless, 
while  China's  cur- 
rency is  loosely 
pegged  to  the 
U.S.  dollar,  Chi- 
nese officials  have 
started  hinting 
that  they  might 
have  to  devalue 
should  the  yen 
continue  to  fall. 

Marshall  Gittler, 
currency  strate- 
gist with  Bank  of 
America  in  Tokyo, 
says  such  talk  has 


THE  YEN 
FALLS  FASnR 

CHANGE  AGAINST  DOLLAR 
SINCE  MAY.  2001 

-10.1% 

JAPANESE 
YEN 

-3.2%  ■ 

-2.4%  I 

-0.8%  1 

TAIWAN 
DOLLAR 

KOREAN 
WON 

SINGAPORE 
DOLLAR 

Data:  Bloomberg  Financial  Markets 

as  much  to  do  with  political  cone 
as  with  economic  ones.  With  s 
Japanese  critics  of  China  calling 
Tokyo  to  reduce  its  aid  to  Beijir 
which  amounted  to  $770  millio 
2000 — Chinese  grumbling  about  the 
may  be  aimed  toward  ensuring  a 
tinuation  of  Japanese  largesse  to  C 
By  Bruce  Einh\ 


HOW  COMPANIE! 
CAN  MARRY  WELl 

European-U.S.  mergers  pay  off 

Most  studies  show  that  60%  to 
of  takeovers  do  not  pay  off, 
least  when  gauged  by  the  share  prio 
the  dealmakers  vs.  their  peers  or  ml 
ket  benchmarks.  But  a  new  study 
that  some  transactions  are  more  lik^ 
to  succeed:  transatlantic  mergers. 

The  research,  by  Mercer  Consult: 
Group,  examined  152  deals  valued 
$500  million  or  more  from  1994  throu 
mid-1999  in  which  a  European  compa] 
purchased  a  U.  S.  business  or  vice  ve: 
The  consultants  tracked  the  share  p: 
of  the  buyer  from  a  month  before  t 
transaction  was  announced  to  24  mont 
later.  They  then  compared  it  with  t 
share  prices  of  their  competitors  ov 
the   same  25-month  period.   By  t 
measure,  82  of  the  companies  makiii 
an  acquisition,  or  54%,  outperform^ 
their  rivals,  far  better  than  the  us 
success  ratio  of  U.  S.  domestic  or  intrl 
European  deals. 

One  reason  transatlantic  buyers  be 
the  odds,  says  lead  author  Michael 
Lovdal  of  Mercer  Management  Consul 
ing,  is  because  many  such  deals  wer 
designed  to  expand  geographic  read 
As  a  result,  there  was  less  need  for  en 
phasis  on  cutting  costs  by  merging  ovei 
lapping  operations,  which  can  be  disrup 
tive  and  often  hurts  domestic  takeoven 
In  addition,  because  there  were  so  man; 
parties  scrutinizing  the  transactions— 
from  antitrust  regulators  on  both  side 
of  the  ocean  to  government  and  unioi 
shareholders  in  Europe — managers  pur 
sued  only  the  most  promising  purchases 
And  finzJly,  buyers  worked  much  harde 
to  integrate  their  new  units,  knowing 
in  advance  the  culture  clashes  inherem 
in  cross-border  deals. 

Of  course,  some  transatlantic  deals 
such  as  the  merger  of  Daimler  anc 
Chrysler,  have  turned  out  to  have  prob- 
lems. But  for  every  DaimlerChrysler 
there  were  even  more  success  stories 
that  enriched  shareholders. 

By  Michael  Amdi 
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RODUCTION  MAY  WARM  UP 
rHE  FIRST  HALF 

Jut  GDP  and  job  growth  will  remain  modest  until  high  tech  picks  up 
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The  economy  is  beginning 
2002  in  much  better  shape 
lan  forecasters  thought  possible  even  two  months 
go.  Positive  surprises  from  government  reports  on 
itail  sales,  industrial  production,  and  housing  are  lead- 
ig  economists  to  revise  their  real  gross  domestic  prod- 
Ct  forecasts  upward.  The  data  also  support  the  notion 
lat  the  recession  ended  in  December  or  January. 

Bear  in  mind:  This  recov- 
ery won't  have  the  oomph 
normally  associated  with  an 
upturn.  Economists  now  ex- 
pect real  GDP  growth  of  about 
ly^%  in  the  first  quarter.  That's 
better  than  the  0.4%  the  con- 
sensus projected  in  December, 
when  BusinessWeek  surveyed 
59  forecasters,  but  much  of 
the  additional  growth  will 
come  from  a  slower  pace  of 
iventory  drawdowns,  not  from  surging  demand. 
Moreover,  the  economy  won't  grow  fast  enough  to 
elp  the  labor  markets  much.  The  only  good  news 
lere  is  that  jobless  claims  have  fallen  back  from  their 
oike  after  September  11  and  that  their  current  level 
iggests  the  pace  of  layoffs  is  easing  (chart). 
The  recovery  also  does  not  mean  the  Federal  Re- 
srve  will  raise  interest  rates  soon.  The  January  price 
idexes  show  that  inflation  remains  tame.  And  contin- 
ed  gains  in  productivity,  plus  wide  gaps  in  industrial 
apacity  and  the  labor  markets,  will  keep  price  pres- 
ures  at  bay,  even  as  the  economy  grows.  Consequent- 
r,  the  Fed  can  take  its  time  shifting  monetary  policy 
'om  extreme  accommodation  to  relative  neutrality. 

ERHAPS  THE  BEST  NEWS  from  the  latest  econom- 
i  reports  was  the  January  data  on  industrial  produc- 
ion.  Total  output  fell  only  0.1%,  its  best  showing  since 
uly.  Factory  output  was  flat,  also  the  best  performance 
1  six  months.  Those  numbers  may  not  sound  encour- 
ging,  but  manufacturers  have  been  in  recession  since 
ite  2000.  The  data  suggest  that  the  factory  sector  is 
Jiding  a  bottom  from  which  to  start  its  recovery. 

Production  of  consumer  goods,  for  instance,  is  al- 
most back  up  to  where  it  was  a  year  ago.  That's  be- 
ause  consumer  demand  for  motor  vehicles  and  other 
:oods  and  the  housing  industry  remained  healthy 
lUring  the  recession,  and  they  are  still  growing  in 
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early  2002.  Weekly  store  surveys  show  that  retail 
buying  through  mid-February  is  running  above  its 
January  averages.  And  housing  starts  in  January 
rose  6.3%,  to  an  annual  rate  of  1.68  million. 

January's  unusually  warm 
weather  lifted  construction  ac- 
tivity, so  starts  are  sure  to  fall 
back  in  February,  especially 
since  builders  have  reported 
fewer  sales  and  less  buyer 
traffic  for  the  month.  Those 
declines  pushed  down  the  Na- 
tional Association  of  Home 
Builders'  housing  market  in- 
dex to  58  in  February,  from 
January's  60.  But  both  the 
monthly  starts  number  and  the  housing  market  index 
are  running  above  their  averages  for  all  of  2001,  sug- 
gesting that  homebuilding  is  off  to  a  good  start  and 
probably  won't  be  a  big  drag  on  GDP  growth  this  year. 

Equally  important  to  the  outlook  is  how  the  solid 
housing  market  will  help  demand  for  home-related 
goods  and  services.  Traditionally,  consumers  buy  the 
bulk  of  their  fiimiture,  electronics,  and  textiles  within  a 
year  of  purchasing  their  homes.  Thus,  spending  on 
such  items  will  do  well  this  year,  even  as  car  sales 
slip  now  that  incentives  are  less  attractive.  Look  for  the 
output  of  consumer  goods  to  top  year-ago  levels  in 
coming  months. 

Manufacturers  of  business  equipment  have  a  far 
longer  way  to  go,  but  even  this  sector  seems  to  have 
bottomed  out  (chart).  Business  equipment  output  rose 
0.4%  in  January,  led  by  a  0.6%  jump  in  computer  gear. 
A  pickup  in  orders  for  capital  goods  in  the  fourth  quar- 
ter suggests  that  production  will  keep  increasing — al- 
though at  a  relaxed  pace — ^in  coming  months. 

MANUFACTURING  may  be  turning  the  comer  partly 
because  inventories  have  shrunk  so  much  that  compa- 
nies must  restock  shelves  to  meet  demand.  In  Decem- 
ber, inventories  at  manufacturers,  wholesalers,  and  re- 
tailers fell  0.4%,  the  eleventh  consecutive  drop.  The 
ratio  of  inventories  to  sales  slipped  to  1.39,  from  a 
three-year  high  of  1.45  hit  in  September. 

Of  course,  inventory-sales  ratios  have  been  trending 
down  for  years  as  computerized  inventory  controls  al- 
low companies  to  keep  fewer  supplies  and  finished 
goods  on  hand  and  still  meet  production  schedules  and 
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sales  quotas.  But  even  when  that  strategy  is  taken 
into  account,  inventories  in  December  were  at  a  low 
level  given  the  current  rate  of  sales.  Most  of  the  fourth- 
quarter  drawdown  came  from  autos.  Detroit's  financing 
deals  pushed  sales  up  to  record  levels,  which  cleared 
out  vehicles  from  dealers'  lots. 

Other  industries  may  still  have  to  whittle  their  stock 
levels  before  production  schedules  are  increased.  The 
sector  to  watch  in  this  regard  will  be  high  tech.  Ex- 
cessive inv^entories  are  what  got  computer  and  telecom- 
equipment  makers  in  hot  water  in  late  2000,  so  paring 
stock  levels  is  pai-amoimt.  So  far,  tech  inventories  have 
fallen  sharply,  but  they  are  still  too  high  compared 
with  the  weak  demand  for  computer  and  electronic 
products.  Although  manufacturing  may  have  finally 
stopped  contracting,  the  factorj'  sector  can't  launch  a 
true  recovery  until  the  tech  sector  starts  to  grow. 

ALTHOUGH  a  better-than-expected  recovery  is  wel- 
come news,  one  downside  is  sure  to  be  an  increase  in 
inflation  fears,  which  could  rattle  the  bond  market  and 
put  pressure  on  the  Fed.  After  all,  prices  typically  be- 
gin to  rise  after  a  recovery'  takes  hold.  But  this  reces- 
sion is  anj'thing  but  typical,  and  inflation  should  stay 
low  in  2002  (page  60).  In  Januan',  consumer  prices  for 
all  goods  and  senices  edged  up  a  small  0.2%.  Excluding 
food  and  energ>'.  core  prices  also  rose  0.2%. 

Any  inflation  worries  \\t11  be  focused  on  the  runup  in 


SERVICE  INFUTION I 
SROVUEASEIPSMl 


service  inflation  (chart).  Over  the  past  12  months, 
service  prices  have  increased  4%,  led  by  gains  in 
ter,  health  care,  and  education.  But  with  consumer  I 
mand  for  sendees  easing  up,  the  rise  in  service  pr| 
\\-ill  very  likely  start  to  moderate  this  year. 

Plus,  extremely  low  goods 
prices  will  offset  some  of  the 
rise  in  service  inflation.  Groods 
prices  are  actually  do^^^l  in  the 
year  ended  in  January  as  re- 
bates cut  the  cost  of  a  new 
car.  But  in  the  longer  run, 
U.S.  goods  producers  won't 
be  able  to  raise  prices  because 
their  merchandise  must  com- 
pete against  imports  which, 
thanks  to  the  strong  dollar, 

have  gotten  cheaper.  And  since  factories  are  usi 
only  72.7%  of  their  capacity,  manufacturers  will  il 
have  to  worry  about  production  bottlenecks  and  supj 
shortages,  which  usually  cause  costs  to  rise. 

True,  capacity  will  very  likely  inch  up  this  year, 
demand  won't  grow  robustly  enough  to  create  any  pi 
duction  problems.  Even  so,  the  data  in  early  2002  hd 
reshuffled  expectations  for  the  first  quarter.  Instead! 
a  weak  economy,  the  numbers  point  to  fairly  sol 
growth  this  winter.  Better  still,  that  strength  coij 
carry  into  the  second  quarter. 
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THE  EURO  ZONE 


RECESSION  FORECAST:  GRADUAL  CLEARING 


The  latest  economic  news  from  ond  and  third  quarters,  respec- 
the  euro  zone  has  been  sur-  tively.  Germany,  comprising  a 
prisingly  upbeat — so  much  so  that  third  of  the  total,  will  likely  re- 
most  economists  now  believe  the  port  a  second  consecutive  drop. 
12-nation  area  will  avoid  a  reces-  However,  even  Germany  is 
sion.  Almost  all  em*o  countries  are  showing  signs  of  improvement. 


putting  a  plus  sign  in 
front  of  their  first- 
quarter  forecasts  for 
gross  domestic  product 
and  nudging  up  their 
full-year  projections. 

To  be  sure,  the 
fourth  quarter  was  a 
disaster.  Bv  Mar.  1, 
the  Netherlands. 
Spain,  France,  Grer- 
many,  and  Italv,  in 
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GeiTnan  factorj'  or- 
ders and  industrial 
production  picked  up 
markedly  in  Decem- 
ber, and  in  Januarv, 
the  IFO  Institute's  in- 
dex of  business  senti- 
ment rose  for  a  third 
month  in  a  row. 

More  important,  the 
broad  euro  zone  pur- 
chasing managers'  in- 


that  order,  will  have  reported  85%     dex  posted  a  surprisingly  strong 


of  the  zone's  gdp.  Fourth-quarter 
area-wide  GDP  is  expected  to  fall 
at  an  annual  i^ate  of  1%  to  2% 
from  the  third  quarter,  following 
gains  of  0.3%  and  0.6%  in  the  sec- 


gain  in  Januarj;  led  by  the  servic- 
es sector.  Based  on  that  surv'ey, 
inventories  are  in  better  shape, 
and  capital  spending  is  sho\\ing 
nascent  signs  of  improvement. 


Households  are  the  area  to 
watch,  though.  Measures  of  con- 
sumer and  retailer  confidence  fell 
in  January,  and  outside  of  France, 
spending  is  sluggish.  Some  Janu- 
ary' weakness  may  reflect  tempo- 
rar>'^  gjTations  caused  by  the  in- 
troduction of  new  euro  notes  and 
coins,  but  the  poor  shovsing  is  also 
due  to  weak  labor  markets.  The 
euro  zone  jobless  rate  was  8.5%  in 
December.  Still,  spending  should 
pick  up  in  coming  months  as  em- 
ployment firms  up,  inflation  de- 
clines, and  interest  rates  stav  low. 

Some  economists  believe  that 
economic  slack  and  lower  inflation 
\nU  give  the  European  Central 
Bank  the  latitude  to  cut  interest 
rates  one  more  time.  But  more 
signs  that  the  recovery  may  be 
coming  sooner  and  stronger  than 
expected  coiild  mean  that  the 
ecb's  easing  cycle  is  finished.        i 
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News:  Analysis  &  Commentary 


SLAMMED! 


Investors  are 
telling  companies 
that  creative 
accounting 
will  no  longer  fly 

Corporate  America  is  finally 
getting  the  message:  Finan- 
cial reporting  that  is  techni- 
cally correct  but  does  not 
clearly  reflect  a  company's  op- 
erating health  is  no  longer  ac- 
ceptable. In  the  wake  of  criticism  about 
how  it  booked  the  gain  on  the  sale  of 
one  of  its  businesses,  IBM  announced  on 
Feb.  19  that  it  would  expand  the  infor- 
mation it  provides  investors  on  such 
things  as  its  intellectual-property  in- 
come and  the  impact  on  earnings  of  the 
company's  overfunded  pension  plan.  And 
a  day  later,  General  Electric  Co.  Chair- 
man and  Chief  Executive  Jeffrey  R.  Im- 
melt  also  heeded  investors'  calls  for  bet- 
ter disclosure  by  promising  to  provide 
more  detail  on  how  the  company's  indi- 
vidual units — including  its  finance  arm, 
GE  Capital — churn  out  their  earnings. 

Expect  this  lifting  of  the  veil  to 
spread  rapidly  throughout  Corporate 
America.  In  the  wake  of  Enron's  col- 
lapse and  questionable  accounting  at 
telecommunications  companies  such  as 
Global  Crossing  Ltd.,  investors  are  de- 
manding better,  more  frequent,  and 
more  expansive  information  about  com- 
panies' financial  health.  This  rising  pres- 
sure will  force  executives  in  boardrooms 
across  the  covmtry  to  wrestle  with  ex- 
actly how  much  new  information  to  re- 
veal, much  less  the  question  of  how  to 
flag  changes  for  investors  without  caus- 
ing their  stocks  to  tank,  "ge  and  IBM  are 
bellwethers,"  says  Patrick  S.  McGum, 
vice-president  at  proxy  advisory  service 
Institutional  Shareholder  Services  Inc. 
"You  will  see  a  huge  wave  of  imitation." 


Of  course,  that's  good  for  sharehold- 
ers— and  for  the  long-term  health  of  the 
market.  But  the  tsunami  of  new  disclo- 
sures, unfortunately,  isn't  necessarily 
what  the  recovering  economy  needs 
right  now.  The  trick  will  be  to  strike  the 
right  balance.  Companies  that  reveal 
too  little,  too  late  will  get  punished  in 
the  market.  But  dumping  too  much  on 
shareholders  may  only  muddy  the  pic- 
ture further.  "If  you  give  too  much  in- 
formation, people  can  get  overwhelmed 
by  the  minutia,  and  the  important  stuff 
gets  buried,"  says  Charles  M.  Elson,  di- 
rector of  the  Center  for  Corporate  Gk)v- 
emance  at  the  University  of  Delaware. 

In  fact,  IBM  and  ge  join  a  grovidng 
list  of  companies  that  have  already  been 
compelled  to  improve  their  disclosure. 
At  Tyco  International  Ltd.,  which  has 
been  buffeted  by  concerns  about  its 
complex  accoimting  and  financial  health, 
senior  execs  have  begun  holding  weekly 
phone  conferences  with  analysts  and  in- 
vestors to  address  questions  about  its 
accounting  and  operations.  Franchising 
giant  Cendant  Corp.  has  put  detailed 
information  on  its  Web  site  about  its 
off-balance-sheet  entities,  while  hotel 
operator  Marriott  International  Inc.  re- 
cently provided  de- 
tails on  write-offs  it 
has  taken  for  loan 
guarantees  as  well  as 
some  hotel-develop- 
ment projects. 

The   Securities   & 
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WANTED:  BE 


WHO  IS  BEING  MORE  FORTHCOMING 


GENERAL  ELECTRIC  The  conglomerate  will  provide  mor 
details  on  revenue  and  operating  profits  for  individual 
Exchange  Commission      businesses,  including  a  number  of  units  within  GE  CapitcL 
has   also  joined   the      |bm  Days  after  taking  heat  for  how  it  disclosed  gains  fron^or 

the  sale  of  a  business,  Big  Blue  announced  plans  to  give 
investors  a  better  breakdown  of  its  earnings 


fray  On  Feb.  13,  the 
agency  said  it  would 
push  for  beefed-up  or 
accelerated  disclosure 
on  issues  such  as  off- 
balance-sheet  entities, 
corporate  write-offs, 
and  how  the  use  of 
accounting  methods 
affects  results.  These 
steps,  SEC  Chairman 
Harvey  L.  Pitt  fig- 
ures, "will  minimize 


CENDANT  Its  Web  site  now  details  the  company's  off-bal 
sheet  entities 


t 


MARRIOTT  With  investors  fretting  about  hidden  liabilitieiiins 
the  hotel  operator  detailed  write-offs  of  loan  guarantees  it  tea 
to  hotels  that  use  its  brands  and  services  m 

ENERGY-TRADING  COMPANIES  Post-Enron,  the  whole  s  <^- 
is  scrambling  to  show  that  its  off-balance-sheet  liabilities  p 
long-term  energy  contracts  are  safe  E 
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IN  FINANCE 


WHO  NEEDS  TO  BE 


vestors  want  more  info  on  its  promotions  and  on  how 
oodwill  it  will  write  off  to  meet  new  accounting  rules 

>N  It  now  gives  details  on  partnership  deals  and  cash, 
istors  want  more  disclosure,  such  as  monthly  sales 

Wall  Street  wants  more  details  about  revenue 

ients,  including  items  such  as  credit  memos  and  other 

er  discounts  that  impact  total  sales 

CAN  INTERNATIONAL  GROUP  Regulators  are  looking 
I  insurer's  role  in  a  questionable  deal  to  move  loans  off 
ks  at  PNC  Financial 

OMMUNICATIONS  INDUSTRY  Shaken  by  allegations 
)bal  Crossing  inflated  sales  by  swapping  capacity  with 
arriers,  shareholders  want  to  know  who  else  is  playing 
games 


the  chances  of  another  Enron  occurring." 
There's  no  doubt  the  market  is  already 
penalizing  those  who  ignore  this  demand 
for  openness.  On  Feb.  15,  when  The,  New 
York  Times  reported  that  Big  Blue  had 
used  the  gain  on  the  sale  of  one  of  its 
bxisinesses  to  lower  reported  expenses,  its 
shares  got  slammed,  dropping  5%,  to 
$103.  On  Feb.  19  and  20,  they  dropped 
3%  more,  to  $99,  falling  below  $100  for 
the  fiorst  time  since  last  October. 

Some  accounting  pros  say  the  move 
was  within  the  bounds  of  financial-re- 
porting rules.  And  IBM  says 
the  transaction  was  properly      |  URRMOILi 
disclosed  and  approved  by  its 
auditors.  Big  Blue  notes  that 
it    has    offset    such    sales 
against  expenses  on  its  income  state- 
ment since  the  mid-1990s.  But  investors 
weren't  buying  it.  Many  argued  that 
the  accounting  makes  IBM's  operations 
look  more  robust  than  they  actually 
are — not  a  good  thing  at  a  time  when 
quality  of  earnings  is  all  the  rage.  "Most 
investors  are  going  to  feel  that  gains 
on  the  sale  of  property  are  not  core  op- 
erations, no  matter  how  frequent  it  is," 
says  Robert  Willens,  a  tax-and-account- 
ing  analyst  at  Lehman  Brothers  Inc. 

The  timing  of  disclosures  also  matters. 
Take  IVco.  The  conglomerate's  shares  are 
down  50%  so  far  this  year,  largely  on 
concerns  about  lyco's  unexpected  break- 
up plan  and  deterioration  in  its  business 
fundamentals.  But  the  company  also  un- 
dermined its  credibility  by  providing 
some  crucial  financial  information  belat- 
edly. It  waited  untU  issuing  its  armual 
proxy  on  Jan.  28,  for  example,  to  reveal 
that  it  had  paid  a  director  $10  million,  and 
gave  another  $10  million  to  a  favored 
charity,  for  his  services  in  arranging  last 
June's  $9.5  billion  acqioisition  of  CIT  Group 
Inc.  Equally  impor- 
tant, management  only 
recently  disclosed  that 
it  made  hundreds  of 
acquisitions  in  recent 
years  that  were  nev- 
er even  announced. 
The  company  argued 
those  deals  were  too 
small  individually  to  be 
"material,"  but  in- 
vestors clearly  thought 
the  totality  was. 

Investors  are  now 
putting  heat  on  other 
companies  to  reveal 
more  about  their  op- 
erations. Cisco  Sys- 
tems Inc.  is  under 
pressure  to  disclose 
more  about  adjust- 
ments   to    its    sales 


numbers  because  of  customer  discounts. 
Investors  in  telecom  player  Nortel  Net- 
works Corp.  want  it  to  release  its  cash- 
flow statement  with  quarterly  earnings. 
And  Amazon.com  Inc.  shareholders  are 
pressing  management  to  disclose  things 
like  monthly  figures  for  the  change  in 
sales  in  each  of  its  major  categories, 
such  as  books  or  electronics.  "I'm  strug- 
gling these  days  to  think  what  we  would 
consider  an  'off-limits'  question  from  an- 
alysts," says  Michael  L.  Smith,  a  global 
risk-control  officer  at  wholesale  energy 
company  Mirant  in  Atlanta. 
"Everything  is  fair  game." 

Will  this  new  candor  reas- 
sure shaken  investors?  In  the 
long  term,  most  investment 
pros  agree  that  better  transparency  on 
the  part  of  corporations  will  result  in 
less  uncertainty,  a  positive  for  the  mar- 
ket. But  in  the  near  term,  the  result  is 
likely  to  be  more  jitters  and  turmoil. 
Gene  Pisasale,  senior  investment  officer 
at  Wilmington  Trust  Corp.,  says  investors 
are  bracing  for  a  rocky  period  over  the 
next  few  weeks  as  many  companies  file 
lOKs.  He  figures  many  will  use  this  pe- 
riod to  explain  issues  more  ftilly  that  in- 
vestors have  been  questioning — and 
shareholders  are  fretting  that  most  of 
the  news  won't  be  good.  After  all,  says 
Rsasale:  "If  a  company  of  IBM's  stature 
makes  an  announcement  that  raises  eye- 
brows, what  are  some  of  the  lesser- 
known  companies  out  there  hiding?" 

That's  likely  to  have  important  con- 
sequences for  the  recovering  economy. 
David  Hawkins,  a  Harvard  business 
school  professor  and  Merrill  Lynch  & 
Co.  accounting  consultant,  warns  that 
if  investors  remain  uneasy  about  the 
new,  most  Hkely  unfavorable,  flood  of 
information  soon  to  be  released  by  some 
companies,  it  could  undermine  consumer 
confidence.  In  the  worst  case,  that  could 
slow  or  delay  any  economic  recovery. 
"It's  a  negative,  no  question,"  says 
Hawkins  of  the  uncertainty. 

But  over  the  long  haul,  the  new  eth- 
ic of  disclosure  is  likely  to  be  good  for 
the  stock  market  even  if  much  of  the 
news  that  comes  out  is  negative.  More 
information  can  help  investors  and  the 
markets  operate  more  efficiently.  "The 
more  efficient  the  financial  markets  are, 
the  better  off  the  economy  will  be," 
says  Mark  Vitner,  a  senior  economist 
at  Wachovia  Corp.,  the  Charlotte  (N.  C.) 
banking  company.  It's  a  painful  lesson — 
and  one  that  is  likely  being  learned  in 
executive  suites  around  the  country. 

By  Amy  Barrett  in  Philadelphia,  vrith 
Spencer  E.  Ante  in  New  York,  Williatn 
C.  Symonds  in  Boston,  Mike  McNamee 
in  Washington  and  bureau  reports 
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SIDESWIPED 

BY  CONVERTIBLES 

The  once-handy  hybrid  bonds  are  returning  to  haunt  issuers 


For  companies  in  search  of  cheap  fi- 
nancing during  the  end  of  the  '90s 
boom,  convertible  bonds  seemed  the 
closest  thing  to  free  money.  These  hy- 
brid securities — in  which  bonds  even- 
tually can  be  converted  into  equity  if  a 
share-price  target  is  hit — gave  telecom 
and  energy  companies  such  as  Lucent 
Technologies  Inc.  and  Calpine  Corp.  the 
best  of  all  possible  worlds.  By  issuing 
bonds  that  featured  a  large 
balloon  payment  of  debt  and 
accrued  interest  years  lat- 
er, companies  still  enjoyed 
huge  tax  breaks.  What's 
more,  the  interest  rates 
were  far  lower  than  on 
standard  corporate  bonds. 
Many  companies  didn't  think 
they  woxild  ever  have  to  re- 
pay the  convertibles,  since 
buyers  snatched  them  up 
largely  to  parlay  them  into  stocks  at 
an  attractive  conversion  price. 

Now  these  securities  are  coming  back 
to  haunt  their  issuers.  Because  the 
shares  of  many  highfliers — such  as 
WorldCom  Inc.  and  Tyco  International 
Ltd. — are  in  sharp  decHne,  most  of  the 
hundreds  of  billions  in  convertible  bonds 
they  issued  are  unlikely  ever  to  be  trad- 
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ed  in  for  shares.  As  a  result,  convertible 
investors  could  force  those  companies 
to  buy  them  back  at  their  original  value. 
Suddenly,  convertibles  are  emerging  as 
debt  bombs  for  issuers. 

According  to  Morgan  Stanley  Dean 
Witter  &  Co.,  over  the  next  18  months, 
nearly  $30  billion  in  convertible  securi- 
ties issued  by  the  Hkes  of  Anadarko  Pe- 
troleum, Household  International,  and 
Medtronic  could  come  due. 
Next  year,  Solectron  Corp. 
alone  could  be  on  the  hook 
for  $2.5  bilUon,  while  Tyco 
may  have  to  repay  nearly 
$6  billion  in  convertibles. 
"I'm  in  a  state  of  high  anxi- 
ety," frets  Margaret  Patel, 
manager  of  the  Pioneer 
High  Yield  Fund.  If  one  or 
more  of  these  companies 
can't  meet  their  obligations, 
"investors  will  be  spooked,  as  if  they 
need  any  more  spooking." 

There  is  certainly  cause  for  concern: 
The  prospect  of  having  to  unexpectedly 
raise  billions  of  dollars  to  repay  bond- 
holders is  likely  to  cause  a  drag  on  the 
economy,  too.  Neal  Soss,  chief  econo- 
mist at  Credit  Suisse  First  Boston,  be- 
lieves that  the  growing  heft  of  convert- 
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ible  debt  repayments  is  contrib 
*     ing  to  the  widening  interest-r 

k     spread  between  Treasury  a 
J     corporate  bond  yields.  Tl 
—     ^O     gap  is  the  widest  since 

'^^s.^  Great  Depression. 
'w  What's  more,  Soss 

"    lieves  the  bond  repayme 
could  stunt  the  recovery  by 
verting  billions  into  debt  serv 
that  companies  could  otherwise  hi 
spent  on  capital  investments.  "The  r 
now  is  that  companies  [will]  spend  t 
year  and  next  still  fixing  their  balan 
sheet  problems  from  the  past,"  says  Sc 

For  their  part,  most  of  the  issui 
companies  dismiss  any  concerns,  lyc 
chief  financial  officer,  Mark  Schwar 
notes  that  the  first  of  the  compan 

two    convert! 
TURMOIL     payments 

next     Februa 
for   $2.3   billi 
can  be  repaid 
stock.  But  such  a  move  would  hare 
be  welcomed  by  Tyco's  beleaguered 
vestors,  who  would  see  their  shares 
luted  by  about  4%.  While  Schwartz 
knowledges  that  the  $3.5  bilUon  due 
November,  2003,  "will  have  to  be  setti 
in  cash,"  he  says  Tyco's  cash  flow  shoi 
cover  it.  Still,  analysts  aren't  convinc 
it  can  meet  all  its  obligations.  "It's 
from  a  foregone  conclusion  that  Tj  .^ 
can  pull  [this]  off,"  says  Carol  Levens- 
research  director  for  Gimme  Credit, 
institutional  research  service. 

For  now,  convertible  bond  investors] 
many  of  whom  are  hedge-fund  m 
agers — are  extracting  pricey  concessio| 
in  return  for  not  forcing  bond  repa 
ments.  On  Feb.  19,  Atlanta  cable  gia 
Cox  Communications  Inc.  agreed 
spend  $13  million  to  give  a  special  1./ 
payment  to  investors  in  the  zero-coup 
convertibles  it  issued  last  year.  0th 
wise.  Cox  would  have  had  to  rep 
bondholders  the  full  $545  million 
owed.  Comcast  Corp.  was  forced 
make  a  similar  agreement  last  Dece 
ber.  "The  market  is  not  going  to  re| 
nance  the  converts  easily,"  says  R: 
Malik,  a  money  manager  at  Frol 
Revy  Investment  in  Los  Angeles. 

At  the  height  of  the  boom,  conver| 
ible  bonds  seemed  like  a  kind  of  ris 
free  loan  for  many  companies.  But  tl| 
market's  decline  is  yet  again  proviii 
that  easy  money  often  turns  out  to  l| 
the  most  expensive. 

By  Dean  Foust  in  Atlanta,  wi 
Geoffrey  Smith  in  Boston 
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Next  year,  Tyco  alone  may  be  stuck  with  a  nearly  $6  billion  debt  bomb 
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EXECUTIVE  PAY 


TOO  MUCH 

OF  A  GOOD  INCENTIVE? 


TURMOIL 


IX  FINANCE 


Stock  options,  symbols  of 
a  compensation  system 
gone  haywire,  are  coming 
under  new  scrutiny 

Stock  options.  The  very  term  con- 
jures up  the  promise  of  the 
heady  1990s.  They  were  the  juice 
that  helped  fuel  what  was  then 
called  the  dot-com  revolution.  They 
were  a  powerful  magnet  that  few  could 
resist:  Remember  the  torrent  of  sea- 
soned executives  at 
old-line  companies  who 
left  solid  career  tracks 
for  giant  slugs  of  stock 
options  at  tiny,  un- 
proven  entrepreneurial  companies? 
Large  corporations,  too,  doled  out  op- 
tions in  ever-increasing  quantities  to 
keep  their  bright  execs  from  fleeing  to 
greener  pastures.  For  a  time,  with  the 
bull  market  raging,  everyone,  it  seemed, 
was  either  getting  options  or  trying  to. 
The  craze  seemed  to  validate  some 
basic  tenets  of  a  newly  energized  econ- 
omy: Executives  and,  lat- 
er, workers  of  all  levels, 
were  all  too  eager  to 
accept  options  in  lieu  of 
raises,  cash  bonuses,  or 
even  salaries.  The  theory 
was  that  by  taking  such 
a  risk,  managers  and 
workers  alike  would  work 
hardei',  achieve  superior 
p)erformance,  and  strike  it 
rich  when  options  soared 
well  past  their  strike 
prices  to  dizzying  heights. 
Economists  and  corporate 
governance  experts  also 
embraced  the  concept: 
Since  options  only  pay  off 
big  if  a  stock  rises,  the 
interests  of  managers  who 
receive  options  grants 
would  be  more  closely 
aligned  with  shareholders' 
interests,  and  they  would 
be  motivated  to  do  what- 
ever   it    took    to    boost 


productivity,  profits,  and  shareholder 
return. 

Overall,  what  the  U.  S.  got  in  the  '90s 
is  exactly  what  options  promised:  faster 
productivity  growth,  a  sharp  focus  on  in- 
novation, and  higher  share  prices.  Even 
with  the  market  sUde  of  the  last  two 
years,  the  s&P  500-stock  index  has 
roughly  tripled  since  the  beginning  of 
the  '90s.  It's  impossible  to  gauge  how 
much  of  those  gains  can  be  attributed  to 
the  use  of  options.  Still,  there's  little 
doubt  that  options  played  a  huge  role. 
"On  average,  stock  options  were  good 
for  the  tj^pical  American  company  and 
the  U.S.  economy,"  says  Ira  T.  Kay, 
compensation  practice  director  at  Wat- 
son Wyatt  &  Co. 

Despite  their  benefits,  stock  options 
are  coming  under  new  scrutiny,  caus- 
ing companies,  investors,  and  regula- 
tors to  rethink  how,  when,  and  in  w^hat 
quantities  they  should  be  doled  out  in 
the  future.  The  punishing  bear  market, 
along  with  accounting  scandals  at  En- 
ron, Global  Crossing,  and  a  host  of  oth- 
er companies,  are  transforming  the 
once-blessed  stock  options  into  potent 
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How  Options  Skew 
The  Bottom  Line... 


...And  Lower 
Taxes 


Some  argue  that  issuing  options  artificially  boosts  earnings  because 

companies  do  not  have  to  account  for  them  as  an  expense.  At  the  same 

time,  options  provide  huge  corporate  tax  deductions. 


symbols  of  executive  abuse 
and  a  compensation  system 
gone  haywire. 

As  the  excesses  of  the 
'90s  are  laid  bare,  it's  be- 
coming clear  that  options 
played  a  central  role  at  nu- 
merous companies.  Options 
grants   that   promised   to 
turn   caretaker   corporate 
managers  into  multimillion- 
aires in  just  a  few^  years  en- 
couraged some  to  ignore  the 
basics  in  favor  of  pumping 
up  stock  prices. 

Add  to  that  the  contro- 
versy over  the  way  options 
are  accounted  for  on  corpo- 
rate income  statements — ^and 
treated  by  Uncle  Sam.  Un- 
der current  accoimting  rules, 
companies  are  not  reqviired 
to  record  any  expense  when 
they  pay  their  execs  and  em- 
ployees with  options,  unlike 
other  forms  of  compensation 
like  salary  or  stock  grants.  At 
the      same      time,      when 
employees  exercise  options, 
companies  derive  huge  tax 
benefits  (page  40).  The  com- 
bination   of    those    benefits 
skews  the  corporate  incentives 
towards  offering  up  oodles  of 
options  to  executives,  well  past 
the  point  where  new  grants  are  need 
to  motivate  better  performance — ai 
even  further  past  the  point  where  oi  ^pj^ 
side  shareholders  suffer  serious  dilutic  ^g^ 
Now,  as  one  former  highflier  aft 

another  comes  tumbliiL.jj. 
down  to  earth,  there  is  ^^j 
growing  chorus  in  Was  '^.^ 
ington  and  among  shar  ^^^ 
holder  activists  to  intr  ^.^jj^ 
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EARNINGS  REDUCTION  IF  OPTIONS 
HAD  BEEN  EXPENSED  1996-2000* 


AOL  TIME  WARNER  ** 

75% 

VIACOM 

66 

NVIDIA 

40 

BAKER  HUGHES 

35 

MEBIMMHNE 

31 

LUCENT 

30 

PHARMACIA 

28 

CISCO  SYSTEMS 

26 

BOISE  CASCABE 

17 

BLACK  I  DECKER 

14 

AMOUNT  OF  TAX  BENEFIT  IN  2000 

MILLIONS 

MICROSOFT 

$2,066 

CISCO 

1,397 

LBCENT 

1,064 

BELL 

929 

IHTEL 

887 

AOL  TIME  WARNER 

711 

MERCK 

538 

SPRINT 

424 

ENRON 

390 

APPLIES  MATERIALS 

387 

duce  new  regulations  <  j.^^ 
tighten  up  loose  rules  no  „  .j 
governing  options  grant  ^.j^, 
On  Feb.  13,  Senator  Ca^^u 
Levin  (D-Mich.)  and  Sen.  j.  ■ 
tor  John  McCain  (R-Arii  ■^\ 
introduced  a  bill  thi 
would  close  an  accountin 
loophole  that  lets  busine; 
deduct  the  cost  of  en 
ployee  stock  options  froi-jj 
corporate  taxes.  If  su«|v.. 
cessful,  the  new  push  fc 


JC 


'6  on"      regulation  could  re  writ  i^^^^ 


*  Based  on  cumulative  earnings,  after  special  charges 
**  Excludes  options  for  Time  Warner,  which  was  acquired  by  AOL  in  Jan.  2001 

Data:  Jack  Ciesielski,  R.G.  Associates  Inc.,  Jane  Adams  and  Alain  Pelanne  at  Credit  Suisse  First  Boston 


the  '90s  playbook  for  con 
pensation  that  virtually  a 
s&P  companies  now  follov 
And  w^hile  such  change 
would  iron  out  some  c 
the  abuses,  if  taken  to 
far,  they  also  threaten 
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cake  and  eating  it,  too.  Why?  Because 
not  only  can  they  avoid  expensing  the 
costs,  they  get  huge  tax  deductions  when 
employees  exercise  options.  Cisco  has 
gotten  tax  breaks  sometimes  exceeding 
its  reported  net  income,  while  Microsoft 
got  a  $2.1  billion  tax  break  as  a  result  of 
exercised  options,  according  to  a  Credit 
Suisse  First  Boston  study.  Critics  say 
that's  just  one  more  corporate  giveaway. 
With  reform  in  the  air,  some  compa- 
nies aren't  waiting  for  Congress  and 
the  accounting  rulemakers  to  rethink 
their  options  programs.  Boeing  not  only 
counts  its  options  expenses  against 
earnings,  but  the  aerospace  company 
has  gone  an  important  step  further, 
crafting  an  additional  plan  to  more 
carefully  align  employee  and  share- 
holder interests  over  the  long  term. 
Boeing  issues  "performance  share" 
units  that  are  convertible  to  common 
stock  only  if  its  stock  appreciates 
10%  annually  for  five  years. 

Other  companies  are  also  making 
big  changes.  Niall  FitzGerald,  co- 
chairman  of  Unilever,  the  Anglo- 


eaken  options'  powerful  lure  to  moti- 
'ite  managers  and  workers  alike. 

The  issues  swirling  aroimd  options  are 
'implex  and  there  appeal"  to  be  no  easy 
|iswers.  One  question  that  investors  and 
)vemance  experts  are  asking  is  just 
)w  many  options  CEOs  and  top  man- 
ners should  be  able  to  pocket.  Today, 
le  200  biggest  companies  by  revenue 
'locate  more  than  16%  of  their  out- 
anding  shares  for  options,  with  the 
waviest  ownership  at  the  top,  accord- 
g  to  Pearl  Meyer  &  Partners.  That's 
mble  the  percentage  aUocated  a  decade 
10.  Moreover,  CEOs  now  get  about  60% 

their  total  pay  from  stock  options — 
ith  only  minimi  performance  standards 
'r  most.  Executives  often  stand  to  make 
fortune  so  long  as  they  provide  steady 
imings  growth.  And  that  encourages 
iming  the  system  through  accounting 
immicks.  "It's  really  very  easy  to 
3use,"  says  Chris  Wiles,  president  of 
ittsburgh-based  mutual-ftmd  managers 
ockhaven  Asset  Management. 

That  tendency  may  get  worse.  With 
le  market  no  longer  moving  ever  up- 
ard,  many  CEOs  seem  to  be  trying  to 
jmpensate  by  demanding  even  bigger 
rants  for  the  next  year.  So,  even  small- 
rises  in  share  price  will  provide 
qually  huge  rewards.  Today,  too  many 


Regulation,  if  taken 
too  far,  could 
weaken  the  powerful  ability  of 
options  to  motivate  managers  and  workers  alike 


companies  hand  out  options  like  "candy 
kisses,"  says  compensation  expert  Pearl 
Meyer  of  New  York.  "We  overdosed." 

When  the  market  was  soaring,  con- 
cerns about  the  downside  of  options 
were  dismissed.  The  truth  is  there  has 
always  been  a  cost  for  issuing  options. 
When  options  are  exercised,  they  add  to 
the  shares  outstanding.  That  dilution 
drives  down  earnings  per  share.  To 
combat  dilution,  many  companies  buy 
back  large  numbers  of  shares  that  their 
execs  have  exercised.  That  means  com- 
panies have  to  lay  out  cold  cash  that 
then  isn't  available  for  investing  in  re- 
search and  development  and  marketing. 

That's  why  many  shareholder  ac- 
tivists and  some  investors  want  options 
expensed  as  a  current  cost,  when  they 
are  granted.  The  impact  would  be  huge; 
only  two  s&P  500  companies,  Boeing 
and  Winn-Dixie,  reduce  reported  earn- 
ings by  their  expense.  Indeed,  one 
study  estimates  that  AOL  Time  Warner's 
earnings  would  have  been  reduced  as 
much  as  75%  over  five  years  if  options 
were  expensed. 

Critics  insist  companies  that  dole  out 
big  lumps  of  options  are  having  their 


Dutch  consumer  products  company,  has 
created  a  system  in  which  options  do 
not  vest  unless  Unilever  achieves  total 
shareholder  returns  over  a  rolling  three- 
year  period  that  are  above  the  median 
for  a  group  of  20  peer  companies,  in- 
cluding Coca-Cola,  Nestle,  and  Procter 
&  Gamble.  If  returns  are  in  the  top 
third  of  the  group,  the  options  vest  in 
full.  "Our  philosophy,"  says  FitzGerald, 
"is  if  we  are  capable  of  beating  them  in 
the  marketplace,  then  we  are  capable  of 
beating  them  in  shareholder  value  and 
you  will  be  rewarded  accordingly." 

Similarly,  General  Mills  Inc.  links  its 
grants,  as  well  as  bonuses  and  matches 
to  401(k)s,  to  the  prior  year's  perform- 
ance. "We're  constantly  rethinking  all 
of  this,"  says  Mike  Davis,  General  Mills 
vice-president  of  compensation.  No 
doubt  General  Mills  will  have  plenty  of 
company  as  Corporate  America  starts  to 
reconsider  its  compensation  incentives — 
before  the  government  and  investor  ac- 
tivists do  it  for  them. 

By  David  Hemy  and  Michelle  Conlin 
in  New  York,  urith  Nanette  Byrnes  and 
Michael  Mandel,  Stanley  Holmes  in 
Seattle,  and  Stanley  Reed  in  London 
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TAX  DODGING: 
ENRON  ISN7  ALONE 

Plenty  of  companies  pay  little  or  nothing 


Among  the  staggering  revelations  to 
emerge  from  the  Enron  Corp.  de- 
bacle: The  now-bankrupt  Houston 
energy  company  wiped  out  much,  if  not 
all,  of  its  tax  liability  despite  reporting 
nearly  $2  billion  in  profits  from  1996 
through  2000. 

Some  analysts  beUeve  the  company 
may  have  paid  a  small  amount  of  tax — 
and  Congress  has  begun  an  investiga- 
tion to  find  out.  But  one  thing  is  clear: 
Enron  is  hardly  alone  in  finding  cre- 
ative ways  to  slash  taxes.  Scores  of 
highly  profitable  U.S.  corporations  pay 
Uttle  or  no  federal  tax  despite  ringing 
up  biUions  in  profits  and  facing  a  tax 
rate  of  35%.  How?  By  aggressively  us- 
ing tools  as  diverse  as  tax  shelters,  de- 
ferred taxes,  balancing  current  income 
against  past-year  losses — and  handing 
out  stacks  of  stock  options. 

That  is  the  conclusion  of  a 
study  by  the  Institute  on 
Taxation  &  Economic  Policy, 
a  liberal  Washington  research 
group.  It  found  that  52  of 
biggest  U.S.  companies  paid 
tax  rates  of  10%  or  less  in  1998,  the 
last  year  for  which  such  economywide 
data  are  available.  Nearly  half  of  those 
paid  no  tax  or  got  refunds. 

BusinessWeek  asked  one  of  the 
study's  authors,  Robert  Mclntyre,  to 
update  the  numbers  to  reflect 
1996-2000  taxes  and  earnings. 
His  findings:  Such  companies 
as  General  Motors,  Navistar 
International,  El  Paso  Ener- 
gy, and  Colgate-PalmoUve  ap- 
pear to  have  slashed  their 
taxes  over  the  period. 

iTEP's  results  are  contro- 
versial. It  based  its  calcula- 
tions on  the  tax  liability  that 
companies  reported  to  share- 
holders but  adjusted  for  op- 
tions, deferred  taxes,  and 
other  items.  While  Navistar 
International  Corp.  and  Gen- 
eral Motors  Corp.  agree  with 
the  basic  analysis,  others  do 
not.  Colgate-Palmolive  Co. 
contends  it  paid  millions  in 
federal  taxes  but  won't  pro- 
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vide     specifics. 
El  Paso  Energy 
Corp.  says  it  paid 
$437  million  in  fed- 
eral taxes  on  $1.3 
bilUon  in  earnings 
and    argues    ITEP 
didn't  properly  ac- 
count     for      recent 
acquisitions. 

Truth  is,  figuring  out 
how  much  tax  a  company 
actually  pays  is  almost  im- 
possible. Tax  retvu-ns  are  not 
public.  And  financial  statements  often 
hide  tax  payments.  Says  Robert  Wil- 
lens,  an  accounting  expert  at  Lehman 
Brothers  Holdings  Inc.:  "Tax  disclosure 
is  just  inscrutable." 

Nearly  all  corporate  tax  avoidance  is 
perfectly  legal.  Some  compa- 
nies, such  as  Navistar,  the 
Warrenville  (111.)  maker  of 
trucks  and  engines,  used  past 
losses  to  reduce  current  tax 
liabihty.  "This  is  like  a  bank  account," 
says  Controller  Mark  T.  Schwetschenau, 
who  adds  the  company  has  reinvested 
the  cash-flow  windfall  into  new  equip- 
ment. GM  used  credits  earned  during 
the  unprofitable  early  '90s  to  lighten 
taxes  later  in  the  decade. 

Similarly,  Goodyear  Tire  &  Rubber 
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BIG  PROFITS, 
LOW  TAXES 

Despite  a  U.S. 
corporate  tax  rate  of 
36%,  some  profitable 
companies  have 
taken  advantage  of 
loopholes  to  pay  little 
or  no  tax.  Examples 
from  some  of  the  most 
recently  available 
filings  include: 


Data:  Institute  on  Taxation  & 
Economic  Policy.  Citizens  for  Tax 
liistirp  r.onipanv  annual  reports 


1996-2000 


PRETAX  U.S. 
PROFIT* 

MILLIONS 

FEDERAL 
INCOME  TAX" 

MILLIONS 

ENRON 

$1785 

$-381 

EL  PASO  ENERGY*** 

1638 

-254 

GOODYEAR*** 

442 

-23 

COLGATE-PALMOLIVE 

1637 

-21 

NAVISTAR 

1368 

28 

GENERAL  MOTORS 

12,468 

740 

GENERAL  ELECTRIC 

50,865 

5846 

*Pretax  U.S.  profit  is  based  on  net  domestic  income.  Ad- 
justments have  been  made  for  items  such  as  "acquired 
in-process  research"  and  goodwill  write-offs  in  excess 
of  the  amount  claimed  for  tax  purposes. 
**Tax  is  current  taxes  paid,  excluding  deferrals  and 
stock  options. 

***f?eported  losses  for  some  years  during  the  period. 


Co.  trimmed  its  tax  liabihty  in  part  leies 
writing  off  a  failed  pipeline  investme: 
Still,  Goodyear  says  it  paid  more  t; 
than  ITEP  reported.  "It  just  doesflhny 
show  up  anymore  because  we  restati 
the  numbers,"  explains  a  spokesman. 

But  the  hugely  profitable  Genei  Km 
Electric  Co.  managed  to  slash  its  t  Evn 
bills,  too — in  part  by  deducting  mo  Kst 
than  $2  billion  for  options  compens  Rbet 
tion.  When  an  employee  exercises  s  leratt 
option,  a  company  can  deduct  the  d  fofe 
ference  between  the  price  the  work(  'Mi 
pays  and  the  stock's  market  value.  E  Enroi 
deducting  the  cost  of  options,  comp  «iem 
nies  are  reducing  their  taxable  incon  Id ' 
by  about  a  quarter.  err.i 

GE  was  also  able  to  push  much  of  i  trice 
taxable  income  into  future  years,  mostlsed  I 
through  its  financing  arm,  (ibwed 
Capital.  Known  as  deferrsfclion 
this  technique  is  commonl  ashiii 
used,   allowing   many   bus  ie> 
nesses  to  delay  paying  tax€  s 
indefinitely  on  some  incom(  sr 
such  as  overseas  earning;  Oi'o 
But  GE  says  itep  incorrectl  blf 
"accepts  the  premise  that  di  nr 
ferred  taxes  aren't  taxes."    ^ 
These  companies  are  nc  til- 
alone.  From  1995  to  200(a., 
corporate  earnings  jumped  b;  loptio 
more  than  a  third,  but  taxe  puj 
rose  by  only  about  17%.  As    d^- 
result,  the  spread  betweeitt 
book  income  and  taxable  innlit 
come  is  widening.  Harvan  bj 
University  economist  Mihi  «,  i 
A.  Desai  estimates  that  jus  intij 
among  companies  with  asset  teo 
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I  excess  of  $250  million,  book  earnings 

1998  exceeded  taxable  income  by  a 
laggering  $287  billion. 

Many  financial  experts  believe  the 
ggest  reason  may  be  the  burgeoning 
ie  of  shelters.  Such  techniques  may 
dft  income  offshore  or  turn  taxable 
luity  into  tax-deductible  debt.  Desai 
i^res  that  more  than  half  the  differ- 
ice  between  tax  and  book  income  is 
pnerated  by  shelters,  the  careful  shift- 
ig  of  earnings  from  one  year  to  anoth- 
•,  and  outright  fraud. 

Enron  used  one  device,  called  trust 
-eferred  securities,  that  w^as  widely 
pld  by  Wall  Street  in  the  '90s.  They 
ere  reported  to  the  Internal  Revenue 

rvice  as  tax-deductible  debt,  but  dis- 
osed  to  shareholders  as  equity.  This 
lowed  Enron  to  carry  as  much  as  $3 
f-Uion  less  debt  on  its  books,  while 
ashing  its  tax  bill.  The  iRS  challenged 
lese  transactions  in  1996,  but  dropped 
case  a  year  later.  Enron  would  not 
!spond  to  requests  for  comment. 

Of  course,  if  tax  deductions  are  avail- 
Dle  for  the  taking,  sophisticated 
wyers,  accountants,  and  financial  offi- 

rs  will  grab  them.  They  owe  share- 
elders  nothing  less.  The  trouble  is,  the 
IX  code  has  become  so  riddled  with 
opholes  that  tax  avoidance  has  become 
profit  center  of  its  ovm.  Enron  may  be 

dramatic  example  of  how  a  company 
m  use  legal  loopholes  to  dodge  taxes, 
ut  it  is  far  from  the  only  one. 

By  Howard  Gleckman  in  Washing- 
m,  Dean  Foust  in  Atlanta,  Michael 
mdt  in  Chicago,  Kathleen  Kerwin  in 
Detroit,  and  bureau  reports 


POLITICS 


JOHN  McCains 

1-2-3-4  PUNCH 

He's  racking  up  legislative 
wins-and  bedeviling  the  Prez 

George  W.  Bush  may  have  cam- 
paigned as  a  "reformer  with  re- 
sults," but  his  old  2000  sparring 
partner,  Arizona  Senator  John  McCain, 
has  been  the  reformer  getting  the  re- 
sults lately.  Teaming  up  with  key  Dem- 
ocrats, McCain  has  forced  a  reluctant 
President  to  get  in  touch  with  his  inner 
reformer  on  subjects  ranging  from  cam- 
paign finance  to  gun  control. 

The  string  of  victories  is  putting  to 
rest  the  GOP  maverick's  image  as  a  big 
talker  who  can't  deliv- 
er— and  it's  forcing 
Bush  to  take  notice. 
"Events  have  authen- 
ticated the  agenda," 
McCain  says.  "I  can't 
divine  what's  motivat- 
ing the  President,  but 
I'm  pleased." 

What  makes  Mc- 
Cain so  maddening  is 
that  he  comes  at  Bush 
from  both  the  left  and 
the  right.  He  champi- 
ons consumer  rights, 
new  business  regs, 
and  environmental 
protection.  But  he's  a 
foreign-policy  hawk, 
insisting  that  Bush's 
brand  of  antiseptic 
warfare  will  not  upend 
foes    such    as    Iraq's 

Saddam  Hussein.  ,  ^^^  Enron-inspired  push  to  end  cor- 

McCam   has   allied  x   x     i.      i  x    i      x-  ..xxx^^      xxv^^^^      ..<*o 

with  Senator  Joseph  I.      P"''.^!^..^.^!^'.^.^.^.'^^.^"^  probably    made    the 

Lieberman  (D-Conn.)  •Encouraging  a  fivefold  increase  in  cold-blooded  political 
in  pressuring  Bush  to  volunteerism,  while  making  military  calculation  that  fight- 
urge  NATO  to  add  the     5ep/ice  more  flexible  ^^  ^^^  patients'  bill  of 

Baltic   states,   some rights   doesnt   make 

thing  the   President     'A  bill  to  raise  auto  and  truck  sense."  Next,  McCain 

has  yet  to  embrace.  fuel-economy  standards  by  50%  and      Senator      Carl 

Bush  advisers  gripe  Levin  (D-Mich.)  will 

that  the  Arizonan  is  still  settling  try  to  close  a  tax  loophole  that  allows 
grudges  from  2000.  They  blast  McCain      business  to  write  off  employee  stock  op- 


nudging  Bush  toward  the  center.  In  the 
wake  of  the  Enron  Corp.  scandal.  Bush 
likely  will  accept  legislation  to  overhaul 
campaign  finance.  If  he  does,  it  won't  be 
the  first  time  he  has  bowed  to  pressure 
from  McCain.  In  the  aftermath  of  Sep- 
tember 11,  Bush  reluctantly  signed  an 
airline  security  bill  co-sponsored  by  Mc- 
Cain. The  White  House  wanted  private 
companies  to  handle  airport  security 
rather  than  federal  workers. 

Elsewhere,  the  President  has  em- 
braced McCain's  agenda.  His  State  of 
the  Union  speech  borrowed  heavily  from 
a  national  service  initiative  authored  by 
McCain  and  Senator  Evan  Bayh  (D- 
Ind.).  And  on  Feb.  13,  after  much  agi- 
tation by  McCain  allies,  the  Adminis- 
tration moved  to  make  it  harder  for 
illegal  immigrants  to  buy  guns. 

McCain  is  just  getting  started.  With 
Lieberman,  he'll  try  to  require  back- 
ground checks  on  buyers  at  gun  shows, 
which  Bush  opposes. 
And  McCain  and  Sen- 
ator John  F.  Kerry 
(D-Mass.)  want  auto 
makers  to  double  their 
fleets'  gas  mileage. 

LUCKY  STREAK? 

Campaign  finance 
action  is  giving 
McCain  momentum 


Iffl 


McCains  pipeline 

•  HMO  reform  that  would  make  it 
easier  for  patients  to  sue  insurers 

•  A  push  to  expand  NATO  to  include 
some  former  Soviet  bloc  countries 


Building  on  momen- 
tum from  the  cam- 
paign finance  battle, 
McCain's  new  priority 
will  be  working  with 
Senator  Edward  M. 
Kennedy  (D-Mass.)  to 
move  a  stalled  pa- 
tients' rights  measure. 
Bush  will  be  forced  to 
bend,  Bayh  says:  "The 
White      House     has 


as  a  RepubUcan  in  name  only,  citing  his 
calls  for  expanded  government. 

At  65,  after  a  recurrence  of 
melanoma,  McCain  might  have  his  lega- 
cy in  mind.  Some  think  McCain  could 
still  mount  a  Presidential  bid.  But 
McCain  says  he's  just  trying  to  get 
things  done.  "All  of  our  time  is  limited," 
he  says.  "When  you  have  the  opportu- 
nity, seize  it." 

Whatever  his  motivation,  McCain  is 


tions  vdthout  claiming  them  as  an  ex- 
pense against  earnings. 

McCain's  critics  call  him  a  showboat 
on  a  lucky  streak.  "It  isn't  McCain  that 
drove  [campaign  reform].  It's  Enron," 
says  William  C.  Miller,  political  direc- 
tor for  the  U.  S.  Chamber  of  Commerce. 
Maybe  so.  But  McCain  will  take  victo- 
ries any  way  he  can.  That  means  more 
heartburn  for  the  Reformer-in-Chief. 

By  Lorraine  Woellert  in  Washington 
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News:  Analysis  &  Comme^ 


TELECOMS 


A  NEW  CHAPTER 
IN  THE  McCAW 
SAGA:  1 1 

Prized  possession  XO  may 
soon  file  for  bankruptcy 

In  1969,  Craig  O.  McCaw,  then  a  19- 
year-old  sophomore  at  Stanford  Uni- 
versity, found  his  father,  J.  El- 
roy  McCaw,  dead  of  a  stroke  in 
the  family's  Seattle  mansion,  the 
Highlands.  Only  after  Elroy's 
death  did  Craig  and  the  rest  of 
the  McCaw  family  discover  that 
the  radio  and  telexision  tycoon 
had  piled  up  a  mountain  of 
debt.  Creditors  quickly  de- 
manded repayment.  The  Mc- 
Caws  were  forced  to  auc- 
tion off  many  prized 
possessions,  including  the 
Highlands  itself. 

McCaw  went  on  to  Jr 
make  his  own  fortune, 
selling  his  ^vireless  com- 
pany, McCaw  Cellular 
Communications,  to  AT&T 
for  $12  billion  in  1994.  Now, 
however,  McCaw  is  facing 
debt  troubles  eerily  similar  to 
his  father's,  xo  Communications  Inc., 
which  McCaw  founded  in  1994,  bor- 
rowed billions  over  the  past  few  years 
to  build  a  state-of-the-art  telecom  net- 
work. But  the  Reston  (Va.)  company 
never  made  a  dime  in  profits,  and  when 
the  capital  markets  closed  up  last  year, 
xo  began  running  short  of  cash.  In  De- 
cember, the  company  stopped  making 
interest  pajments  on  its  debt  and  tried 
to  negotiate  with  creditors  to  restruc- 
ture its  $7  billion  in  liabilities.  Busijiess- 
Week  has  learned  that  xo  expects  to 
file  for  Chapter  11  bankruptcy  protec- 
tion within  the  next  two  weeks  in  order 
to  push  debtholders  to  agree  to  a  pro- 
posed restructuring.  "It  could  happen 
in  days;  it  could  be  two  weeks,"  says 
one  source  close  to  xo. 

A  restructuring  out  of  bankruptcy  is 
still  a  remote  possibility,  but  any  deal 
win  be  brutal  for  existing  shareholders, 
notably  McCaw.  Under  the  terms  pro- 
posed by  xo,  buyout  firm  Forstmann 
Little  and  Telefonos  de  Mexico  will  in- 
vest $400  million  each  in  xo  in  exchange 
for  80%  of  the  compan^s  equity,  xo's 
management,  led  by  Chief  Executive 
Daniel  F.  Akerson,  will  get  2%,  and 
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debtholders  wiU 
receive  the  re- 
maining  18%   of 
the    equity.    Mc- 
Caw, whose  19.8% 
stake      was      worth 
about  $5  biUion  in  2000, 
will  be  left  Tvith  nothing.  He 
declined  to  comment  for  this  story. 

In  the  wake  of  the  Enron  scandal 
and  accxisations  of  wrongdoing  at  tele- 
com player  Global  Crossing,  xo's  bank- 
ruptcy is  sure  to  draw  intense  scrutiny 
There  are  no  allegations  of  accounting 
irregularities  at  this  point,  xo  appears  to 
have  avoided  the  revenue-booWng  prac- 
tices that  a  whistle-blower  at  Global 
Crossing  Ltd.  has  said  that  company 
used  to  inflate  sales.  However,  McCaw 
may  draw  criticism  for  selling  xo  stock 
while  it  was  soaring,  a  move  similar  to 
that  of  Global  Crossing  Chairman  Gary 
Winnick.  McCaw  sold  $117  milHon  in 
stock  in  2000,  according  to  Thomson  Fi- 
nancial/First Call. 

Already,  investors  have  filed  at  least 


14  class  actions  against 

company  and  McCaw.  The 

tral  allegation  is  that  xo's 

agement  repeatedly  told 

vestors  it  could  sur\ave 

difficult  environment.  On  A| 

4,  Akerson  said:  "We  beh 

that  we  have  both  the  existi 

cash  and  future  funding  fle 

bihty  to  weather  the 

nage  that  the  teleco 

nications  industry  is  n 

experiencing."  Then 

Apr.  26,  when  xo  rais 

$250       million       fr 

Forstmann  Little  &  C 

Akerson  said  that  t 

company    had    enou 

cash  "to  fimd  xo  weU 

the    first    half  of  200^ 

That's    why    investors    we 

shocked  at  the  proposed  r 

structuring.  'Teople  think  the 

guys  just  flat-out  Ued,"  says  Stevi 

J.  Toll,  a  partner  at  Cohen,  Milstei] 

Hausfeld  &  Toll  PLC  who  was  nam 

lead  coimsel  for  the  class  actions 

Feb.  15.  Akerson  would  not  co 

ment  because  of  the  restruct 

negotiations. 

After  reorganization,  xo  m; 
become  a  viable  telecomm 
nications  competitor, 
company  has  built  ne 
works  in  63  metropo 
tan  markets  to  off( 
commimications  se: 
vices  to  small 
midsize  businessei 
and  it  bought  a  n; 
tionwide  fiber  ne 
work.  Also,  companl 
executives  hav 

shown  they  can  swi 
business  from  larger 
vals.    In   2001,   revenu 
surged  74%,  to  $1.3  bilhor 
"They  have  proven  themselve 
operationally,  even  if  you  can't  say  th 
same  thing  financially,"  says  Tim  McE 
gunn,  a  senior  analyst  at  market  r 
searcher  Stratecast  Partners. 

His  setbacks  on  xo  are  only  a  fev 
of  the  recent  troubles  plaguing  McCa 
The  stake  he  holds  with  his  family 
wireless  player  Nextel  Communication 
Inc.  has  tumbled  in  value  firtm  $8  biLlio)| 
in  2000  to  less  than  $400  million  now.  Ii| 
addition,  McCaw  has  had  to  scale  bac 
his  grand  plans  for  launching  new  satell 
Ute  ser^^ces  for  voice  and  data  commu 
nications  because  of  the  tight  capit 
markets.  Once  a  recognized  xision 
McCaw  is  now  suffering  some  of  th 
same  missteps  as  his  father. 

By  Peter  Elstrom  in  New  York 


42  BusinessWeek  /  March  4.  2002 


m 


n  V  e  n  t 


You  are  the  only  one 

in  the  world  who 
con  do  >vhat  you  do. 


Now  if  you  could  just 
get  the  rest  of  thie  world 
to  see  it.  No  matter  wfiat 
size  your  company  is,  you  can  continually 
present  yourself  in  a  confident,  professional 
ligfit  witfi  brilliant  output  from  HP  color 
printers.  HP  invents  the  kind  of  powerful, 
flexible  technology  that  can  easily  help 
any  size  business  make  a  big  impression. 
Solutions  that  always  start  with  you— your 
issues,  your  challenges,  your  opportunities. 
How  do  you  want  to  be  remembered?  Find 
out  more  about  our  entire  line  of  HP  color 
printers  at  www.hp.com/go/smbprinters. 


News:  Analysis  &  Commentary 


COMMENTARY 


By  John  Carey 


ENVIROS:  DON'T  SOUANDER  BUSH'S  BREAKTHROUGH 


From  the  outrage  coming  from  the 
environmental  community,  you 
might  think  President  Bush's  new 
plan  to  cut  air  pollution  and  slow 
global  warming  would  turn  America 
into  a  smog-choked  inferno.  "A  stealth 
attack  on  the  nation's  clean-air  laws," 
says  Conrad  Schneider,  advocacy  di- 
rector of  the  Clean  Air  Task  Force. 
"A  massive  increase  dressed  up  as  a 
cut,"  says  Philip  Clapp,  president  of 
the  National  Environmental  Trust. 
Don't  be  fooled.  Bush's  plan,  un- 
veiled on  Feb.  14,  is  a  step  forward. 
It  offers  a  number  of  prescriptions 
that  have  been  on  the  enviros'  wish 
list,  such  as  tax  credits  for  renew- 
able energy,  along  with  a  market- 
based  emissions-trading  system  that 
would  enable  companies  to  meet 
stricter  pollution  levels  at  less  cost 
than  with  other  approaches. 

The  plan  also  represents  a  seismic 
political  shift.  Bush's  call  to  action 
knocks  the  footing  out  from  under 
conservatives  who  have  stymied  ef- 
forts in  Washington  to  taclde  global 
warming  or  cut  air  pollution.  The 
proposal  "may  not  go  far  enough," 
says  House  Science  Committee 
Chairman  Sherwood  L.  Boehlert  (R- 
N.  Y.),  a  GOP  moderate.  "But  it  will 
break  the  long-standing  stalemate 
over  clean-air  pohcy  on  Capitol  HiU." 

And  give  Bush  some  credit  for 
learning.  Last  year,  the  White  House 
had  no  clue  that  its  plan  to  roll  back 
arsenic  limits  in  drirJdng 
water  would  cause  an  up- 
roar, forcing  the  Adminis- 
tration to  backpedal  furi- 
ously. This  time,  Bush 
listened  to  Environmental 
Protection  Agency  chief 
Christine  Todd  Whitman 
and  other  moderates. 

The  new  air-pollution 
proposal,  for  instance,  is 
based  on  an  idea  that 
Whitman — and  many  en- 
vironmentalists— advo- 
cated for  years.  Instead 
of  telling  utilities  what 
pollution-control  equip- 
ment to  use,  the  propos- 
al sets  mandatory  caps 
on  emissions  of  sulfur 
dioxide  (SO^),  nitrogen 
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oxides,  and  mercury.  Companies 
could  then  use  any  method  they 
want  to  stay  under  the  caps.  They 
could  even  buy  emissions  reductions 
from  others  if  that  turns  out  to  be 
cheaper.  "Bush  was  right  on  target 
in  describing  cap  and  trade  as  a  poh- 
cy tool,  almost  as  if  he  was  reading 
from  a  report  we  wrote  in  2000," 
says  senior  attorney  Joseph  Gof&nan 
of  Environmental  Defense. 

The  White  House's  new  plan  to 
combat  global  warming,  however,  isn't 
so  close  to  the  enviros'  playbook.  It 


THE  PRESIDENT  S  CLEAN-AIR  PLAN    ^ 

WHATS  GOOD  WHERE  IT  FALLS  SHORT 


Acknowledges  that  action  must 
be  taken  to  slow  global  warming 


Would  allow  too  high  a  level  of 
CO2  emissions 


Gives  companies  some  credit 
for  reducing  emissions  now 


Reporting  emissions  is  voluntary, 
not  mandatory 


Controls  air  pollution  via 
market-based  incentives 
rather  than  mandating 
pollution  controls 

Offers  tax 
credits  for 
renewable 
energy  jnd  fuel 
efficient  cars 


Mandates  only  limited  curbs 
on  power  plants.  Needs  to  require 
tougher  pollution 
reductions 


Credits  may  be 
too  small  to 
do  much  good 

PARTNERS:  Bush 
and  the  EPA's  Whitman 


would  barely  slow  the  increases  in 
emissions  of  carbon  dioxide  and  oth- 
er greenhouse  gases  instead  of  cut- 
ting them.  And  it  asks  companies  to 
voluntarily  report  CO,  emissions  in- 
stead of  making  reporting  mandato- 
ry. But  the  fact  that  Bush  says  ac- 
tion is  needed  on  climate  change 
"shifts  the  debate  once  and  for  all 
from  whether  to  limit  greenhouse 
gases  to  how  much,"  says  a  key  GOP 
Hill  staffer.  "This  is  a  Rubicon  that 
will  be  hard  to  cross  back  over." 
So  if  the  Bush  plan  represents 
progress,  why  are  environmentalists 
carrying  on  as  if  it  were  just  so 
much  toxic  waste?  Simple:  They  fear 
that  any  support  for  the  overall  plan 
will  boost  the  chances  that  its  specif- 
ic goals  and  targets,  which  they  see 
as  far  too  weak,  could  become  law. 
"This  is  the  first  time  the  Adminis- 
tration has  tried  to  do  something 
other  than  smash-mouth  football  with 
environmental-policy  rollbacks,"  says 
Goffman.  "But  sometimes,  subtlety  is 
even  more  dangerous." 

Stfll,  the  two  sides  aren't  far  apart 
on  important  details.  Bush  proposes  a 
cap  of  3  million  tons  a  year  of  SOg 
emitted  from  power  plants  by  2018, 
do^vn  from  today's  11  million.  Not 
enough,  say  enviros,  who  want  a  cap 
of  2  million  tons  by  2012.  Surely  it 
wouldn't  be  so  hard  to  work  out  a 
compromise.  It  may  even  be  possible 
to  also  include  a  cap  on  carbon  dioxide 
to  fight  global  warming, 
since  many  companies  see 
CO.,  curbs  as  inevitable 
anyway. 

Setting  targets  now  is 
better  for  the  environ- 
ment, of  course.  Yet  it's 
also  good  for  business 
since  it  would  provide 
certainty  about  future 
regs.  "I  don't  think  I'm 
ever  going  to  be  able  to 
satisfy  all  the  skeptics," 
says  the  EPA's  Whitman. 
But  if  the  enviros  back 
off  their  rhetoric,  a  gold- 
en opportunity  could 
emerge  to  clear  the  air. 
Or  at  least  start  the  job. 
With  Laura  Cohn  in 
Washington 


-  Worked  at  thp  company  fnr  'S  vears 


-  Just  gave  his  two  weeks^  notice 


Ifs  not  just  another  401  (k)  rollover. 
It's  the  future  of  your  retirement. 


A  more  complete 
approach  to  wealth 
management 

Today,  achieving  financial 
security  is  a  two-sided 
effort:  growing  your 
assets,  and  protecting 
what  you've  built.  With 
decades  of  experience  in 
both  asset  management 
and  insurance,  Prudential 
Financial  is  creating  new 
and  more  powerful 
ways  to  grow  and 
protect  wealth. 


If  you're  changing  jobs,  what  to  do  with  your  401  (k)  is  a  high-stakes  decision. 
At  Prudential  Financial,  you'll  find  the  advice  you  need  to  make  sound 
investment  choices.  We'll  show  you  how  to  roll  your  savings  over  to  an  IRA 
that  puts  you  in  control.  And  we'll  help  you  capitalize  on  new  savings 
opportunities  created  by  the  recent  tax  law. 


Before  you  roll  It  over,  think  It  over. 

Starting  a  new  job  is  also  a  good  time  to 
reconsider  your  overall  retirement  strategy. 
Are  your  goals  still  the  same?  How  will  the 
new  tax  legislation  affect  your  fmancial  plan? 
A  Prudential  professional  can  help  you  set  a 
course,  usmg  sophisticated  plannmg  tools. 

Access  a  world  of  investment  choices. 

Prudential  offers  a  complete  spectrum  of 
investment  options  for  your  Rollover  IRA. 
Select  mutual  funds  from  Prudential,  Janus, 
Fidelity,  AIM,  Invesco  and  other  top  names, 
plus  individual  stocks  and  bonds,  CDs,  and 
more.  Your  Prudential  professional  can  help 
you  diversify  your  IRA — and  readjust  as 
your  needs  change. 


Prudential  provides  the  tools  to  manage  your 
IRA  wisely.  Online  account  access.  An  online 
trading  option.  Asset  allocation  services.  In-depth 
investment  research  reports.  At  Prudential,  you'll 
find  whatever  you  need  to  make  timely,  informed 
decisions  for  your  retirement  investments. 

Learn  more  today.  For  more 
smart  retirement  solutions, 
call  today  to  find  a  Prudential 
professional  near  you.  And  be 
sure  to  ask  for  our  new  guide. 
Managing  your  retirement 
plan  distribution. 

1-800-THE-ROCK 

ext.  9075,  or  visit  us  at: 
prudential.com 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth'"' 


'rudenfial  Financial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  Americo,  Newark,  NJ  ond  its  affiliates.  Securities  products  and  services  are  offered  ttirough  Pruco  Securities  Corporation,  751  Broad  Street, 
'Jework,  NJ  07102,  and  Prudential  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292  (members  SIPC).  Bofti  ore  Prudentiol  companies.  For  more  information  about  ttie  different  mutual  funds,  including 
barges  and  expenses,  please  contact  your  Prudentiol  professional  for  a  current  prospectus.  Read  ttie  prospectus  carefully  before  you  invest  or  send  money.  Neither  Prudenhal  nor  its  componies  are  tax  advisors, 
'ieose  consult  your  tax  advisor  for  advice  regarding  the  type  of  IRA  that's  appropriate  for  your  situation.  If  you  hove  employer  stock  in  your  401  (k)  plan,  you  moy  wont  to  consider  other  strategies. 
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A  BONANZA 

FOR  BROADCASTERS 

im^STMENT  BANKERS,  REJOICE: 

The  U.  S.  Court  of  Appeals' 
decision  that  the  Federal 
Communications  Commission 
limits  on  TV-station  owner- 
ship are  "arbitrary  and 
capricious"  is  likely  to  en- 
courage a  new  wave  of 
broadcast  company  consoli- 
dations. The  court's  ruling 
requires  the  FCC  to  recon- 
sider its  regulation  that  lim- 
its companies  to  owning  TV 
stations  in  no  more  than 
35%  of  the  country.  Indus- 
try insiders  are  betting  that 
the  FCC  will  raise  those  lim- 
its, allowing  companies  such 
as  NBC  parent  General  Elec- 
tric and  Rupert  Murdoch's 
News  Corp.  to  continue  to 
buy  television  stations. 

The  court  also  struck 
down  rules  limiting  broad- 
casters from  owning  cable- 
TV  systems,  a  ruling  that 
could  allow  AOL  Time  Warn- 
er to  move  further  ahead  on 
its  long-rumored  proposal  to 


CLOSING    BELL 


SWIFT  UPGRADE 

Circuit  City  shares  fell 
23.9%,  to  $22.11,  in  the  two 
trading  days  ended  Feb.  19. 
Investors  were  spooked  by 
renovation  costs  at  the  re- 
tailer, which  has  been  re- 
designing stores  to  focus  on 
small  electronics.  But  the 
stock  recovered  7.7%  on 
Feb.  20  after  Merrill  Lynch 
upgraded  its  rating. 
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merge  its  cable-TV  subsid- 
iary with  NBC. 

A  PACT  CLEARS 
UNITED'S  RUNWAY 

UNITED  AIRLINES  HAS  A\^RTED 

a  strike  by  its  13,000  union- 
ized machinists,  clearing  the 
way  for  the  troubled  carrier  to 
move  ahead.  On  Feb.  18,  lead- 
ers of  the  International  Asso- 
ciation of  Machinists  agreed 
to  a  tentative  pact  after  Unit- 
ed management  offered  sev- 
eral minor  changes  to  a  deal 
that  union  members  had 
turned  down  the  week  before. 
The  new  contract,  which  is 
scheduled  to  go  to  a  vote  on 
Mar  5,  lifts  pay  by  37%, 
restoring  mechanics'  wages  to 
1994  levels.  If  it  passes,  as  ex- 
pected, the  company  then 
must  negotiate  an  agreement 
for  the  IAM's  other  24,000  cus- 
tomer-service and  ramp  work- 
ers. Then,  all  80,000  employees 
at  United  are  to  consider 
wage  cuts  of  up  to  10%  to 
help  the  ailing  airline. 

BRISTOL-MYERS  HAS 
A  LEGAL  HEADACHE 

WHEN  PATENTS  ARE  ABOUT  TO 

expire  on  blockbuster  drugs, 
pharmaceutical  companies 
such  as  Bristol-Myers  Squibb 
try  hard  to  keep  generic  vei-- 
sions  off  the  market.  Too 
hard,  a  U.S.  District  Court 
judge  has  ruled.  To  maintain 
a  monopoly  on  its  anti-anxiety 
drug  BuSpar  for  a  few 
months  longer,  Bristol-Myers 
filed  an  additional  patent  with 
the  Food  &  Drug  Adminis- 
tration at  the  last  minute. 
The  delaying  tactic  was  im- 
proper, the  court  decided  on 
Feb.  14.  The  ruling  allows 
consumer  groups,  makers  of 
generic  drugs,  and  states  to 
proceed  with  suits  against 
Bristol.  If  they  win,  the  com- 
pany could  be  liable  for  mil- 
lions of  dollars  in  damages.  A 
spokesman  says  the  company 
is  reviewing  its  options. 


HEADLINER:   DAVID   COTE 


THE  SWEET  SPOT  AT  HONEYWELL 


ONCE  IN  THE  GENERAL 

Electric  mold,  it's  hard  to 
escape  it.  That  was  the 
message  on  Feb.  19,  when 
Honeywell  International 
named  TRW  head  David 
Cote  to  succeed 
Lawrence  Bossidy, 
both  managers 
with  GE  roots. 
Bossidy,  66, 
came  out  of  re- 
tirement last  year 
to  take  the  hekn 
again  at  Honeywell 
after  its  merger  with 
GE  fell  apart.  "W^th 
Cote,  Honeywell  is  getting 
an  executive  with  the  per- 
formance-driven style  that 
is  the  hallmark  of  GE  man- 
agers. Cote,  49,  who  ran 
ge's  appliance  business  be- 
fore joining  TRW  in  late 
1999,  becomes  Honeywell's 


president  and  CEO  immedi 
ately,  and  will  add  the  cha 
man's  title  when  Bossidy  ) 
tires  in  June. 

At  TRW,  Cote  cut  costs 
and  headcount  and 
sought  to  boost  its 
aerospace  and  de 
fense-related  bu 
nesses,  though 
the  finits  of 
those  efforts 
have  yet  to  be 
seen.  But  at  Hoi 
eyweU,  most  of  tl 
cost-cutting  has 
been  done.  Instead, 
Cote  must  either  revive  o 
drop  its  industrial  and 
bmlding-automation  busi- 
nesses, while  boosting 
morale.  "The  potential  for 
the  company's  success  far 
outweighs  the  past,"  Cote 
says.         By  Robert  Berrif 


CIENA:  BULKING  UP 
FOR  A  NEW  BOUT 

LINTHICUM  (MD.)-BASED  TELE- 

com-equipment  maker  Ciena 
is  bulking  up  to  capture  a  lu- 
crative new  market.  With  its 
$900  million  purchase  of  ONI 
Systems,  announced  Feb.  18, 
Ciena  wiU  zip  past  rival  Nor- 
tel Networks  as  the  leading 
provider  of  optical  networks 
for  metropolitan  markets. 
Now,  Ciena  primarily  offers 
networks  crossing  long  dis- 
tances. ONI  will  help  boost 
Ciena's  revenues,  because 
telecom  carriers  are  still  buy- 
ing networks  for  their  metro 
markets. 


STAHL*S  BEAUn 
PLAN  FOR  REVLON 

NEW  REVLON  CEO  JACK  STAHL 

has  his  work  cut  out  for  him. 
The  48-year-old  Coca-Cola  lif- 
er has  to  stop  Revlon's  slide 
in  market  share,  halt  its  12 
straight  quarterly  losses,  and 


reverse  the  stock's  63%  ri 
cline  under  his  predecessj 
Despite  the  odds,  Ron  Per 
man,    who    owns    83% 
Revlon,  says  it  is  "ready 
thrive."  He  has  reason  to 
optimistic.   Stahl,  who  1« 
Coke  a  year  ago  after  clas| 
ing  with  CEO  Douglas  Dj 
was  credited  with  dramai 
increases  in  sales,  marl 
share,  and  operating  incor 
at  Coca-Cola  North  AmeJ 
ca.  Stahl  says  he  plans  to  1| 
cus  on  Revlon's  marketir 
new   products,   and   a  "i 
newed  commitment  to  cu| 
tomer  needs." 


ETCETERA- ■■ 

■  Cereal  maker  Kellogg  pla 
to  introduce  more  snacks  in< 
its  distribution  system. 

■  The  advertising  slump  cil 
Martha  Stewart  Livingf 
fourth-quarter  profits  by  3.3*J 

■  Idee  Pharmaceuticals'  cancel 
treatment  Zevalin  was  a]! 
proved  earlier  than  expected  I 
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Collaboration— it  all  begins  witb  a  shared  vision 

In  times  like  these,  you  can't  afford  to  partner  with  someone  who's  single-minded.  There  must 
be  a  shared  vision  and  shared  ideas  right  from  the  start.  We're  talking  about  collaboration. 
The  method  of  constant  dialogue  and  complementary  skills  interacting  to  create  better 
solutions.  Solutions  that  address  your  business  challenges,  make  the  most  of  your  existing 
infrastructure,  and  deliver  results  on  your  IT  investment.  At  Fujitsu,  we  work  very  closely 
with  our  clients  from  the  outset,  fostering  great  relationships  through  our  unique  approach 
to  consulting  and  services,  the  antithesis  of  prefabricated  solutions.  Information  technology 
is  not  the  panacea.  Collaboration  is.  Together,  we  can  accomplish  anything. 

It's  an  approach  that  further  benefits  from  the  expertise  and  resources  of  the  entire 
Fujitsu  group,  which  has  long  provided  world-class  technology  and  platform  products  all 
over  the  globe.  The  result?  Business  solutions  that  many  may  promise  but  few  can  deliver. 


FU^TSU 


Toget^^r  +^^  possiViilitips  are  infinite. 


Fujitsu  Consulting 

With  a  global  economy  and  fierce  competition  pressuring  their  bottom  Une,  most 
companies  today  seek  a  more  rapid  and  measurable  return  on  their  IT  investment. 

Knowing  this,  Fujitsu  has  been  building  a  results-focused,  global  consulting 
organization  to  be  known,  starting  in  April,  as  Fujitsu  Consulting.  This  new 
organization-comprising  what  is  currently  DMR  Consulting,  Fujitsu  Systems 
Business  of  America  and  other  businesses  within  Fujitsu-provides  a  full  breadth 
of  consulting  and  services  that  help  clients  design,  integrate  and  maintain 
high-impact,  strategic  business  solutions. 

Industry  and  business-process  knowledge 

Whether  it's  core  back  office,  front  office  or  extended  functions,  Fujitsu 
Consulting  has  an  excellent  track  record  in  building  relevant  solutions  that 
enable  companies  to  better  serve  their  customers  and  collaborate  with  their 
extended  supply  chain  of  employees,  vendors  and  partners. 

Customer  solutions 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries,  such 
as  enhanced  billing  systems  for  telecommunications  clients,  "straight-through 
processing"  to  reduce  risk  and  lower  costs  for  financial  services  clients, 
and  e-business  strategies  and  innovative  business  intelligence  solutions  for 
government.  Through  our  Application  Portfolio  Management  service,  we 
enable  clients  to  reduce  their  IT  costs  and  free  up  resources  to  focus  on  their 
core  business. 

Unique  ROI-focused  methodology 

Fujitsu  has  a  long  history  of  delivering  ROI  for  its  clients.  Our  unique,  proven 
methodology  enables  the  delivery  of  tangible  business  results.  The  methodology 
starts  by  focusing  on  the  results  the  client  expects  to  achieve  from  their 
investment.  It  then  provides  a  road  map  through  the  design,  implementation 
and  operation  of  the  solution  to  ensure  the  achievement  of  the  desired  results. 

Fujitsu— a  different  way  of  working 

At  Fujitsu  Consulting,  we  live  and  breathe  three  simple  but  revolutionary  ideas: 
deep  collaboration  with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for 
rolling  up  our  sleeves  and  getting  the  job  done.  It  is  the  unique  combination  of 
global  scope  and  human  scale  that  sets  us  distinctly  apart  from  our  competitors 
and  makes  us  so  attractive  to  our  clients. 
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MORE  MILES  TO  THE  GALLON.  PLEASE: 
WHY  DETROIT  SHOULD  WORRY 


At  the  Chicago  Auto  Show  on  Feb.  6,  General  Motors 
exec  Gary  L.  Cowger  was  defending  the  fuel  economy 
of  GM  cars  and  trucks  to  reporters,  saying  his  company 
was  adding  technology  to  make  conventional  cars  more  fuel- 
efficient.  But  Cowger  was  cut  off  by  Vice-Chairman  Robert 
A.  Lutz,  who  argued  that  the  only  way  to  make  Americans 
buy  fuel-efficient  cars  was  to  tax  gasoline  until  it  reached 
European  price  levels — $3  to  $4  per  gallon.  The  Corporate 
Average  Fuel  Economy  (cafe)  program  doesn't  work,  he 
said.  "What  we're  doing  is  analogous  to  fighting  national  obe- 
sity by  forcing  clothing  manufacturers  to  make  only  small 
sizes,"  Lutz  snapped. 

Lutz's  blunt  talk  reflects  the  com- 
plex political  equation  facing  the  Ad- 
ministration as  it  tries  to  move  for- 
ward with  the  first  increase  in 
fuel-efficiency  standards  in  a  genera- 
tion. The  President  was  strongly 
backed  by  the  auto  industry  in  2000, 
and  he's  trying  to  curry  favor  with 
auto  workers  in  key  states  such  as 
Michigan,  Ohio,  Pennsylvania,  and  Ten- 
nessee. White  House  pohtical  strate- 
gists, however,  would  like  to  use  the 
upcoming  cafe  debate  to  burnish  the 
President's  credentials  as  a  nonpartisan  steward  of  the 
environment. 

By  distancing  himself  from  corporate  interests.  Bush  might 
be  able  to  neutralize  some  of  the  flak  he  took  for  having  de- 
veloped an  energy  plan  in  concert  with  industry  leaders,  es- 
pecially officials  of  Enron.  And  he  could  claim  he's  helping  the 
country  escape  its  dependence  on  Mideast  oil. 

No  one  better  reflects  the  Administration's  split  on  cafe 
than  Transportation  Secretary  Norman  Y.  Mineta.  As  a  De- 
mocratic representative  from  California  in  the  early  '90s,  he 
championed  higher  fuel-economy  standards.  Now,  serving  a 
COP  President,  Mineta  is  urging  Congress  not  to  set  specif- 


KERRY:  Wants  a  35-mpg  standard  by  2013 


ic  miles-per-gallon  targets  in  law.  Instead,  he  wants  Capitol 
Hill  to  give  his  agency  the  authority  to  "reform"  fuel-econ- 
omy levels  administratively. 

Key  lawmakers  aren't  convinced.  Senators  John  F.  Kerry 
(D-Mass.)  and  John  McCain  (R-Ariz.),  Bush's  sometime  neme- 
sis, want  Congress  to  mandate  big  changes.  Kerry  would 
boost  the  standard  for  cars  and  light  trucks  to  35  mpg  by 
2013.  McCain  favors  a  36-mpg  level  by  2016.  Currently,  car- 
makers must  sell  a  fleet  of  vehicles  that  has  an  average  fuel 
economy  of  20.7  mpg  for  trucks  and  27.5  mpg  for  cars.  Kerry 
and  McCain  will  prod  Bush  to  take  tougher  action. 

So  will  the  environmentalists,  who 
accuse  the  White  House  of  hiding  a 
pro-industry  bias  behind  a  thin  veneer 
of  talk  about  raising  CAFE  standards 
through  the  time-consuming  use  of 
"sound  science."  Gripes  one  enviro  lob- 
byist: "They  know  what  to  do  on 
[driUing  in  the  Arctic  National  Wildlife 
Refuge],  but  they  need  time  to  study 

CAFE." 

Meanwhile,  the  auto  industry  is 
pulling  out  all  the  stops  to  prevent 
Congress  from  raising  cafe,  according 
to  an  internal  memo  obtained  by  Busi- 
nessWeek. The  memo,  from  Lutz  and  Cowger,  urges  members 
of  gm's  product-development  team  to  make  phone  calls  and 
send  letters  to  their  senators  complaining  about  higher  cafe 
standards,  which  the  executives  say  would  have  a  "devas- 
tating effect  on  gm's  competitive  position  and  the  health  of  the 
entire  domestic  auto  industry." 

Detroit  has  held  the  trump  card  for  two  decades  as  many 
Dems  tried  to  stay  in  the  industry's  good  graces.  But  now, 
with  Bush  eager  to  be  seen  as  kinder  and  gentler  on 
environmental  issues  and  Congi'ess  set  to  take  up  cafe  stan- 
dards in  late  February,  carmakers  could  be  headed  for  a  wall. 
By  Laura  Cohn,  vnth  David  Welch  in  Detroit 


CAPITAL  WRAPUP 


REAGAN  RECONSIDERED 

►  Ronald  Reagan  has  plummeted  in 
the  annual  President's  Day  poll  asking 
Americans  to  choose  their  greatest 
leader.  The  reason:  GOP  partisans  who 
have  been  behind  the  Gipper  have 
switched  to  George  W.  Bush.  The  Prez 
rocketed  fi-om  0%  to  13%,  just  behind 
second-place  finisher  John  F  Kennedy, 
according  to  an  ABC  News.com  poll. 
Reagan  slid  from  18%  to  8%,  tying  for 
fourth  with  two  chiefs  Republicans  love 
to  loathe,  Franklin  Roosevelt  and  Bill 
Clinton.  Landslide  favorite:  Lincoln. 


TROniNG  OUT  THE  HEROES 

►  Rescue  workers  who  risked  their 
lives  at  the  World  Ti-ade  Center  have 
had  their  images  plastered  on  products 
from  T-shii'ts  to  posters.  Now  they're 
getting  pohtical.  The  Sierra  Club  re- 
cently began  airing  radio  ads  that  fea- 
ture Portland  fireman  Ed  Hall,  who 
helped  at  Ground  Zero,  arguing 
against  drilling  in  the  Arctic  National 
Wildlife  Refuge.  Hall  was  one  of  five 
firefighters  who  welcomed  Bush  to 
Oregon  in  January.  Hall  says  he  told 
Bush:  "Mr.  President,  it  really  is  an 


honor  to  meet  you,  but  you  don't  have 
to  drill  for  oil  in  the  Arctic." 

BUSH:  GIVE  AND  TAKE 

►  To  win  a  one-vote  House  victory  for 
fast  track  trade  authority  last  Decem- 
ber, Bush  agreed  to  demands  from  tex- 
tile-state Republicans  to  restrict 
Caribbean  and  African  imports.  But  in 
Washington,  you  give  with  one  hand 
and  take  with  the  other.  Bush  is  rais- 
ing the  quota  for  clothing  from  Pak- 
istan by  $476  million  over  three  years. 
Reason:  A  thank-you  to  President  Per- 
vez  Musharraf  for  his  support. 
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International  Business 


JAPAN 


NISSAN  BETS 
BIG  ON  SMALL 

A  lot  is  riding  on  the  cute  little  March 


Drive  through  Tokyo  these  days  and 
you  see  them  eveiywhere:  zippy 
little  automobiles  that  look  like 
bumper  cars  for  grown-ups.  Quii'ky 
subcompacts  such  as  Toyota  Motor 
Corp.'s  pod-shaped  Vitz  and  Honda  Motor 
Co.'s  insect-like  Fit  are  huge  hits  in 
Japan,  providing  a  rare  piece  of  good 


news  for  an  industry  that  wall  sell  0.7% 
fewer  vehicles  at  home  this  yeai'  than 
last.  So  where  has  Nissan  Motor  Co. 
been  while  Toyota  and  Honda  were 
cleaning  up  with  the  Vitz  and  Fit?  Carlos 
Ghosn,  the  former  Renault  executive  who 
now  runs  Nissan,  ruefully  explains:  'This 
is  a  segment  where  we  didn't  renew  our 


m 
irith 


[lineup]  as  quickly  as  we  should  have.' 
Now  Nissan  has  a  chance  to  make  uj 
for  that  oversight.  This  month,  Japan'; 
No.  3  carmaker  unveils  its  answer  to  th^'re 
Fit  and  the  Vitz:  the  March,  the  firs- 
Nissan  car  to  share  a  platform  with  Re 
nault,  which  owns  a  controlling  stake  ii  lopt 
the  Japanese  auto  maker.  Nissan  hopes  and 
the  new  car,  a  reworking  of  a  10-year-olc  m 
design,  will  help  the  company  reverse  retr 
a  perilous  decade  of  sliding  sales  ir  era, 
Japan.  For  while  Ghosn  has  pushed  Nis 
san  through  a  brutal  restructuring  that  like 
made  the  carmaker  profitable  again — ^it 
expects  to  announce  record  earnings  for 
fiscal  2001,  the  second  year  in  a  row- 
Nissan  still  hasn't  reconnected  with 
Japanese  drivers.  That's  despite  the  bl 
launch  of  a  half-dozen  new  models  in  ire 
the  past  18  months.  "Nissan  can't  rely  h 
on  restructuring  forever,"  says  Koji 
Endo,  an  analyst  at  Credit  Suisse  First 
Boston  in  Tokyo.  "There's  no  question  it 
can't  afford  to  fail  with  this  model." 

The  success  or  failure  of  the  March 
also  will  be  a  referendum  on  Ghosn.  This 
is  the  first  Nissan  car  that  firmlv  bears 
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FASHION  STATEMENT 


Nissan's  Ghosn  is  offer- 
ing the  updated  March 
in  eye-catching  colors 
such  as  paprika  orange 

the  Brazil-born  French- 
man's imprint  and  that  of 
his  handpicked  team  of 
French  and  Japanese  de- 
signers. The  stakes  are 
high.  Last  year,  4  of  the  10 
best-selling  cars  in  Japan 
were  subcompacts.  As  a  re- 
sult, says  Ghosn,  "this  is  a 
segment  where  you  want 
to  be  competitive." 

Nissan  certainly  needs 
the  boost:  Last  year,  it 
eked  out  a  mere  0.2%  gain 
in  Japanese  market  share, 
to  18%,  a  long  way  from 
the  33%-plus  share  of  the 
1970s.  Besides,  selling 
more  cars  at  home  would 
relieve  pressure  on  Nis- 
san's U.S.  operations, 
which  analysts  say  will 
acount  for  about  three- 
quarters  of  the  $2.5  biUion 
net  profit  the  company  ex- 
pects to  earn  in  the  fiscal 
year  ending  in  March. 
"Gaining  domestic  market 
share  is  very  important," 
says  Patrick  Pelata,  execu- 
tive vice-president  for 
product  planning.  "It's  what  everybody 
inside  the  company  is  looking  at." 

With  the  new  March,  Nissan  is  trying 
to  recapture  the  edge  it  held  when  it  pi- 
oneered Japan's  subcompact  market 
viith  the  original  version  in  1992.  Nissan 
hopes  to  lure  both  longtime  March  fans 
and  newcomers  with  an  array  of  styling 
cues  that  combine 
retro  vdth  mod- 
ern. The  car's 
Volkswagen  Bug- 
Hke  silhouette, 
grinning  grill, 
and  compact  size 
are  classic.  But  ellipti- 
cal headlights  riding 
halfway  up  the  hood 
are  new,  as  are  the 
faux-ivory  dashboard 
dials.  The  result  is 
both  Japanese  and 
European,  reflecting 
the  sensibilities  of  de- 
sign studios  in  Ger- 
many and  Japan.  Says 
Satoru  Tai,  the  veter- 
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TOYOTA  VITZ 


an  who  oversaw  the 
process:  "We  want  peo- 
ple to  think  of  the 
March  as  more  pet 
than  tool." 

Nissan  wants  this 
car  to  turn  heads — es- 
pecially women's  heads. 
That  explains  five  new 
colors,  ranging  from 
paprika  orange  to  lima- 
bean  green.  The  de- 
signers came  up  with 
the  color  scheme  after 
staking  out  interior-de- 
sign boutiques  fre- 
quented by  single  women  in  theii-  20s 
and  30s,  the  chief  target  group.  These 
car  buyers  tend  to  have  more  dispos- 
able income  than  average,  in  part  be- 
cause most  still  live  \vith  their  parents. 
But  they  are  finicky,  prone  to  fixate  on 
easy  seat  adjustment  and  interior  color 
coordination  rather  than  horsepower  or 
trunk  capacity.  Hence,  the  ivory  knobs. 
"Not  all  clothes  have  black  buttons," 
says  Hideshi  SaiM,  a  34-year-old  design 
team  member.  "So  why  should  all  cars 
have  black  controls?" 

In  a  sign  of  the  March's  importance 
to  the  bottom  line,  Nissan  is  bending 
its  own  rules  to  generate  buzz.  In  a 
break  with  tradition,  dealers  have  been 
handing  out  promo  materials  and  price 
lists — stamped  "company  secret" — be- 
fore the  official  launch.  Since  Decem- 
ber, marketing  teams  have  fanned  out 
nationwide  to  brief  dealers  about  such 
selling  points  as  standard  side  airbags,  a 
new,  gutsier  engine,  and  an  onboard 
computer  that  allows  drivers  to  down- 
load directions  and  send  e-mails — a  fea- 
ture more  often  found  in  luxury  cars. 

W^  the  March  be  a  hit?  Most  analysts 
believe  it  will,  though  some  current 
March  owners  may  not  like  the  Euro 
styling.  For  his  part,  analyst  Endo  pre- 
dicts back  orders  will  hit  40,000  by  the 
time  the  car  arrives  in  showTooms 
next  month,  creating  enough 

pent-up  demand  to  keep 
J     sales  at  10,000  units     ' 

BATTLE  OF 
THE  SUBCOMPACTS 
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MODEL 

PRICE 

ENGINE 

DEBUT 

GIMMICK 

NISSAN  MARCH 

$7,800 

1/1.4-liter 

2002 

Onboard  e-mail 

HONDA  FIT 

$8,100 

1.3-liter 

2001 

All  seats  fold  down  flat 

MAZDA  DEMIO 

N.A. 

1.3/1.5-liter 

2002 

Stores  2  bikes  in  rear 

TOYOTA  VITZ 

$5,385 

1/1.3/1.5-liter     1999 

Data:  Companies 

Euro-styling 

a  month  for  the  first 
six  months.  That  kind 
of  pace  would  trail  the 
red-hot  Fit,  which  is 
moving  off  lots  at  a 
rate  of  17,000  units  a 
month.  But  it  would 
easily  blow  the  March 
past  the  Toyota  Vitz. 
"Customers  are  excited 
about  the  new  model," 
says  Fumio  Sato,  who 
runs  a  Nissan  show- 
room in  Tokyo.  "It's 
been  a  long  wait  for 
diehard  March  fans." 
The  car  is  priced  to  sell.  The  most 
basic  version  starts  at  $7,800,  less  ex- 
pensive than  the  $8,100  Honda  Fit  but 
pricier  than  the  $5,385  Toyota  Vitz 
(table).  Nissan  can  afford  to  keep  the 
price  low  because  of  economies  of  scale 
achieved  by  platform-sharing  with  Re- 
nault. A  whole  class  of  sister  models 
will  be  built  around  the  March,  including 
the  similar  Cube  model,  to  debut  in 
Japan  later  this  year,  and  a  version  for 
Europe  called  the  Micra.  Company  offi- 
cials say  Nissan  will  save  hundreds  of 
millions  of  dollars  over  the  life  of  each 
platform  by  sharing  chassis  and  engines. 
If  the  March  doesn't  perform  as 
promised,  investors  will  wonder  just 
how  sustainable  Nissan's  turnaround 
really  is.  One  cause  for  concern:  The 
Renault  veterans  now  running  the 
show  at  Nissan  have  misjudged  con- 
sumer tastes  in  Japan  before.  Sales  of 
the  new  Bluebird  Sylphy  sedan  and  X- 
Trail  sport-utility  vehicle  have  hovered 
near  monthly  targets,  but  other  recent 
additions,  including  the  Stagea  wagon, 
Primera,  and  Skyline  midsize  sedans 
and  the  Cima,  or  Infiniti  Q45,  luxury 
car,  are  undershooting  sales  goals. 

To  be  sure,  these  cars  were  all  in  the 
development  pipeline  before  Ghosn  ar- 
rived, but  his  team 
tweaked  the  de- 
signs. And  while 
y    the  new  March 
was    also    on 
the      drawing 
board,  Ghosn's 
team  is  responsi- 
ble for  the  end  result. 
Early  indications  are 
that    Nissan    has    a 
winner  on  its  hands. 
But     if    the     March 
fails,    Ghosn's    crea- 
tion will  need  a  new 
name.  How  about  the 
Plod? 

By  Chester  Dawson 
ill  Tokyo 
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A  VIDEO-GAME  WAR 

THAT'S  JUST  DANDY  FOR  EVERYONE 

Rival  sets  and  cool  titles  put  the  zing  back  in  Japan's  industry 


Last  year,  Japan's  $9  billion  video- 
game industry  was  on  a  losing 
streak.  Once-mighty  Sega  Corp. 
teetered  on  the  brink  after  betting  bil- 
lions on  a  new  souped-up  game  system, 
Dreamcast,  that  failed  to  catch  on  with 
fickle  gamers.  Execs  at  Sony  Corp.  and 
leading  software  houses  watched  nerv- 
ously as  the  new  PlayStation  2  failed  to 
generate  sales  of  high-mai-gin  game  soft- 
ware. If  that  wasn't  bad  enough,  Sep- 
tember 11  zapped  what  hope  there  re- 
mained for  yearend  sales. 

Now,  the  industry  is  back 
in  the  game.  Thanks  to  an  un- 
expected spending  spree  in  the 
last  three  months  of  2001,  U.  S. 
sales  of  game  hardware,  soft- 
ware, and  accessories  surged 
43%  last  year,  to  $9.4  billion, 
says  U.  S.  market  researcher 
NPD  Group  Inc.  In  Japan, 
December  sales  of  game 
software     alone    jumped 
50%,  to  $670  milUon  from 
the  year  before.  "Everyone 
did  well  at  Christmas,"  says 
Lisa  Spicer,  a  game  indus- 
try analyst  at  ing  Barings  in 
Tokyo.  "The  industry  is  now 
looking  at  two  or  three  years 
of  significant  growth." 

The  big  winners  in  this  scenario 
are  Japanese  game  developers,  who 
account  for  $3  billion  in  local  soft- 
ware shipments  and  $2  billion  over- 
seas. Although  many  games  are  in 
the  early  stages  of  development,  Japan's 
top  ten  houses  are  expected  to  showcase 
a  wide  range  of  graphics-packed  titles  at 
the  E3 — Electronic  Entertainment 
Expo — game  extravaganza  in  Los  An- 
geles in  May.  "Ex-pect  to  see  some  stun- 
ning new  game  software,"  says  Kazumi 
Kitaue,  head  of  software  at  Konami 
Corp.,  among  Japan's  largest  developers. 

An  array  of  new,  cool  machines  is 
driving  gi-owth.  For  starters,  there's 
Sony's  popular  PS2,  which  has  soid  more 
than  26  million  units  worldwide.  But  it 
took  the  release  of  new  rival  platforms 
to  ignite  demand.  Microsoft  Corp.'s 
much-hyped  Xbox  made  its  debut  in 
the  U.  S.  last  November  and  in  Japan  on 
Feb.  22;  it'll  appear  on  European  store 
shelves  in  March.  Then  there's  Nintendo 


Co.'s  hip,  family-oriented  GameCube 
console  and  popvdar  Game  Boy  Advance. 
"Three  powerful  platforms  is  an  ideal 
situation,"  explains  Zachary  Liggett, 
game  analyst  for  WestLB  in  Tokyo.  "De- 
velopers can  sell  more  games  in  a  big- 
ger market  as  well  as  negotiate  

better    conditions    with    the   SEGA'S  SAGAS: 


hardware  companies." 


Virtua  Fighter  i 
and  Virtua 
Striker  3 
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In  the  game  indus- 
try, content  rules.  No 
matter  how  technologi- 
cally advanced  a  con- 
sole may  be,  it's 
doomed  without  entic- 
ing game  titles.  For 
that  reason,  Sony,  Mi- 
crosoft, and  Nintendo 
are  expected  to  woo 
top  developers  to  their 
o^A^l  platform  by  giving 
creators  a  better  deal. 
Sony  has  just  announced  it  would  re- 
duce by  a  third— from  $2.25  to  $1.50— 
the  unit  price  it  charges  developers  to 
produce  a  game  disk  for  the  PlaySta- 
tion. Also,  Sony  offered  to  reduce  its 
royalties,  what  it  collects  from  the  sale 
of  each  $50  game  title,  by  up  to  25%. 


BACK  IN  THE  GAME 
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Already,  leading  software  houses  ari 
reporting  upbeat  earnings.  In  the  thiri 
quarter  of  2001,  Koei  Corp.'s  operatin; 
profit  jumped  36%  to  $12  million  o 
sales  of  $33  million,  up  41%  year-on 
year.  It  helped  that  its  Dynasty  War 
riors  3,  a  gory  medieval  fighting  gam^ 
became  a  blockbuster,  with  sales  o 
900,000  units  in  Japan  and  more  tha: 
200,000  in  the  U.  S.  Sega,  now  focuses 
on  software  development  and  its  arcad 
center  business,  expects  to  return  t 
the  black  for  the  year  ending  in  March 
It  hit  the  jackpot  with  Sonic  the  Hedgi 
hog  for  Nintendo's  GameCube  and  ex 
pects  another  hit  with  a  new  versioi 

of  Virtua  Fighter,  a  martial 

arts  game.  Sega  must  "cate: 
to  all  the  console  platforms  am 
market  globally,"  says  chief  o 
erating  officer  Tetsu  Kayama 
StiU,  the  business  is  wildl; 
unpredictable.  Publishers  ma; 
crank  up  sales,  but  games  fo: 
the  new  128-bit  consoles  thai 
deUver  complex  3-D  graphic; 
are  increasingly  expensive  t 
develop.  Back  in  the  days  of 
bit  and  16-bit  machines, 
the  late  1980s  and  earl 
'90s,  developers  spent  a 
average  of  several  mont 
and    several   hundre 
thousand  dollars  to  de 
velop  a  title.  Today,  i 
takes   two   years   and| 
costs  $10  million. 
But  as  the  rivalry 
intensifies     between 
Sony  and  Microsoft,  de- 
velopers may  be  able  to 
convince  hardware  compa- 
nies to  help  defray  the 
costs  of  R&D.  Sony  isn't 
wasting  time.  Late  last 
year,  it  came  to  the 
rescue  of  the  Tokyo- 
based     Square     Co., 
which  last  year  wrote 
off  $110  million,  due  to 
the   flop    of  the    film 
version    of  its    Final 
Fantasy   role-playing 
video  game.  Recently, 
Sony  bought  the  trou- 
bled   U.S.   developer 
Naughty    Dog    Inc., 
creator    of   the    pop- 
ular Crash  Bandicoot 
games.  With  its  huge  pile  of  cash,  Mi- 
crosoft is  even  better  positioned  than 
Sony  to  start  buying  loyalty.  It's  too 
early  to  predict  the  outcome  of  this 
game  war.  But  one  thing  is  apparent: 
It's  good  for  business. 

By  Iretie  M.  Kunii  in  Tokyo 
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You  have  all  the  information  you  need. 

Somewhere. 


Information.  You  have  terabytes  of  the  stuff.  But  it's  squirreled  away  in  databases  and  operational 
systems,  where  you  can't  find  it  when  you  really  need  it.  You  need  Business  Objects.  Our  business 
intelligence  software  mines  your  information  whether  it's  buried  in  databases  or  supply  chain, 
customer  care,  logistics  and  finance  systems.  And  it  provides  you  instant,  actionable  intelligence  and 
analytics.  All  based  on  your  business  goals  and  metrics.  Over  13,000  of  the  world's  most  intelligent 
companies  already  use  our  software.  Shouldn't  you  be  among  them?  Call  1-800-527-0580  ext.  32 
or  visit  businessobjects.com/information  and  download  a  free  chapter  on  data  overload  from 
McGraw-Hill's  "e-Business  Intelligence." 

Business  Intelligence.  If  you  have  it,  you  know. 
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COMMENTARY 


By  Carol  Matlack 


MEMO  TO  JEAry«ARIEMESSIER 


Dear  Mr.  Messier:  New  York's  a 
tough  town,  huh?  When  you 
moved  into  vour  $17.5  million 
Park  Avenue  ap^ment  last  fall,  you 
were  hoping  to  turn  your  media  and 
communications  company  mto  the 
toast  of  Wall  Street.  But  the  reception 
on  the  Street  has  been  decidedly  cool. 
Shai-es  are  dowm  30%  smce  Jan.  1. 
You  tried  to  halt  the  slide  by  going  on 


cations  companies  pipe  water  m  Pans, 
and  haul  garbage  in  Bogota   Those 
are  some  of  the  actiNlties  of  Vivendi 
Enxironment.  That's  a  sepai-ately  hst- 
ed  utmtv  company-but  its  also  63%- 
ox^-ned  bv  Vivendi  Universal,  which 
folds  the  results  of  Vivendi  Emnron- 
ment  into  its  ninnbers. 

The  utilitv  biz  generates  approxi- 
mately $25  billion  in  revenues,  and  it 


You  tried  to  halt  the  slide  by  going  on     "--'^^  -"       ^^^^^  Universal's 
U.S.  T^-  shows  and  talkmg  up  Tivend^     r.^"^fbefore  mterest,  taxes,  de 


at  investor  conferences.  Then,  in  Feb- 
ruary, when  U.S.  Secmities  &  Ex- 
change Commission  "quiet"  rules 
barred  you  from  communicatmg  ^\^th 
shareholders  before  the  release  of  an- 
nual results  on  Mar.  5,  you  posted  a 
letter  to  employees  on  the  compan>  s 
Web  site,  saying  that  Vivendi  was  a^ 
victim  of  "rumors  and  mampulation. 

Sure,  your  compan/s  getting  a 
bum  rap  on  a  few  counts.  For  exam- 
ple, some  people  have  warned  of  a 
nasty  surprise  when  the  company 
switches  from  French  to  U.S.  ac- 
counting standai-ds  this  spmg. 
Though  in  vour  letter  you  reported  a 


eaniiBgs  before  interest,  taxes,  depre- 
ciation, and  amortization.  You  love  to 


Sure,  Vivendi  is 

getting  a  bum  rap  on  a  _          „    .,.     , 
few  counts.  But  there  are  plenty  of  legitimate 
reasons  why  investors  are  nervous  


VIVENDI  CEO  MESSIER 

lower  number,  some  analysts  reckon 
that  under  U.S.  generally  accepted 
accountuig  principles,  \'ivendi's  debt 
could  hit  $28  billion,  as  much  as  $9 
billion  more  than  would  be  reported 
under  French  standards. 

No  matter.  Analysts  and  credit-rat- 
ing agencies  are  well  aware  of  the  is- 
sue and  figui-ed  the  differential  be- 
tween French  and  U.  S.  accounting 
into  their  own  estur.ates  months  ago. 
Indeed,  analysts  say  Vivendi's  in- 
vestor relations  staff  helped  them  soil 
through  the  accounting  questions.  You 
yom-self  feel  a  lot  will  ut-  cleared  up 
when  the  accounting  s    : -ch  is  com- 
plete. 

But,  Ml-.  Messier,  you  must  admit 
investors  stUl  have  a  ri;xht  to  be  nerv- 
ous. How  many  media  >nd  cc.mmum- 


talk  about  EBITDA,  Mr.  Messier  But 
do  steadv  utility  revenues  mask 
weaknesses  in  more  volatUe  Vivendi 
units?  You  sav  no.  But  that's  hard  to 
verifN^  since  Vivendi  doesn't  break  out 
the  numbers. 

Ai-e  vou  in  the  mood  for  more  ad- 
vice'' Come  clean  about  operatmg 
earnings.  All  last  yeai-  you  boasted 
that  Vivendi's  EBITDA  was  on  course 
to  meet  your  annual  growth  target  of 
',5%.  But  what  vou  didn't  say  was 
that  one  of  your  fastest-grox\-ing  busi- 
nesses Fren   i  phone  company  Cege- 
tel.  is  only  ^    :  -oN^-ned  by  Vivendi 

-       di  books  100%  of  Cege- 
-amings  when  it  com- 


Even  so,  ^' 
tel's  openr 
piles  EBI1 
True,  ^ 
through  . 


controls  Cegetel 
\  shai-e  aiTange- 


ment.  And  this  accounting  practice  is 
perfectly  legal:  The  European  Aero- 
nautics Defense  &  Space  Co.  consoh- 
-dates  100%  of  Airbus  Industrie's  oper- 
ating earnings,  even  though  it  owns 
only  80%  of  Airbus.  Besides,  Vivendi 
doesn't  count  100%  of  Cegetel  when  it 
reports  net  profits.  Still,  if  you'd 
counted  44%  of  Cegetel's  operatmg 
profits,  the  EBITDA  for  your  telecom 
diNision  in  2000  would  have  been  $5^7 
miUion  instead  of  $1.2  billion. 

By  the  way,  shareholders  could  also 
use  some  help  sorting 
out  the  performance  of 
your  core  holdings.  The 
fihn  and  T\'  dixasion 
lumps  together  the  fi- 
nancials  of  Universal 
Studios,  European  pay- 
T\'  company  Canal+,  and 
other  operations  ranging 
from  theme  parks  to  ho- 
tels. You  recently  hired 
a  new  investor  relations 
chief,  former  secmities 
analyst  Laura  Martin, 
who' is  expected  to  push 
for  more  detailed  finan- 
cial reporting.  Let's 
^^^_^  hope  she  works  fast. 
Most  of  all,  investors  want  reassur- 
ance that  vou  x^ill  stick  to  your  strat- 
egy. In  yolir  recent  letter  to  employ^ 
ees  you  \\Tote:  "Our  priority  for  2002 
is  internal  groA\i:h,"  and  you  said 
there  were  no  major  acquisitions  m 
the  pipeline.  You  made  similar  state- 
ments after  buving  textbook  pubhsher 
Houghton  Mifflin  for  $2.2  billion  m 
June.  Then  in  December,  you  plunked 
do\\'n  $10.3  billion  to  buy  USA  Net- 
works Inc.'s  entertainment  busmess 
and  laid  out  $1.5  billion  for  a  stake  m 
EchoStar  Communications  Corp. 

You  also  spent  more  than  $2  bilhon 

last  year  for  a  stake  in  a  Moroccmi 

phone  company,  Maroc  Telecom.  Thes 

deals  not  only  drive  up  debt,  they  als 

make  it  even  harder  to  figure  out  ho^ 

all  the  pieces  fit  together  and  whethe 

they  are  creating  value  for  sharehoW 

ers  We  know  you're  eager  to  attract 

more  U.S.  investors.  But  winmng 

them  over  ^m  require  straight  talk 

and  hard  numbers. 

Matlack  ewers  French  busiimss. 
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Through  pioneering  nanotechnology  research,  NEC  is  opening  new  frontiers.  Today,  NEC  is  a  leading  innovator 
in  this  important  field.  NEC  has  demonstrated  precise  3D  nanometric  scale  production  that  points  the  way  to 
ultra-miniature  devices  like  biosensors  and  highly  efficient  optical  communications  components.  Low  cost,  long 
lived  and  environmentally  friendly  mobile  power  sources  based  on  carbon  nanotube  fuel  cells  may  also  result 
from  our  advances.  Empowered  by  innovation,  our  expertise  in  networking,  systems  integration  and  custom 
semiconductors  helps  NEC  develop  optimum  solutions  in  broadband,  mobile  Internet  and  more.  For  information 
visit  www.necus.com  or  call  1.800.338.9549. 


Empowered  by  Innovation 


www.necus.com 


What  does  product 

development 
Tnean  to 

EMC? 


"Driving  product  innovations 

like  a  startup,  getting  them  to  market 

like  a  global  leader." 

-Dave  Ellard,  Senior  Vice  President  and  CIO 

EMC  Corporation 


As  manufacturers  look  for  new  ways  to  stay  ahead,  more  and  more  are  returning  to  what  really  sets  them  apart- 
their  products.  That's  why  visionary  ClOs  like  Dave  Ellard  have  put  themselves  on  the  product  development  team.  PTC 
collaborative  product  development  solutions  have  allowed  EMC  to  cut  weeks  out  of  core  processes  and  deliver  the  next 
generation  of  stc-age  solutions  faster.  "Ultimately,  what  PTC  has  helped  us  do  is  make  our  entire  company  more  scalable," 
says  Ellard,  "so  we  extend  our  leadership."  For  more,  download  our  case  study  on  EMC  at  www.ptc.com/go/emc. 


Product  development  mf  gns  business." 
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AHACKING  IRAQ: 

CAN  CHENEY  WIN  OVER  THE  ARABS? 

expected  to  offer  to  try  methods  short  of  military  interven- 
tion. Indeed,  the  Bush  team  may  make  one  last  bid  to  get 
U.N.  weapons  inspectors  into  Iraq.  But  U.S.  officials  don't  ex- 
pect Saddam  ever  to  comply  fully  with  U.  N.  demands  that  he 
stop  developing  weapons  of  mass  destruction.  "If  he  doesn't 
change,  we  will  attack,"  insists  the  Administration  official. 

Although  no  firm  decisions  have  been  made  on  when  or 
how  to  unseat  Saddam,  the  seeming  inevitability  of  war  is  al- 
ready affecting  the  region.  Baghdad  would  like  to  see  the 
Middle  East  get  so  hot  that  the  U.  S.  dare  not  inflame  the  re- 
gion further  by  targeting  Iraq.  And  although  he  is  hitting  the 
Palestinians  hard,  Israeli  Prime  Minis- 
ter Ariel  Sharon  is  resisting  demands 
from  wdthin  his  coalition  to  destroy  the 
Palestinian  National  Authority.  "Sharon 
does  not  want  the  situation  to  get  out  of 
hand,  as  this  could  have  a  detrimental  ef- 
fect on  any  American  action  in  the  re- 
gion," says  a  senior  Israeli  official. 

Will  Cheney's  mission  succeed?  Tur- 
key does  not  want  a  war,  but  as  a  U.  S. 
ally  it  will  probably  cooperate  in  the  end. 
Saudi  Arabia,  Egypt,  and  other  Arab 
nations  are  expected  to  complain  loudly 
in  public.  But  they  well  may  go  along 
with  U.  S.  moves  in  private.  "They'll  support  it  if  the  U.  S.  can 
show  there  is  no  risk  of  the  plan  failing,"  says  a  European 
diplomat  in  Cairo.  It  wiU  help  if  the  U.  S.  can  also  make  an  ef- 
fort to  forge  a  Mideast  peace  deal. 

Saddam  was  still  powerful  enough  to  crush  a  coup  by  dis- 
sident members  of  his  Republican  Guards  last  year.  That's 
why  the  betting  is  that  Washington  will  have  to  send  more 
than  perhaps  200,000  ground  troops,  several  carrier  groups, 
and  hundreds  of  planes.  Such  a  force  could  conquer  not  just 
Saddam — it  would  also  win  over  skeptics  in  the  region. 

By  Stan  Crock  in  Washington,  with  Susa^i  Postlewaite 
in  Cairo  and  Neat  Sandler  in  Jerusalem 


Protesters  plagued  President  George  W  Bush  on  his  re- 
cent trip  to  Seoul,  furious  that  he  named  North  Korea  as 
part  of  the  "axis  of  evil."  But  his  journey  may  prove  to 
De  a  picnic  compared  with  Vice-President  Dick  Cheney's 
planned  tour  of  the  Mideast  come  March.  Cheney's  job  wiU  be 
l;o  pave  the  way  for  a  probable  military  campaign  to  oust  the 
most  threatening  leader  of  the  "axis"  countries:  Iraqi  strong- 
man Saddam  Hussein.  Even  before  Cheney  boards  his  plane, 
:he  outcry  is  growing.  It's  unacceptable  for  an  outside  power 
:o  "bomb  the  hell"  out  of  an  Arab  country  and  install  a  new 
regime,  declares  one  infiuential  Egyptian. 

Cheney's  task  is  to  overcome  such  op- 
position and  win  cooperation — grudging, 
f  necessary — as  he  visits  Egypt,  Israel, 
lordan,  the  Persian  Gulf  states,  and 
Furkey.  One  issue  he  will  tackle  is  the 
:hreat  Saddam  poses  to  other  Gulf  states, 
?ven  afi;er  10  years  of  sanctions  against 
[raq.  Cheney  will  argue  that  unless  the 
U.S.  tames  Saddam  and  ends  all  possi- 
Dihty  of  an  Iraqi  nuclear-arms  program, 
ill  neighboring  countries  are  at  risk, 
[raq's  plans  "to  dominate  the  Arabian 
Peninsula  and  perhaps  beyond  are  not 
n  the  interest  of  any  nation  in  the  re- 
^on,"  says  a  top  Administration  official.  "They  all  know  it." 

Cheney  must  also  allay  fears  that  the  end  of  Saddam's 
reign  could  lead  to  a  civil  war  or  the  breakup  of  Iraq  into 
separate  states  dominated  by  Kurds,  Shiites,  and  Sunnis. 
'We  know  from  experience — Lebanon,  Somalia — that  the 
choice  is  not  always  between  good  and  bad  but  between  bad 
ind  worse.  It  will  be  much  worse  if  there  is  civil  war,"  says 
A-bdel  Moneim  Said,  director  of  Cairo's  Al-Ahram  Center 
For  Political  &  Strategic  Studies.  The  U.S.  may  have  to 
promise  a  long-term  economic  and  military  commitment  to 
:hese  skittish  leaders  to  get  them  on  board. 

To  calm  fears  that  the  U.  S.  is  being  too  hasty,  Cheney  is 


THE  VEEP:  He  has  a  tough  trip  ahead 


GLOBAL  WRAPUP 


BLAIR  STUMBLES 

►  Britain's  Prime  Minister  Tony  Blair 
may  be  a  star  on  the  world  stage,  but 
he  doesn't  get  much  respect  at  home. 
For  the  past  week,  Blair  has  been  un- 
der fire  for  intervening  on  behalf  of  a 
Labour  Party  donor  in  efforts  to  win 
a  privatized  Romanian  steel  plant  last 
summer. 

A  burst  of  union  activism  is  also 
embarrassing  Blair.  A  more  militant 
breed  of  union  leaders  claims  that 
Blair  has  betrayed  Labour's  tradition- 
al blue-collar  base  through  his  tight 


fiscal  policies.  A  wide  range  of 
unions — from  train  crews  to  postal 
employees  to  health  workers — are 
growing  restive.  If  the  Conservative 
opposition  were  not  in  such  a  sham- 
bles, Blair  would  be  in  serious  trouble. 

KIRCH  WORRIES  THE  FANS 

►  Sports  fans  could  be  among  those  to 
suffer  the  most  from  the  financial  cri- 
sis at  German  media  company  Kirch 
Group.  Leo  Kirch's  Munich-based  em- 
pire controls  broadcast  rights  to  Ger- 
man professional  soccer  and  Formula 
One  auto  racing.  Already,  there  is 


nervousness  about  whether  Kirch 
Group,  struggling  under  debts  and  ob- 
ligations estimated  as  high  as  $11  bil- 
lion, can  keep  making  scheduled  pay- 
ments worth  hundreds  of  millions  of 
dollars  to  the  nation's  financially 
strapped  teams.  The  company  man- 
aged to  make  an  installment  last  week, 
but  if  it  has  to  delay  or  miss  future 
payments,  some  soccer  clubs  could  get 
hit.  The  sports  angle  helps  explain 
why  Chancellor  Gerhard  Schroder  is 
keeping  a  close  eye  on  Kirch's  woes. 
Take  away  televised  soccer,  and  there 
could  be  a  popular  revolt. 
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Economics 


POLICY 


INFLATION'S  GONE. 

THArS  A  GOOD  THING,  RIGHH 

Yes,  but  it  will  make  the  Fed's  job  much  more  complicated 


Since  1979,  when  Paul  A.  Volcker 
took  the  helm  at  the  Federal  Re- 
serve, the  mission  of  the  central 
bank  has  been  clear:  to  beat  inflation 
down  by  repeated  clubbings  with  the 
monetary  policy  truncheon. 

It's  time  to  celebrate  the  Fed's  suc- 
cess. By  its  own  definition,  the  long 
fight  for  price  stability  has  been  won, 
convincingly.  The  latest  numbers 
from  the  Bureau  of  Labor 
Statistics  show  that  core  in-     '> 
flation — outside  of  food  and  en- 
ergy— rose  only  2.6%  from  Janu- 
ary, 2001,  to  January,  2002. 
Over  the  past  five 


Of  course,  no  one  wants  to  go  back  to 
the  bad  old  days  of  high  inflation.  With 
price  increases  small,  borrowing  is 
cheaper  because  interest  rates  are  low- 
er. Productivity  improves  as  companies, 
unable  to  pass  along  costs  as  higher 
prices,  are  forced  to  operate 
more  efficiently.  And  most 
important,  prices  become  a 
better  guide  to  allocating 
corporate  resources.  "If 
you  have  inflation,  it's 
hard  to  separate  out  how 
much  of  price  changes 
Jj  are  noise  and  how 
much   are   demand- 
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years,   it   has 
been  hovering 
around    2.5% 
or  so  (chart), 
with    no    sign 
either    an    inflationary 
surge  or  a  deflationary  spiral.  In- 
flation is  no  longer  a  factor  in  long-term 
decision-making  by   companies,   con- 
sumers, and  investors.  And  as  Fed 
Chairman  Alan  Greenspan  has  ar- 
gued, that  means  the  U.S.  is 
effectively  at  price  stabiUty. 

But  now,  having  reached 
the  equivalent  of  economic 
Valhalla,  the  Fed's  job  may 
have  gotten  more  complicated. 
As  the  U.  S.  heads  out  of  this 
downturn,  low  inflation  poses 
new  problems  for  mone- 
tary policy  that  no  one 
at  the  Fed  has  faced  be- 
fore. "The  Fed  was  hke 
a  dog  chasing  the  infla- 
tion bus,"  observes  Paul 
McCuUey,  chief  econo- 
mist at  Newport  Beach 
(Calif.)  money  manager 
PIMCO   Advisors.   "No- 
body ever  thought  they 
would  catch  it."  And  in 
some  ways,  stability  cre- 
ates difficulties  for  cor- 
porate managers,  too. 
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driven,"  says 
Neal   Soss,   chief 
economist  at  Credit  Suisse 
First  Boston. 

But  having  reached  price 
stability,    maintaining    it 
does  require  a  change  in 
the  Fed's  mindset.  Over 
the  past  20  years,  the 
Fed  has  pursued  a  policy 
of  "opportunistic  disinflation" 
when  coming  out  of  reces- 
sions.   After   a    downturn 
would  dampen  inflation,  the 
Fed  would  tighten  credit  in 
the  recovery  to  ensure  that 
prices  didn't  shoot  back  up. 
Such  a  policy  worked  well 
after  the  1981-82  and  1990- 
91  recessions,  when  core 
inflation  was  above  4%. 
But  now,  \\ith  infla- 
tion  already   low,   the 
Fed  faces  a  quandary. 
The  federal  funds  rate, 
now  at  1.75%,  )b\iously 
has  to  be  raised  as  the 
economy  recovers.  But 
aggressive  tightening 
could    push    inflation 
down  too  low,  sending 
some    sectors    of    the 
economy  into  deflation — 
that  is,  falling  prices.  On 
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the  other  hand,  going  hght  on  the  mon| 
etary  brake  could  potentially  create  fu| 
ture  risks.  With  little  inflation  pricecf 
in,  short-term  interest  rates  could  staj 
low  even  as  the  recovery  gets  into 
swing — ^perhaps  as  low  as  a  fed  fundi! 
rate  of  3%  to  4%.  That  wouldn't  leav^ 
much  room  for  the  Fed  to  cut  wher 
the  next  slowdown  comes. 

That  may  be  why  the  Fed  seems  unj 
usually  divided  when  signaling  what  it'^j 
going  to  do  over  the  next  few  months 
"My  foot  isn't  heading  for  the  braktl 
yet,"  says  MinneapoUs  Federal  ReservJ 
President  Gary  H.  Stem.  On  the  otheij 
hand,  Atlanta  Federal  Reserve  Ban! 
President  Jack  Guynn  stated  in  a  Feb! 
14  interview  with  financial  media  net! 
work  Bloomberg  that  he  was  pleasec 
the  bond  market  appeared  to  be  pricing 
in  a  tightening  of  roughly  a  half-per-| 
centage  point  by  September. 

But  it's  not  just  the  Fed  that's  goin^ 
to  have  to  change  its  practices  because 
of  price  stability.  If  corporate  execs  can'l 
raise  prices,  they  face  new  problems 
well.  For  one,  inflation  lower  than  3%  is 
historically  associated  with  deteriorating 
earnings  and  rising  bond  defaults,  says 
Soss,  based  on  data  from  1920  to  2000] 
"So  much  of  our  financial  struc-l 
ture  requires  that  people 
have  enough  pricing 
power  to  meet  theii 
debts,"  he  says.  "If  thej*! 

$  don't  have  it,  then  cred-[ 

it    problems    begin   tc 
surface." 
Moreover,  with  infla-| 
tion  low,  corporate  man^ 
„^,„„^^  agers  may  need  to  lea 

new  ways  to  cut  labor 
costs.  In  high-inflation  periods,  a  wagel 
freeze  was  good  enough  to  do  the  trick.[ 
"In  the  1970s,  a  wage  freeze  meant! 
wages  were  actually  falling  by  10%  al 
year,"  says  Laurence  M.  Ball,  an  econo-l 
mist  at  Johns  Hopkins  University.  In| 
today's  economy,  a  wage  freeze  would  I 
cut  real  costs  by  only  2%.  Since  it'sl 
hard  to  persuade  workers  to  take  a  pay! 
cut,  corporations  may  have  to  be  more[ 
aggressive  about  cutting  jobs. 

Right  now,  it  may  be  premature  to  I 
worry  about  the  problems  associated! 
with  long-term  price  stability.  One  issue  I 
is  w^hether  the  fight  against  terrorism  I 
pushes  up  prices  as  resources  go  into  I 
security  rather  than  production.  "There's! 
an  inflationary  aspect  to  war,"  says  Soss.  I 
But  for  now,  there's  no  sign  of  run- 
away prices.  The  era  of  price  stabili- 
ty— ^with  its  pluses  and  minuses — ^is  like- 
ly to  be  here  for  a  while,  and  people  are  [ 
going  to  have  to  get  used  to  it. 

By  Margaret  Popper  in  New  York  I 
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The  Supply  Chain 

When  You  Can  Flatten 
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Rockwell  Automation  can  link  your 
manufacturing  operations  to  your  business  goals. 

e-Manufacturing  isn't  a  new  way  to  make  a  product.  It's  the  advanced  way  to 

link  your  resources  together  to  achieve  significantly  greater  efficiencies. 

Rockwell  Automation  integrated  plant-floor  architecture,  with  seamless 

connectivity  to  your  information  systems,  can  enable  your  enterprise 

for  build-to-order  production  and  nonstop  operation.  Helping  you  gain 

the  flexibility  to  adjust  to  changing  market  conditions. 

By  creating  an  e-Manufacturing  strategy  which  links  your  manufacturing 

environment  to  your  business  environment,  you  share  critical  information 

across  your  enterprise.  And  synchronize  your  supply  chain. 

e-Manufacturing  solutions  from  Rockwell  Automation,  your 

Complete  Automation"  provider  Helping  you  build  a  streamlined  model 

of  competitive  strength.  For  more  information,  visit  our 

web  site:  www.rockwellaiitomation.com. 
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Social  Issues 


HEALTH  COVERAGE 


WHO  SHOULD 
GET  THE  BILL? 

Bush's  tax-credit  plan  is  fueling  a  big  dispute  in  Washington 

Thomas  J.  Donohue,  the  free-market 
president  of  the  U.S.  Chamber  of 
Commerce,  and  John  J.  Sweeney, 
the  veteran  chief  of  the  AKL-cio,  don't 
often  agree  on  much.  But  on  Feb.  12, 
they  sat  side-by-side  with  other  repre- 
sentatives of  business,  labor,  hospitals, 
and  doctor  groups  and  pledged  to  find  a 
way  to  get  health  insurance  for  the  40 
million  Americans  who  have  none. 

But  beyond  the  lofty  sentiment, 
Donohue  and  Sweeney  are  miles  apart 
on  how  to  achieve  the  goal.  And  their 
disagreement  mirrors  a  much  broader 
dispute  that  has  split  the  nation's  capi- 
tal. At  the  core  of  the  fight:  Should 
Americans  continue  to  get  health  insur- 
ance from  their  employers  and  the  gov- 
ernment, as  Democrats  believe?  Or 
should  they  be  encouraged  to  purchase 
coverage  individually,  in  the  same  way 
they  buy  auto  insurance,  as  Republi- 
cans advocate? 

The  standoff  was  largely  responsible 
for  killing  the  economic  stimulus  plan 
last  December  and  is  likely  to  doom  a 
similar  package  passed  by  the  House 
on  Feb.  14.  It  also  has  kicked  off  a  huge 
battle  over  $90  billion  in  tax  breaks  that 
President  Bush  has  proposed  to  help 
the  uninsured  buy  coverage.  "There  is  a 
major  philosophical  gap  here,  and  it 
seems  to  have  widened,"  says  Repre- 
sentative Pete  Stark  (D-Calif.). 

At  first  blush,  the  issue  of  tax  cred- 
its seems  far  too  narrow  to  trigger  a 
debate  over  how  to  fundamentally 
overhaul  America's  approach  to  health 
insurance.  Bush,  for  example,  targets 
only  those  who  don't  have  coverage, 
either  because  they're  unemployed  or 
because  they  don't  have  insurance  at 
work.  His  idea  is  to  use  refundable  tax 
credits — effectively  voucher-like  cash 
payments — to  help  low-  and  middle-in- 
come families  buy  insurance.  The  cred- 
its would  cover  90%  of  the  cost  of  a 
premium,  up  to  $1,000  for  singles  and 
$3,000  for  famines. 

Almost  everyone  agrees  with  Bush's 
overall  goal.  Of  the  40  million  unin- 
sured, 80%  have  a  job  or  a  family 
member  who  works.  But  many  are 
part-timers,  freelancers,  or  work  for 


TWO  PRESCRIPTIONS 

Some  Republicans  want  to  shift  away  from 
employer-based  health-care  plans  by  giving 

individuals  tax  credits  to  buy  insurance. 

Democrats  want  to  stick  with  the  current 
employer-based  system.  The  pros  and  cons: 


EMPLOYER-BASED  INSURANCE 


PRO:  Companies  pick  up  80%  of  the  tab.  Also, 
employers  and  workers  get  the  advantage  of 
lower-cost  group  rates. 

CON:  Many  fall  through  the  cracks,  like  those 
without  jobs  and  at  some  small  companies. 


INDIVIDUAL  INSURANCE 


PRO:  Tax  credits  would  allow  families, 
including  the  uninsured,  to  buy  policies  tai- 
lored to  their  needs.  Consumers  buying  care 
directly  also  could  rein  in  medical  inflation. 

CON:  Workers  would  pay  all  future  cost  hikes. 
Also,  if  too  many  healthier  people  switched  to 
tax  credits,  costs  would  rise  for  employers. 


small  businesses  that  do  not  offer  in- 
surance. For  them,  the  only  option  is 
individual  coverage,  which  is  simply 
too  costly  for  most  without  govern- 
ment assistance. 

The  problem  with  the  tax  approach  is 
that  many  Democrats  are  convinced 
Bush's  plan  is  the  first  step  toward  dis- 
mantling employer-based  insurance  al- 
together. The  Bush  plan  wouldn't  re- 
quire companies  to  change  plans.  But 
if  workers  get  substantial  tax  credits 
for  health  care,  Dems  fear 
it  would  gradually  wreck 
the  employer  system. 
Here's  how:  If  individuals 
buy  policies  on  their  own, 
healthy  people  would  quit 
employer  plans  that  effec- 
tively force  them  to  cross- 
subsidize  those  who  need 
more  medical  care.  Em- 
ployers would  get  stuck 
with  high-risk  workers, 
driving  up  premiums 
and  forcing  yet  more 
employees  into  individual 
markets.  "It  would  be  a 
death  spiral,"  says  Iris  J. 
Lav,  deputy  director  of  the 
Center  on  Budget  &  Policy 
Priorities,  a  Hberal  Wash- 
ington think  tank. 

Democrats  fear  this  spi- 
ral eventually  would  force 
most  people  to  be  responsi- 
ble for  buying  their  own 
coverage,  with  disastrous 
consequences.  They  say 
companies,  which  now  pick 
up  about  three-quarters  of 
health  premium  costs  for  a 
typical  employee,  would 
stop  subsidizing  insurance. 
Future  medical  inflation 
would  be  borne  by  employ- 
ees at  a  time  when  premi- 
ums are  rising  at  double- 
digit  rates.  Some  companies 
have  already  begun  to  give 
workers  a  set  amount  for 
health  care,  making  them 
responsible  for  any  added 
increases.  What's  more, 
many  families,  especially 
those  older  or  sicker,  would 
lose  the  lower  group  rates 
that  employers  provide.  In- 
dividuals also  would  be  re- 
sponsible for  the  hassle  in- 
volved in  buying  and 
maintaining  health-care 
policies. 

Some  Republicans  have 
fueled  Democratic  anxieties 
by    saying   outright   that 
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Otis  wanted  valuable 

customer  information  at 

the  push  of  a  button. 

(You  know  elevator  people.) 
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Cognos  —  the  business  intelligence  inside 
the  world's  most  intelligent  businesses. 
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I  strategies  for  driving  husirn 
Principlvs  foi  Hiqh  Pctfunti.u 


they  want  to  scrap  the  current  ap- 
proach. Last  December,  for  example, 
House  Ways  &  Means  Committee 
Chairman  William  M.  Thomas  (R-Calif.) 
called  the  employer-based  health-care 
system  "fatally  flawed."  The  Democ- 
rats' solution?  Give  companies  new  tax 
breaks  to  offer  better  coverage,  as  well 
as  new  subsidies  to  help  the  unem- 
ployed hang  on  to  the  policy  from  their 
last  employer.  The  Dems  want  to  ex- 
pand Medicaid  as  well,  to  cover  more 
poor  families. 

By  contrast,  conservatives  argue  that 
today's  system  provides  poor  care  at 
high  cost.  They  say  workers  shouldn't 
be  forced  into  managed  care  they  don't 
want  and  insist  that  workers,  retirees, 
and  the  poor  should  be  able  to  choose 
coverage  appropriate  to  their  needs. 

Tax  credits  would  help  to  level  the 
playing  field  between  company  and  in- 
di\'idual  plans,  insist  GOP  leaders.  Right 
now,  employees  avoid  almost  $120  billion 
a  year  in  taxes  because  they  don't  have 
to  count  their  company's  health-care 
benefits  as  income.  Families  that  buy 
insui'ance  on  their  o^\^l  should  get  a  tax 
break,  too,  they  argue.  Conservatives 
also  believe  that  if  more  people  buy 
health  care  directly,  they  would  make 
smarter  decisions  about  what  kind  of 
care  they  really  need — helping  to  curb 
medical  inflation.  This  would  strengthen 


The  Democrats  want 

to  give  companies  new 

tax  breaks  to  offer 

better  coverage 


and  improve  the  private  insurance  mar- 
ket. "The  only  way  to  have  a  truly  em- 
powered consumer  is  to  have  the  con- 
sumer control  the  money,"  says  Tom 
Miller,  health  policy  director  of  the  lib- 
ertarian Cato  Institute. 

There  is  some  common  ground  here. 
White  House  officials  insist  that  Bush  is 
not  trying  to  kill  the  employer  system. 
And  some  Democrats  think  a  tax-credit 
plan  can  be  designed  to  bolster  employ- 
er-based coverage.  "You  can  use  credits 
to  help  people  purchase  coverage 
through  an  employer,"  says  Jeff 
Lemieux,  senior  economist  of  the  Pro- 
gressive Policy  Institute,  a  moderate 
Democratic  think  tank.  "It  doesn't  have 
to  mean  reengineering  the  system."  He 
may  be  right  that  some  consensus  could 
be  fovmd.  But  there's  so  much  distrust 
in  the  capital  that  few  on  either  side 
seem  inclined  to  look  for  it. 

By  Howard  Gleckynan 
in  Washington 


The  Corporation 


MERGERS 


A  TOUGH  OF 
INDIGESTION 


Pepsi's  integration  of 
Quaker  Oats  is  not  going 
as  smoothly  as  some 
investors  would  like 

Last  January,  only  weeks  after  Pep- 
siCo Inc.  inked  a  deal  to  pay  $14 
billion  for  Quaker  Oats  Co.,  Presi- 
dent and  Chief  Financial  Officer 
Indra  Nooyi  was  eager  to  begin  mapping 
out  the  integration  of  the  two  compa- 
nies— one  of  the  biggest  food  deals  ever. 
And  for  Noo\d  and  her  boss,  Pepsi  CEO 
Steven  S  Reinemund,  success  was  per- 
sonally important  as  well.  Their  promo- 
tion to  the  top  of  the  Pepsi  ladder  had 
been  announced  in  tandem  with  the  deal. 
Making  it  work  would  be  crucial  to  their 
reputations  in  the  wake  of  departing 
Chief  Executive  Roger  A.  Enrico,  who 
planned  the  acquisition  as  a  major  rev- 
enue boost  for  Pepsi.  So  when  a  corpo- 
rate jet  carrying  the  head  of  North 
American  integration  to  a  Saturday 
morning  kickoff  meeting  at  company 
headquarters  was  unable  to  land  be- 
cause of  a  severe  ice  storm,  Nooyi 
wouldn't  let  them  turn  back.  Instead, 
she  got  on  the  phone  with  the  man- 
ager, she  remembers,  and  said:  "I'm 
not  canceUing.  Forget  it." 

The  plane  landed  safely,    and  45 
minutes  later,  the  meeting  went  on 
as  planned.  But  it  wouldn't  be  the 
last   storm  the  top  Pepsi  execs 
would  have  to  weather.  The  inte- 
gration of  Pepsi's  latest  acquisition 
has  been  bumpier  than  anticipat- 
ed. A  key  Quaker  Oats  executive 
has  left  the  company,  competitive 
pressures  have  increased,  and  mar- 
keting snafus  have  hurt  sales.  Only 
five  months  after  the  deal  closed 
last  August,  some  investors  are 
wondeiing  if  Pepsi  can  push  Quak- 
er's megabrand  Gatorade,  and  the 
rest  of  its  stable  of  products,  to 
substantially    higher   levels    of 
growth.  That  hope,  after  all,  is 
what  prompted  Pepsi  to  scoop  up 
Quaker  after  a  bid  fi-om  rival  Coca- 
Cola  Co.  fell  apart — the  biggest  ac- 
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quisition  yet  in  Pepsi's  drive  to  diversi- 
fy its  beverage  group  (table).  "It  vi^asn't 
a  purchase  of  the  [Quaker]  sales,"  says 
Reinemund.  "It  was  a  purchase  of  the 
opportunity  to  grow  the  sales."  If  he 
doesn't  get  that  top-line  grovvi^h,  Reine- 
mund will  have  paid  an  awful  lot  for  a 
Few  years'  worth  of  cost  savings. 

Pepsi  executives  say  that  an  artfully 
managed  integration  of  Quaker  Oats  can 
boost  the  corporation's  annual  revenue 
p-owth  by  at  least  one  percentage  point 
Dver  its  historical  6%  growth  rate.  But  to 
achieve  that,  Pepsi  has  decided  to  merge 
Quaker's  sales-and-distribution  channels 
into  its  ongoing  businesses.  It  had  not 
done  that  with  prior  acquisitions  because 
all  of  its  products  had  different  distri- 
Dution  needs:  Syrup  was  sold  in  bulk  to 
Dottlers.  Frito-Lay  snacks  were  shipped 
Dy  truck  to  retailers  both  large  and 
small.  And  IVopicana  beverages,  acquired 
jn  1998,  used  two  methods — direct  to  the 
warehouses  of  chains  and  big  users,  and, 
through  distributors,  to  the  small  fry. 
That  last  model  was  close  enough  to 
Gatorade  to  warrant  combining  it  with 
Tropicana.  Some  Quaker  food  prod- 
ucts will  now  also  go  on  Frito-Lay 
trucks.  With  Pepsi  sales  staff 
hawking  Quaker  Oats  goods  and 
vice  versa,  Pepsi  hopes  to  achieve 
cost  savings  while  making  its 
brands  an  easier  buy  for  retail- 
ers. "When  you're  dealing  with 
the  people  who  run  Kroger 
and  Wal-Mart  Stores,  they're 
going  to  muscle  you  for  every 
dollar,"  says  Tom  Pirko,  pres- 
ident of  Bevmark,  a  Santa 
Barbara  (Calif.)  food-and- 
beverage  consultant.  "They 
want  [suppliers]  to  come 
to  them  with  everything." 
So  far,  the  merger  is 
meeting  all  cost-savings 
expectations,  says  inte- 
gration chief  Jim  Dwyer. 
In  fact,  last  August,  it 
raised  cost-cutting  goals  to 
$400  nuUion  annually,  from 
$230  million,  as  procurement 
and  other  efficiencies  rose.  Yet 
when  Reinemund  announced  the 
company's  first  combined  results 
on  Feb.  6,  it  was  clear  all  the  ben- 
efits of  the  merger  hadn't  yet 
shown  up.  Early  moves  to  wring 
new  sales  from 


NEW  HAND 
AT  THE  HELM 

Reinemund's 
appointment 
was  announced 
with  the  merger. 
Its  success  is 
key  to  his  own 


the  merger,  such 
as  the  loading  of 
Gatorade  sports 
bars  onto  Frito- 
Lay  deHvery 
trucks,  are  just 
starting.  Mean- 
while, growth 
slowed  last  year 
at        Gatorade, 


Quaker's  crown  jewel,  with  $3.1  billion  in 
annual  sales  and  a  74%  supermarket 
share.  That  largely  was  result  of  heavy 
competition  from  Coke's  Powerade.  Ac- 
cording to  Information  Resources  Inc.,  a 
Chicago-based  sales-data  collector, 
Gatorade  supermarket  sales  were  up  only 
7%  in  the  last  quarter  of  2001— weU  off 
the  15%  pace  of  all  sports  drinks.  Pepsi 
says,  however,  that  the  brand  recovered 
and  grew  25%,  year  to  year,  in  January. 
Nevertheless,  investors  were  also  un- 
nerved to  learn  that  Gatorade's  leader, 
Susan  D.  WeUington,  42,  president  of 
U.  S.  beverages  at  Quaker  North  Amer- 
ica, was  taking  a  leave.  Wellington  had 


heard  from  his  Gatorade  rep  since  last 
summer.  "I  kind  of  think  they're  in  lim- 
bo," he  says. 

Still,  many  on  Wall  Street  are  betting 
that  Nooyi  and  Reinemund  vdll  get  it 
right.  The  stock  fell  4%  in  the  two  days 
after  the  quarterly  results  were  re- 
leased, but  has  since  climbed  back,  to 
about  $49.50.  And  many  investors  be- 
lieve the  fourth-quarter  issues  are  a 
blip  in  an  otherwise  successful  run.  With 
its  high-impact  Britney  Spears  ad  cam- 
paign and  new  hit  beverages  such  as 
Mountain  Dew  Code  Red,  Pepsi  has 
regularly  bested  arch  rival  Coke.  And 
its  Frito-Lay  division  continues  to  pump 


RETHINKING  PEPSI 


In  each  of  the  past  five  years,  PepsiCo  has  put  together  big  deals  to  get  out  of 
service-  and  capital-intensive  businesses  and  expand  its  core  brands 


OUT 


IN 


•RESTAURANTS  1997:  Pepsi 
spins  off  its  Taco  Bell,  Pizza 
Hut,  and  Kentucky  Fried 
I  I  M  m  mmm'=^^^m  Chicken 
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Tricon 
^  -    Global 
Restaurants,  with  a  nnarket 
capitalization  of  $4.7  billion 

•BOTTLING  1999:  Its  bottling 
business  is  sold  in  a  $2.3  bil- 
lion public  offering,  with  Pepsi 
keeping  40%  of  the  shares 

been  instrumental  in  Gatorade's  success. 
A  former  AH  American  swimmer  at  Yale 
University,  she  had  focused  vdth  laserlike 
intensity  on  what  athletes  wanted  in  a 
sports  drink.  Although  she  got  on  a 
speakerphone  during  Reinemund's  an- 
nouncement to  reassure  investors  that 
the  company  was  in  great  shape  and 
that  her  leave  of  absence  was  for  per- 
sonal reasons,  it  stUl  raised  a  red  flag 
to  money  managers.  Mani  V.  Govil,  man- 
ager of  Mercantile  Safe-Deposit  &  Trust 
Co.'s  Growth  &  Income  Fund  pared 
about  a  third  of  his  Pepsi  holdings  in 
January,  to  about  200,000  shares.  "Every 
integration,  irrespective  of  what  people 
say,  tends  to  have  hiccups,"  he  says. 

There  was  also  disturbing  news  from 
the  Gatorade/Tropicana  division,  headed 
by  former  Quaker  GEO  Robert  M.  Mor- 
rison. The  effects  of  a  price  increase  on 
the  juice  and  a  botched  sales  promo- 
tion last  fall — the  result,  Morrison  said, 
of  the  merger  of  the  Gatorade  and  Trop- 
icana sales  forces — contributed  to  a  2% 
drop  in  division  sales.  And  Bill  Schmidt, 
a  buyer  for  Martin's  iga  Plus,  an  Effin- 
gham (111.)  grocery  store,  says  he  hasn't 


•  ORANGE  JUICE 

1998:  Buys  Tropi- 
cana, the  O.J.  giant, 
for  $3.3  billion 

•NEW-AGE  DRINKS 

2000:  Bests  Coke 

with  a  $337  million 

offer  for  SoBe,  maker 

of  Adrenaline  Rush  ■ 

and  other  New  Age  drinks 

•SPORTS  DRINKS  2001:  Closes 
a  $14  billion  acquisition  of 
Quaker  Oats,  owner  of  Gatorade 
as  well  as  several  cereal  brands 

out  cash — 56%  of  the  parent  company's 
operating  income,  or  $2.7  billion  in  2001. 
In  the  two  years  that  ended  Dec.  31, 
Pepsi's  sales  grew  32%,  to  $27  billion, 
and  net  income  rose  30%,  to  $2.7  billion. 
During  the  same  time,  Pepsi  stock 
jumped  38%,  while  the  Standard  & 
Poor's  500-stock  index  fell  22%,  and 
Coca-Cola  dropped  19%.  Says  Lehman 
Brothers  Inc.  analyst  Michael  J.  Branca: 
"The  key  to  Pepsi's  success  is  driving 
growth  at  Frito-Lay,  which  ultimately 
drives  Pepsi's  value  to  investors." 

It's  vital  that  Quaker's  slowdown  does- 
n't become  a  distraction.  Pepsi  has  a  lot 
on  its  plate  this  year:  Frito-Lay  plans  to 
add  $1  billion  in  revenues  from  new 
products — such  as  mini-Doritos,  pack- 
aged to  make  them  easier  to  eat  in  cars. 
Reinemund  feels  confident  that  given 
time,  Pepsi's  problems  can  be  worked 
out.  "I  don't  know  how  long  that  is,  but 
it's  not  a  month  or  two,"  he  says.  Given 
the  company's  successes,  investors  will 
hkely  cut  him  some  slack — but  he  can't 
keep  them  in  a  holding  pattern  forever. 

By  Nanette  Byrnes  in  Purchase, 
N.  Y.,  nxith  Julie  Forster  in  Chicago 
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Science  &  Technology 


DEFENSE 


SMALL  BIZ  VS. 
THE  TERRORISTS 

The  Pentagon  picks  the  brains  of  U.S.  entrepreneurs 
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In  the  month  after  the  September  11 
attacks,  an  obscure  office  in  the  still- 
smoldering  Pentagon  issued  a  plea 
for  help:  Please,  America,  send  us 
your  ideas  for  combating  terrorism.  The 
request  prompted  derision  from  late- 
night  TV  comics,  while  newspapers  in 
Poland  and  Germany  marveled  how  the 
world's  most  powerful  military  force  had 
been  reduced  to  advertising  for  advice 
on  how  to  fight  its  enemies. 

No  matter.  America's  techno-wizards 
responded  with  a  massive  outpouring  o: 
ideas.  Normally,  the  Pentagon's  Technical 
Support  Working  Group  (tswg),  which 
trolls  for  new  technologies  to  help  the 
military,  gets  about  900  proposals  a  year. 
But  the  October  appeal  garnered  12,500 
brainstorms  in  just  two  months,  "some 
of  them  literally  from  guys  working 
alone  in  their  garages,"  says  John  K 
Reingruber,  an  official  in  the  Pentagon's 
office  of  Special  Operations  &  Low-In- 
tensity Conflict.  Most  of  the  plans  try  to 
satisfy  an  extensive  agency  wish  list 
ranging  from  ground-penetrating  radar 
to  detect  hostile  groups  hidden  in  caves 
to  a  hair  sample  test  to  determine  if  a 
suspect  has  recently  handled  nerve  gas. 
"There  have  been  some  very  good  sub- 
missions on  that  one,"  says  top  tswg  of- 
ficial Jeffrey  David. 

Typical   of  the   idea  merchants 
Equator  Technologies  Inc.,  of  Campbell, 
CaUf.,  which  is  waiting  on  a  response 
five  suggestions  it  submitted  last  De 
cember.  The  company  makes  superfast 
digital  signal  processors  used  in  video 
cameras.  It's  working  on  an  automated 
baggage  inspection  system  that  would 
use  a  database  of  images  of  weapons  ai 
rotated  through  all  possible  planes  of  L 
vision.  Tests  have  showTi  that  humans 
watching  baggage  scanners  at  airports  f^j 
miss  many  prohibited  carry-on  objects,|w| 
since  a  gun  laid  on  end  may  look  more 
like  a  shaving-cream  can  than  a  weapon. 
That's  not  even  the  really  cool  stuff. 
The  company  envisions  a  large  array  of 
boom-mounted  cameras,  each  equipped 
with  its  owm  software  to  identify  a  ter- 
rorist whose  facial  measurements  have 
been  captured  previously  and  reduced  to 
digital  measurements.  A  camera  would 
match  one  face  in  a  crowd  with  the 
stored  digital  measurements  of  a  ter- 
rorist, transmit  an  alert  and  photo  to 
the  FBI  over  a  wireless  modem,  and  be- 
gin tracking  the  individual's  movements. 
"Eventually,  we  could  answer  the  ques- 
tion of  'Where  was  John  today?'  We  '^' 
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HIGH-TECH  COP  A  Philadelphia  officer 
uses  a  chemical  detector  and  blast  suit 
developed  under  a  Pentagon  program 
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CHAD'S  CLIENT  CALLED  HIS  OFFICE 
WHEN  HE  WAS  OUT  CHAD'S  CLIENT 
CALLED  HIS  CELL  WHEN  HE  WAS  IN. 
CHAD'S  CLIENT  CAN'T  STAND  PHONE  TAG. 
CHAD  REALLY  NEEDS  THE  SPRINT  PCS 
CLEAR  WIRELESS  WORKPLACE! 


It  can  give  your  employees  a  single  number  for  their  office  line  and 
tA/ireless  phone,  so  calls  are  instantly  forwarded  to  wherever  they  are. 

t  can  also  let  them  check  all  their  messages  by  calling  a 

ingle  voicemail  box.  And  it'll  do  a  lot  more  to  help  them  stay  in  touch. 

t's  one  part  of  the  Clear  Wireless  Workplace  called  the 

Sprint  PCS  Integrated  Office!"  Get  the  whole  story  at  sprintpcs.com 


Sprint 


Sprint  PCS 
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Science  &  Technology 


could  go  back  and  reconstruct  his  whole 
day,"  says  John  Setel  O'Donnell,  Equa- 
tor's chief  technolog}'^  officer. 

Some  technology  just  needs  to  be 
tweaked  a  bit  for  counterterrorism  use. 
Viisage  Technology  Inc.,  of  Littleton, 
Mass.,  has  surveillance  cameras  in  150 
Las  Vegas  casinos  to  identify  card  coim- 
ters  and  cheats.  After  September  11,  it 
placed  an  upgraded  prototype  in  air- 
ports in  Boston,  St.  Petersburg,  and 
Fresno,  Calif.  As  passengers  walk 
though  the  metal  detector  on  their  way 
to  the  gate,  each  face  is  scanned  and  re- 
duced to  a  digitized  map  with  128  dif- 
ferent measurements,  such  as  jaw  angle, 
slope  of  the  cheek,  and  distance  be- 
tween the  eyes.  Viisage  is  building  a 
database  from  police  files,  photos  of 
known  terrorists,  and  \'ideo  images  from 
the  popular  television  show  America's 
Most  Wanted,  says  company  President 
Thomas  J.  Colatosti. 

Sometimes  TSWG  just  asks  industry 
a  question.  How,  for  example,  can  you 
tell  if  a  bomb-sniffing  dog  in  an  airport 
is  working  on  its  assigned  task  or  just 
hungrily  searching  for  food?  The  Insti- 
tute for  Biological  Detection  Systems 
at  Auburn  University  examined  sniff- 
ing patterns  and  how  they  change  as 


CHECKING  CONTAINERS  Dogs  can  be 
trained  to  be  more  productive  sniffers 

the  dog  approaches  its  target.  Turns 
out  that  a  hard-working  dog  has  a  very 
precise  and  rapid  sniffing  pattern  of  five 
times  a  second,  far  faster  than  a  hu- 
man could  ever  maintain  but  the  most 
efficient  pattern  for  sampling  odors.  The 
lab  also  answered  the  question  of  why 
some  bomb-detection  dogs  seemed  lazy 
while  others  worked  like,  well,  dogs. 
"We  found  that  canines  that  wanted  to 
stop  after  20  or  30  minutes  were  trained 
according  to  the  culture  that  handlers 


wanted  to  follow,"  explains  Paul  Wag- 
goner, program  director  Handlers  who 
took  frequent  coffee  or  cigarette  breaks 
produced  dogs  with  poor  work  habits. 
The  discovery  led  to  better  training 
methods  and  more  efficient  dogs. 

Galaxy  Scientific  Corp.,  of  Egg  Har- 
bor Township,  N.J.,  proposed  a  different 
solution.  If  explosives  were  hidden  in 
a  baggage-handling  area,  the  dogs  could 
be  tested  and  their  abilities  honed.  But 
using  real  explosives  would  contaminate 
the  area  for  weeks,  endanger  the  public, 
and  even  violate  federal  workplace-safe- 
ty regulations.  So  Galaxy  developed 
smeU-alike  chemicals  without  active  in- 
gredients that  replicated  the  concentra- 
tion of  odors  that  a  dog  could  find. 

Many  of  tswg's  pet  projects  wind  up 
in  police  hands  or  at  local  firehouses, 
airports,  and  border  crossings.  Bomb 
squads  around  the  country  use  blast 
suits,  explosives  detectors,  and  bomb 
"disrupters"  that  break  up  devices  with 
a  pneumatic  pulse.  Police  at  the  latest 
New  Year's  revelries  in  Times  Square 
and  security  personnel  at  the  2002 
Olympics  in  Salt  Lake  City  used  hand- 
held radiation  detectors  developed 
through  TSWG.  And  at  least  some  of  the 
survivors  of  the  September  11  attack 
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Unicenter' 

Infrastructure  Management 
663%  Return  on  Investnnent 


It's  true!  The  numbers  are  in  and  it  all  adds  up.  Unicenter,  the 
global  leader  in  infrastructure  management  solutions,  can  deliver 
a  whopping  663%  ROI.  Just  ask  IDC.  It's  right  there  in  their 
recent  white  paper  And,  because  Unicenter  is  now  modular,  you 
can  buy  just  the  pieces  you  need,  just  when  you  need  them. 
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on  the  Pentagon  owe  their  lives  to  one 
such  project  to  design  buildings  resist- 
ant to  fire  and  collapse  from  bomb 
blasts.  Portions  of  the  Pentagon  struck 
by  hijacked  American  Airlines  Flight 
77  had  already  been  bomb-hardened. 

The  decades-old  war  against  terror- 
ism in  the  U.  S.  has  always  relied  more 
on  high  technology  than  G-men  kicking 
down  doors.  TSWG  actually  got  its  start 
in  1983  after  the  bombing  of  the  U.S. 
Marine  Corps  barracks  in  Beirut 
prompted  the  government  to  step  up 
its  counterterrorism  efforts.  Today  the 
Pentagon  and  State  Dept.  sit  atop  80 
federal  agencies  and  departments  that 
help  sift  through  the  proposals  and 
choose  just  100  to  200  for  research  and 
development  funding  totaling  $50  million 
to  $100  million.  Other  tswg  agencies 
range  from  the  Energy  Dept.  to  the 
FBI,  CIA,  Federal  Aviation  Administra- 
tion, and  local  pohce  and  fire  depart- 
ments. The  group  sends  out  an  annual 
list  of  problems  it  is  interested  in  solv- 
ing, then  evaluates  the  proposals.  "We 
are  operator-driven  and  threat-driven," 
says  David.  "How  and  when  we  do  busi- 
ness is  constantly  changing." 

TSWg's  procurement  budget  may  be 
small,  but  the  overall  pot  of  money  it 


ON  THE  PENTAGON'S 

COUNTERTERRORISM 

SHOPPING  LIST... 

Instant  lie  detectors  at  border 
crossings  Might  respond,  for 
example,  to  rapid  changes  in 
blood  vessels  around  the  eye,  or 
electric  charges  in  the  skin 

Lightweight,  full-body  armor  to 
stop  a  bullet  or  knife  New  ceramic 
composites  in  combination  with 
artificial  spider  silk  could  be  the 
ultimate  protection 

Pulsed-power  rifle  scopes  that 
can  see  through  smoke,  haze, 
fog,  or  darkness  Very  short  bursts 
of  digital  signals  imitate  radar's 
imaging  capabilities 

Lasers  that  disable  bombs 

Precisely  tuned  radiation  could 
penetrate  suspected  bombs  and 
"disassemble"  them 


helps  manage  for  dozens  of  federal  agen- 
cies fighting  terrorism  is  about  to  get 
much  bigger.  Bush's  budget  proposals 
call  for  $27.2  billion  to  battle  terrorism, 
up  from  $10.5  billion  this  year.  That 
should  bring  a  boost  to  companies  such 
as  Science  Applications  International 
Corp.,  of  San  Diego,  which  makes  radi- 
ological screening  devices  that  can  find  a 
bomb  in  a  mo\ing  railway  car  or  truck 
or  in  a  stationary  backpack.  "We  like 
working  with  TSWG  because  they  have  a 
very  practical  approach  to  deciding  what 
projects  to  fund,"  says  Senior  Vice-Pres- 
ident Victor  J.  Orphan.  "They  give  a 
quick  response  because  that's  what  you 
need  in  fighting  terrorism." 

Not  all  of  tswg's  programs  are  a  suc- 
cess. The  Pentagon  once  funded  devel- 
opment of  a  special  radio  antenna  that 
didn't  make  the  mark.  After  extensive 
testing,  the  program  manager  admitted 
it  picked  up  signals  "no  better  than  a 
chain  link  fence."  But  that  was  in  keep- 
ing with  tswg's  unofficial  motto.  "If  you 
fail,  fail  right,"  says  Reingruber.  "Don't 
just  fail  because  you  didn't  try  every- 
thing or  you  stopped  short."  America's 
techno  entrepreneurs,  take  note. 

By  Paul  Magnusson 
in  Washington 


All  while  still  enjoying  the  benefits  of  pay-as-you-go  licensing.  So  there's 
no  better  way  for  your  company  to  realize  its  true  potential.  And,  if  you're 
the  CIO,  there's  no  better  way  for  you  to  realize  yours. 

To  read  the  white  paper,  just  go  to  ca.com/unicenter/roi. 


Computer  Associates^ 


HELLO  TOMORROW "     WE  ARE  COMPUTER  ASSOCIATES      THE  SOFTWARE  THAT  AAANAGES  eBUSINESS' 


©2002  Computer  Associates  International,  Inc.  (CA).  All  trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  to  their  respective  companies. 
Source;  "Quantifying  The  Business  Value  Of  Infrastructure  Management:  An  Empirical  ROI  Study."  IDC,  2001. 


Taking  cost  out  of  your  business, 
more  important  today  than  ever  before. 


That's  why  Brother's  Commercial  Division  is  com- 
mitted to  providing  superior  and  reliable  business 
printers  that  increase  productivity  while  reducing 
cosfe,  Jhis^  enables  businesses  like  yours  to  more 
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Multi-Function  Solutions 


-^3 


effectively  address  critical  organizational  goals  and 
challenges. 

But  it  is  our  product  reliability  coupled  with  a 
responsive  nationwide  support  and  service  network 
that  has  companies  like  yours  putting  Brother  laser 
printer  solutions  at  the  top  of  their  requisition  lists. 

Brother's  Commercial  Division  welcomes  the 
opportunity  to  put  our  resources  to  work  for  you. 
Contact  us  today  so  we  can  show  you  how  we  can 
positively  impact  your  bottom  line  while  enhancing 
your  performance. 

For  more  information,  call  1-866-455-7713,  ext.  905 


At  your  side. 
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Network  Printer  Solutions 


Desktop  Laser  Solutioi 


@  2002  Brother  International  Corporation.  Bridgewater.  NJ  •  Brother  International  Corporation.  Nagoya.  Japan 
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Developments  to  Watch 


BY  PAUL  RAEBURN 


Some  6,000  people  gathered  in  Boston  in  mid-February  to 
hear  the  latest  scientific  insights  at  tfie  nation's  largest  general 
research  meeting,  the  annual  conference  of  the  American 
Association  for  tlie  Advancement  of  Science.  These  are  some 
of  the  highlights. 


BACTERIAL  SOUP* 
FOR  THE  WAR 
AGAINST  CAVITIES 

RESEARCHERS  SAY  THEY  MAY 

be  able  to  cut  tooth  decay 
by  spraying  teeth  with  a  ge- 
netically altered  microbe  that 
replaces  cavity-causing  bac- 
teria found  naturally  in  the 
mouth.  Dental  cavities  are 
the  most  common  childhood 
disease  in  the  United  States, 
affecting  50%  of  5-  to  9-year- 
olds.  And  more  than  90%  of 
American  adults  have  un- 
treated cavities. 

Nearly  all  dental  cavities 
are  caused  by  the  microbe 
Streptococcus  mutans,  which 
produces  acid  that  eats  away 
at  tooth  enamel.  Jeffrey  Hill- 
man,  a  biologist  at  the  Uni- 
versity of  Florida  and  Ora- 
Gen  Inc.,  engineered  a  strain 


of  the  bacterium  that  does 
not  produce  acid  but  does 
make  an  antibiotic.  The  ge- 
netically engineered  strain 
knocks  out  existing  bacteria, 
and  it  should  survive  in  the 
mouth  for  a  Ufetime  after  a 
single  application  in  child- 
hood, Hillman  says. 

Tests  are  now  under  way 
in  rats.  Human  trials  will  be- 
gin soon,  and  the  researchers 
may  seek  Food  and  Drug 
Administration  approval  at 
the  end  of  the  year. 

The  bacterial  spray,  which 
has  been  given  to  three 
human  volunteers,  tastes 
like  "strong  chicken  soup," 
Hillman  says,  but  it  could 
be  flavored.  The  antibiotic 
made  by  the  altered  bacteri- 
um may  also  be  effective 
against  other  disease-causing 
bacteria  beyond  those  in 
the  mouth. 


SMOOTHER  ICE 
CREAM  FROM 
WINTER  WHEAT 

IT  MAY  BE  ONE  OF  THE  MOST 

complex  foods  we  eat — a 
combination  of  foam  and 
•emulsion  whipped  into  a  deli- 
cate web  of  fat,  sparkling  ice 
crystals,  air  bubbles,  and  a 
syrupy  sugar  solution. 

The  technical  name  for 
this  ethereal  mix?  Ice  cream. 
And  the  scientists  who  study 
it  now  say  they  may  have 
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SMOOTH: 

Crystals 
are  the 

key 


a  way  to  make  it  better. 
The  problem  with  making 
ice  cream  is  keeping  the  ice 
crystals  small.  When  ice 
cream  is  stored,  the  crystals 
grow  larger,  giving  it  a 
rougher  texture.  H.  Douglas 
Goff,  whose  lab  at  the  Uni- 
versity of  Guelph  in  Ontario 
is  mostly  dedicated  to  the  sci- 
ence of  ice  cream,  says 
adding  winter  wheat  proteins 
can  keep  ice  cream  smooth 
and  creamy  longer. 

Winter  wheat  sprouts  in 
the  fall,  and  contains  proteins 
that  protect  it  from  ice  and 
cold  during  the  winter.  When 
Goff  and  his  colleagues  put  the 
proteins  in  ice  cream,  they 
found  that  the  ice  crystals  re- 
mained small.  "These  proteins 
have  a  fantastic  effect,"  says 
Goff.  "Ice  cream  comes  out 
very  smooth  and  tends  to  stay 

that  way."  Several  of 

Goffs  colleagues  have 
formed  a  company.  Ice 
Biotech,  to  commercial- 
ize the  research. 


SMALLER 
CATCHES 
IN  THE 
NORTH 
ATLANTIC 


OVERFISHING  THREATENS  OCEAN'S  FUTURE 

THE    FIRST    STUDY    OF    THE    ENTIRE    NORTH 

Atlantic  Ocean  has  found  that  the  catch  of  tuna,  had- 
dock, cod,  flounder,  and  other  desirable  fish  plunged  by 
more  than  half  during  the  past  50  years.  The  drop  has 
been  so  dramatic  that  the  ocean  can  no  longer  sustain 
further  catches.  If  fishing  continues,  the  study's  au- 
thors say,  these  fish  could  disappear. 

"If  you  look  at  the  North  Atlantic  oceanwide,  the 
problem  is  huge,"  says  Daniel  Pauly  of  the  University 
of  British  Columbia  Fisheries  Centre,  who  directed  the 
2'/'  year  study.  The  problem  is  being  aggravated  by 
$2.5  billion  in  subsidies  being  paid  to  fishermen  by  the 
United  States,  Europe  and  Canada — subsidies  that  en- 
courage overfishing  by  marginally  profitable  boats  that 
would  otherwise  go  out  of  business. 

The  only  way  to  restore  the  depleted  fish  stocks  is  to 
create  sanctuaries  in  the  ocean  where  fishing  would  be 
permanently  banned,  Pauly  says.  Such  reserves  would 
nurture  larvae  and  juvenile  fish  until  they  eventually 
migrated  to  areas  where  they  could  be  caught  legally. 


DNA  MUG  SHOTS 
MAY  HELP  DETER 
BIOTERRORISM 

DECODING  AND  ANALYZING  THE 

genes  of  microbes  used  as 
weapons  will  be  a  key  de- 
fense against  bioterrorism, 
says  a  leading  expert  on  mi- 
crobial genomes.  Claire  Fras- 
er,  president  of  The  Institute 
for  Genomic  Research,  says 
her  lab  expects  to  decode  the 
anthrax  genome  by  this  sum- 
mer, while  ^vithin  the  next 
year,  labs  around  the  world 
will  have  decoded  the  genes 
of  70  microbes  that  attack 
people,  animals,  and  plants. 

Such  data  is  needed  "to 
trace  the  source  of  bioterror- 


ist  attacks,  as  well  as  to  de- 
vise countermeasures  to  help 
deter  those  attacks,"  she  says. 
Recent  advances  in  genet- 
ics could  help  terrorists  de- 
sign particularly  nefarious  bio 
agents,  but  the  same  ad- 
vances also  make  it  easier  to 
develop  drugs,  vaccines,  and 
detection  methods  to  count- 
er the  threat.  Other  re- 
searchers warn  that  future 
attacks  might  rely  not  on  ex- 
otic organisms  like  anthrax 
and  smallpox  but  on  common 
microbes  like  those  that  cause 
food  poisoning.  The  release 
of  such  organisms  might  not 
cause  widespread  deaths  but 
could  WTeak  economic  havoc 
if  they  triggered  a  panic 
among  consumers. 
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/er  decision  that  will  finally  update  your  data  center.  The  problem  is,  it's  hard  enough  predicting 
what  will  happen  next  quarter,  let  alone  next  year.  So  how  can  you  be 
confident  that  the  infrastructure  choices  you  nnake  today  are  choices  you 
can  live  with  tomorrow? 

One  option  now  has  to  include  the  new  HP  server  rp8400— 
a  rack-optimized  breakthrough  designed  specifically  to  help  you  manage 
the  enormous  infrastructure  demands  generated  by  today's  constantly 
evolving  business  environment. 

It's  small  enough  to  fit  two  to  a  rack  yet  provides  unprecedented 
power  and  flexibility  in  a  mid-range  server.  In  fact,  we've  made  room  for  up 
to  16  processors,  setting  new  standards  in  the  category  for  both  performance 
density  and  scalability.  The  kind  of  power  you  need  to  more  easily  manage 
and  control  workload  allocation. 

Best-in-class  dynamic  partitioning  essentially  divides  the  server 
into  sections,  allowing  each  one  to  function  independently.  So  even  if  one 
application  goes  down,  the  other  sections  of  the  server  continue  their  jobs 
unaffected.  Which  makes  it  possible  to  move  resources  around  without 
having  to  shut  down  your  entire  system,  sidestepping  costly  downtime. 

And  with  the  convenience  of  HP  Utility  Pricing,  processing  power 
and  other  services  can  be  made  available  on  top,  like  electricity.  So  you 
can  easily  and  securely  scale  online  without  having  to  invest  in  expensive 
hardware  or  support. 

HP  infrastructure  solutions  — servers,  software,  storage,  services  and 
beyond— are  engineered  for  the  real  world  of  business.  Because  the  last  time 
we  checked,  that's  where  we  all  work.  Call  1.800. HPASKME,  ext.  246.  Or  visit 
www.hp.com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 
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WHEN  NEARLY  HALF  THE  FORTUNE*  1000  ARE  YOUR  CLIENTS.  YOU  TEND  TO  STAND  OUT. 


When  leading  companies  need  a  wireless  partner  to  keep 
things  moving,  they  turn  to  us.  With  over  20  million  subscribers 
nationwide,  it's  no  wonder  that  businesses  rely  on  Cingular 
to  provide  services  such  as  business  calling  plans,  corporate 
e-mail,  interactive  messaging,  and  CRM  solutions.  Maybe  it's 


time  you  noticed  the  shape  business  is  taking  to  express  itself. 
Give  us  a  call  at  1-866-281-7551,  or  visit  us  on  the  internet  at 
www.cingular.com/business.  Also,  feel  free  to  download  our 
"orange"  paper.  Executive  Guide  to  Enterprise-Wide  Wireless 
Data  Strategies,  when  you  visit  our  website. 

Xcinqular" 


WIRELESS 


Finance 


Just  how  did  the  Sage  of  Omaha 
find  himself  in  such  a  predicament? 
Three  times  in  the  past  two  years, 
superinvestor  Wan-en  E.  Buffett, 
chairman  and  CEO  of  Berkshire  Hath- 
away Inc.,  with  $93  billion  in  assets,  has 
written  shareholder  letters  apologizing 
for  the  deepening  losses  and  hapless  per- 
formance of  General  Re  Corp.,  the  rein- 
surance company  he  acquired  in  1998  for 
$22  billion.  Among  General  Re's  fumbles: 
The  company  had  been  hawking  its  poli- 
cies for  cheap  in  order  to  gain  market 
share  and  had  failed  to  put  aside  ade- 
quate reserves  to  pay  claims.  Buffett's 
lext  letter  is  due  in  about  two  months,  in 
idvance  of  the  May  4  annual  meeting. 
8ut  this  time  there  just  might  be  some 
oositive  words  about  the  Stamford, 
Ilonn.,  company  that  has  accumulated  $6 
pillion  in  underwriting  losses  since  it 
'.ame  under  Buffett's  wing. 

It's  too  soon  to  call 
I  turnaround,  but  the 
business  is  picking  up. 
50me  of  the  improve- 

nent  came  from  Buf- 

ett's  changing  man- 
agement and  strategy. 

Vnd     some     of    the 

)erked-up  fundamen- 

als   come   from   the 

September  11  tragedy. 

Although  the  terror- 

st  attacks  cost  Gen- 

ral    Re    and    other 

einsurers      billions, 

hey  also  sent  premi- 

im  income  for  all  in- 

urers  skyrocketing. 

^he  attacks  also  rein- 


vigorated  ailing  reinsurers,  whom  in- 
surers rely  on  to  offset  their  own  risks. 
The  brightening  prospects  for  General 
Re — the  nation's  largest  property-casu- 
alty reinsurer — haven't  gone  unrecog- 
nized on  Wall  Street.  Berkshire  Hath- 
away Class  A  shares  now  trade  at 
$73,000 — somewhat  lower  than  their  all- 
time  high  of  $84,000  in  June,  1998,  when 
Buffett's  acquisition  of  General  Re  was 
announced.  Still,  the  stock  had  dropped 
as  low  as  $40,800  just  two  years  ago. 
General  Re  is  by  far  the  largest  unit  in 
the  Berkshire  Hathaway  empire — ac- 
counting for  25%  of  the  holding  compa- 
ny's revenues.  Other  Berkshire  revenues 
come  from  an  odd-lot  of  companies  rang- 
ing from  Dairy  Queen  to  Executive  Jet 
Aviation.  "Gen  Re  is  incredibly  well-po- 
sitioned for  the  long  run,  and  it  will  ulti- 
mately prove  to  be  a  shrewd  acquisi- 
tion," says  Berkshire  shareholder  David 


GENERAL  RE's 
PROGRESS... 


The  once  languishing  insurer  is  now 
showing  signs  of  new  life.  Here's  why: 

NEW  MANAGEMENT  Buffett  drops  his 
usual  hands-off  style  and  replaces  veteran 
CEO  Ronald  Ferguson  with  Joseph  Brandon 

NEW  EMPHASIS  Pricing  and  profits— not 
market  share — now  take  priority 

PREMIUMS  ROCKET  In  the  wake  of  Sep- 
tember 11,  premiums  for  reinsurance  soar 

CREDIT  RATING    General  Re  has  been 
able  to  maintain  its  AAA  rating 


J.  Winters,  chief  investment  officer  of 
Franklin  Resources'  Mutual  Series  Fund. 
Even  if  the  worst  is  over  for  General 
Re,  Buffett  watchers  are  wondering 
how  the  legendary  investor  got  himself 
into  such  a  messy  situation  and  why  it 
took  so  long  to  turn  it  around.  After 
all,  Buffett  knows  the  business — Berk- 
shire Hathaway  was  already  in  insiir- 
ance  and  reinsurance. 

In  truth,  the  acquisition  was  anything 
but  classic  Buffett.  Unlike  most  of  his 
deals,  Buffett  paid  by  issuing  stock — 
primarily  because  Berkshire's  stock  was 
so  richly  priced  at  the  time.  He  also 
paid  full  price  for  General  Re,  which 
had  earned  $970  million  in  1997,  its  best 
in  years.  It  was  also  a  lousy  time  to 
get  into  the  industry.  Premiums  for 
reinsurance  industrywide  had  already 
gone  into  a  tailspin  as  strong  profits  at- 
tracted more  competitors  who  slashed 
prices  to  gain  market 
share. 

Buffett  stuck  to  his 
usual  practice  of  leaving 
management  to  run  op- 
erations as  they  see  fit. 
He  left  longtime  Gener- 
al Re  CEO  Ronald  E. 
Ferguson  in  place.  In 
fact,  in  a  1999  letter  to 
shareholders,  Buffett 
wrote:  "Berkshire  can 
add  absolutely  nothing 
to  the  skills  of  Gen  Re's 
managers." 

How  wrong  he  was. 

It's  clear  that  Ferguson 

disregarded  early  signs 

*   of  weakness.  Underwrit- 


...IS  BOOSTING 
BERKSHIRE  STOCK 
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0  lilliiiiiiliiii [ n ini 

JUNE,  '98  FEB.  20.  '02 

▲  THOUSANDS  OF  DOLWRS  PER  SHARE 

MONTH-END  PRICES  EXCEPT  FOR  FEB..  2002 

Data:  Bloomberg  Financial  Markets 


BusinessWeek  /  March  4,  2002  77 


Finance 


ing  losses  that  began  with  a  trickle  in 
1998 — just  $370  million — reached  a  rip- 
tide of  $3  billion  in  2001.  Buffett  finally 
lost  patience.  "Buffett  doesn't  tell  com- 
panies how  to  operate.  He  has  given  Gen 
Re  a  lot  of  rope  and  time  to  fix  itself, 
and  he  makes  changes  when  there's  no 
other  way,"  says  Alice  D.  Schroeder,  an 
insurance  analyst  who  foUows  Berkshire 
Hathaway  at  Morgan  Stanley  Dean  Wet- 
ter &  Co'. 

That  change  finally  came  in  Septem- 
ber of  last  year,  when  a  distressed  Buf- 
fett replaced  the  60-year-old  Ferguson 
with  Joseph  P.  Brandon,  43,  who  was 
promoted  from  executive  vice-presi- 
dent. Then  in  November,  Buffett  sent 
an  unprecedented  mid-term  letter  to 
shareholders.  He  railed  against  Gen  Re 
for  breaking  all  thi'ee  of  the  basic  rules 
in  insvu-ance:  accept  risks  you  can  eval- 
uate, limit  business  so  that  you  don't 
suffer  losses  from  a  single  event,  and 
avoid  businesses  involving  "moral 
risk" — improper  or  illegal  acts.  Moral 
risk?  Buffett  declined  to  be  inteniewed 
for  this  storv,  but  General  Re  had  to 
take  a  $46  miUion  reserve  charge  in 
the  fourth  quarter  for  a  claim  related 
to  Enron  Corp. 

There's  not  much  Buffett  or  Brandon 
can  do  about  losses  from  business  al- 
ready on  the  books.  On  Feb.  6.  the  com- 
pany announced  a  $1.27  billion  under- 
writing loss  for  the  fouith  quarter.  That's 
on  top  of  third-quarter  undei'writing  loss- 
es of  $1.7  billion,  largely  a  result  of  Sep- 
tember 11  claims.  The  fouith-quarter 
losses,  the  company  said,  came  from  in- 
sufficient resen^es  in  almost  all  areas  of 
Gen  Re's  casualty  businesses,  including 
professional  liability,  medical  malpractice, 
and  workei-s'  compensation. 

Brandon  says  he's  follo\\Tng  a  "back 
to  the  future"  strategj'  to  restore  the 
undenMnting  expertise  and  discipline  for 
which  the  company  was  once  reno\med. 
Thanks  to  its  Berkshire  Hathaway 
parentage,  Genei-al  Re  has  been  able  to 
maintain  its  AAA  credit  rating — a  big 
plus  in  getting  new  business.  Brandon 
would  not  say  if  Greneral  Re  would  post 
profits  for  2002,  but  it  is  committed  to  de- 
livering solid  profits  in  2003  as  long  as 
there  are  no  large-scale  catastrophes. 

As  for  Buffett,  Brandon  says  the  boss 
is  taking  a  more  active  role  in  running 
the  reinsurance  company.  "Wairen's  way 
of  thinking,  ad\'ice.  and  counsel  are  in- 
valuable to  me  and  General  Re,"  says 
Brandon,  who  talks  \\ith  Buffett  fre- 
quently. That's  a  departure  from  Buf- 
fett's  usual  hands-off  nile.  But  rules  can 
be  broken  when  the  fate  of  p.  !^22  billion 
acquisition  is  at  stake. 

By  Pallavi  Gogoi  in  Chicago 


ONLINE  SERVICES 


A  NEW  TRADE 
FOR  E^RADE 

It  bets  big  on  diversifying 
into  consumer  finance 

What  does  E*'IVade  Group  Inc.  w^ant 
to  be  when  it  grows  up?  In  a 
flashy  presentation  to  investors 
Feb.  6  in  San  Francisco,  the  pioneering 
online  broker's  CEO,  Christos  M.  Cot- 
sakos,  said  earnings  could  quadruple  in 
2002  despite  the  bear  mai-ket.  Yet  the 


BROKERAGE  ACCOUNTS 
AVG.  TRADES  PER  DAY 
AVG^ ACCOUNT  BALANCE 
NET  BROKERAGE  REVENUES; 


glitz  didn't  obscure  a  key  change:  Dis- 
count brokering  is  no  longer  its  big  mon- 
eymaker. With  2001  brokerage  revenues 
down  28%  year-on-year,  E*Trade's  profits 
now  come  increasingly  from  banking 
services:  auto  loans,  mortgages,  check- 
ir.e  accounts,  and  ATMs.  As  Cotsakos  put 
it:  We're  counting  on  our  other  prod- 
uct-- to  carry  the  day."  Says  Banc  of 
America  analyst  Robert  Sobhani: 
''E^Trade  is  definitely  becoming  a  bank." 


So  why  is  E*Trade  bidding  betweei 
$700  million  and  $800  million  for  Date: 
Online  Holdings  Corp.,  a  privately  heL 
brokerage?  Neither  Datek  nor  E*Trad' 
would  comment,  but  industry  insiders  sa} 
E*Trade,  which  has  3.5  million  broker 
age  accounts  to  Datek's  830,000,  want 
to  hike  its  18%  of  the  online  brokerag 
mai'ket  and  preempt  rivals.  The  sti^te; 
is  risky.  If  it  wins  Datek,  E*Trade  mi 
digest  a  big  acquisition  while  its  new 
ness  is  getting  off  the  ground  and  its  ol 
one  is  struggling.  Datek,  which  doesn 
release  financials,  is  profitable,  analys 
believe.  But  E*Trade's  trading  volume; 
have  faDen  for  four  straight  quarters.  Thi 
average  account  size  is  down  about  13' 
from  a  year  ago  to  $12,728. 

The  banking  and  consumer-finance  be 
has  problems,  too,  pittin 
E*Trade  against  banks'  bread 
and-butter  business.  Home  refi 
nancings  fueled  E*Trade's  re 
cent  profit.  "We  think  they'l 
get  another  quarter  out  of  tha 
[but]  then  everyone  w'ho  want 
to  refinance  will  have  done  it 
says  Standard  &  Poor's  analys 
Charies  Ranch.  E*Trade  ' 
pects  its  refi  business  to  droi 
sharply  in  2002. 

Another  pitfall:  credit  risks 
which  Cotsakos  downplays 
"We're  not  going  to  have 
gazillion  credit  cards  out  there 
We  want  to  stay  with  th^ 
creme  de  la  creme  of  the  credi 
market,"  including  E*Trade'; 
w^ell-off  customer  base. 

No    doubt,    diversificatio 
helps.  E*Trade  shares,  thougl 
far  from  their  $50  peak,  are  u 
about  54%.  to  $8.19,  since  Sep- 
,,.„„„  ,,^  „„„  tember  11.  In  contrast,  Charles 

.ll.4;000. 1.76;000 gchwab  &  Co.'s   are  up  80%^ 

E*Trade  boasts  that  for  the  last 
six  quarters  it  posted  a  profit 
from  ongoing  operations,  which 
excludes  goodwill  amortization, 
investment  results,  and  other 
nonrecurring  charges.  On  Jan. 
14,  it  reported  a  $24.7  million 
fourth-quarter  profit  from  on- 
going operations,  more  than 
quadruple  the  year-ago  level, 
on  a  3.5%  revenue  gain.  Analysts  doubt 
E*Trade  can  keep  it  up.  'T)on't  expect 
that  kind  of  geometric  growth  rate  for 
'02,"  says  Rauch.  E*Trade  posted  a  net 
$241.5  million  loss  for  2001. 

E*Trade  is  in  a  har-d  spot.  Online  bro- 
kering has  become  a  brutal  mass-mar- 
ket business.  (Jetting  into  another — con- 
sumer banking — may  not  offer  much 
reUef. 

By  Louise  Lee  in  San  Mateo,  Calif. 


COTSAKOS'  GAME  PLAN 

With  E*Trade's  core  brokerage 
business  flagging... 


2001 

3.5  million 


2000 

3.2  million 


$12,728 
$911.4  million 


$14,672 
ilEbiilion 


...It  has  spread  into  banking  services 

BANKING  ACCOUNTS  491,000  363,000 

AVg!  ACCOUNT  BALANCE      %\<am  $15719 

ifJO  BANKING  REVENUES      $m9miliion $1707  million 

Data:  E*Trade  Group  Inc. 
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COMMENTARY 

By  Gary  Weiss 

ET  TU,  ENRON  LAWYERS? 


The  white-shoe  law  firm  of  Mil- 
bank,  Tweed,  Hadley  &  McCloy 
recently  posted  on  its  Web  site 
a  glowing  Q&A  with  its  global 
chairman,  Mel  M.  Immergut.  The 
subject  was  the  firm's  financial 
health,  and  Milbank  had  ample 
reason  for  pride.  Milbank  is  doing 
great,  thanks  largely  to  its  lucra- 
tive work  for  creditors  in  huge 
corporate  bankruptcies — notably 
Enron  Corp.  and  Pacific  Gas  & 
Electric.  "So  we  have  the  cred- 
itors' committees  of  the  two 
largest  bankruptcies  in  the 
history  of  the  U.  S.  going 
on  at  once,"  Immergut  ^ 

pointed  out.  % 

That's  terrific  news  for 
New  York-based  Milbank, 
one  of  the  largest  and  most 
prestigious  corporate  law 
firms  in  the  country.  And  it 
seems  benign — except 
when  you  consider  that  pg&e 
and  Enron  are  on  opposite  sides 
of  their  respective  bankruptcies, 
with  Enron  trying  to  wrest  money 
from  the  troubled  California  utility, 
and  vice  versa.  Moreover,  Milbank 
was  counsel  to  investment  banks 
that  arranged  some  of  Enron's  most 
controversial  financial  arrangements, 
including  the  Marlin  and  Osprey 
deals,  some  involving  offshore  enti- 
ties. Milbank  insists  it  has  special 
mechanisms  to  prevent  conflicts,  but 
critics  are  dubious.  "It  looks  shock- 
ingly bad,"  says  Susan  P.  Koniak,  a 
Boston  University  law  professor  and 
expert  on  legal  ethics. 

Have  Enron's  bankruptcy  lawyers, 
and  the  bankruptcy  court,  turned  a 
blind  eye  to  the  conflicts  of  interest 
of  the  firms  involved  in  the  Chapter 
11  proceedings?  Law  firms  and  other 
professionals  hired  to  work  in  bank- 
ruptcies are  required  to  be  "disinter- 
ested" to  protect  the  parties — and 
public  confidence  in  the  courts.  As 
one  bankruptcy  study  commission  put 
it,  "There  must  always  be  vigihnce 
to  ensure  that  the  public  has  confi- 
dence in  the  bankruptcy  system's 
fairaess  and  that  it  is  operating  to 
the  public  benefit,  not  just  to  enrich 
debtors  and  their  professionals."  Tlie 
passage  was  quoted  in  a  recent  law 


Conflicts  of  interest 

may  not  be  illegal,  but 

they're  unsettling 


review  article  on  bankruptcy  lawyer 
conflicts  by  U.  S.  Bankruptcy  Court 
Judge  Arthur  J.  Gonzalez — ^who  is 
presiding  over  the  Enron  case. 

This  high-minded  principle  seems 
to  have  been  submerged  in  the  En- 
ron case — sometimes  with  Gonzalez' 
approval — despite  the  public  outcry 
over  conflicts  of  interest  by  auditors, 
analysts,  and  bankers.  A  glaring  ex- 
ample involves  Vinson  &  Elkins,  En- 
ron's former  attorneys.  The  firm  has 
been  criticized  for  its  work  for  En- 
ron, such  as  its  recommendation  that 
no  action  be  taken  on  a  whistle-blow- 
er's allegations.  A  Vinson  spokesman 
said  the  firm  believes  its  work  for 
Em-on  was  perfectly  proper. 

Court  records  show  that  Enron  re- 
cently sought  covirt  permission  to  re- 
tain Vinson  as  a  special  coimsel — and 
that  several  creditors,  led  by  the 
Florida  Board  of  Administration, 
swiftly  objected.  Enron  withdrew  the 
application  to  employ  Vinson  on  Feb. 


12,  according  to  court  papers.  En- 
ron's lead  bankruptcy  lawyer,  Mar- 
tin J.  Bienenstock,  says  the  with- 
drawal "wasn't  really  related  to 
the  objections,"  but  a  Vinson 
spokesman  says  the  objections 
triggered  Enron's  decision  and 
the  firm  concurred. 

Unlike  Vmson  &  Elkins,  Mil- 
bank's  involvement  with  Enron  has 
received  little  attention.  In  a  70- 
page  court  filing  in  mid-January, 
Milbank  detailed  its  work  with  in- 
vestment banks  that  arranged  a 
number  of  Enron's  financing  enti- 
ties— all  of  which  are  under 
heavy  regulatory  and 
law-enforcement  scruti- 
ny. Milbank  has  pledged 
not  to  become  involved 
if  the  creditors'  commit- 
tee decides  it  has  to  sue 
some  of  Milbank's  former 
banker  clients.  If  that  hap- 
pens, notes  Milbank  attorney 
Stephen  J.  Blauner,  the  firm  will 
farm  out  the  work  to  another 
lawyer — a  "conflicts  coimsel."  Mil- 
bank  also  represented  Enron  in  the 
sale  of  several  Enron  Wmd  Corp. 
power  facilities  late  in  2001.  The  firm 
says  it  has  an  "information  firewall" 
between  its  Enron  Wind  and  bank- 
ruptcy lawyers. 

Blauner  says  these  arrangements, 
which  Judge  Gonzalez  has  approved, 
will  protect  the  interests  of  creditors. 
Bienenstock  agrees.  But  his  firm, 
WeU,  Gotshal  &  Manges,  could  hardly 
object.  It  represents  Enron's  embat- 
tled accountants,  Arthur  Andersen  & 
Co.,  and  also  is  a  bankruptcy  attor- 
ney for  PG&E.  In  court  filings,  the 
firm  promised  to  erect  an  "ethical 
wall"  to  prevent  conflicts. 

All  this  no  doubt  meets  the  letter 
of  the  law.  And  it  may  be  true  that 
Enron  was  so  huge  that  one  would 
be  hard-pressed  to  find  a  major  law 
firm  that  hadn't  been  involved  with 
the  company.  But  at  a  time  when 
Enron-linked  worries  are  roiling  the 
nation,  the  lawyers'  conflicts  of  inter- 
est are  hardly  reassuring  to  a  public 
weary  of  ethical  astigmatism. 

Senior  Writer  Weiss  is  following  the 
Enron  saga  from  New  York. 
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standard  computers." 
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In  a  world  of  megabanks,  can  CEO  HANK  PAULS(]( 


N-ear  the  New  York  Stock  Exchange, 
on  the  30th  floor  of  Gokhnan  Sachs 
Group  Inc/s  headquarters  at  85  Broad 
Street,  p5rt|-iiita,of  fornier  senior  part- 
ners in  gilded  frames  Hne  the  hall- 
way leading  to  the  e^cutH'e  suite.  The  paint- 
ings mark  the  133-yeai\otd-  legacy  of  a  banldng 
empire  with  $15.8  bill!%vii%^enues,  whose 
undisputed  dominance  of  iniiii^^iblic  offerings 
and  mergers  and  acquisitions  iffltlong  made  it 
the  envy  of  global  financiv>In  s«At  ..contrast. 


money,  power,  and  history.  Instead,  Paulson  ^ 
has  hung  photos  of  wild  animals,  some  oi  ■■, 
them  once-endangered  and  now-plentiful  ■ 
predatory  birds. 

His  photos  aren't  just  ornamental.  Con-  ,, 
servation — particularly  of  raptors,  a  grou}:  i, 
that  includes  eagles  and  falcons — has  been  a  ,, 
passion  of  this  jeweler's  son  since  his  boy-  • 
hood  in  the  Chicago  suburbs.  His  hobby  is  . 
an  apt  metaphor  for  the  battle  that  Paulson  ^ 
55,  now  faces.  Although  Goldman  is  a  rapa 
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fight — one  of  the  last  holdouts  against  the 
uave  of  consolidatTpii  that  is  I'olling  over  Wall 
'>treet  and  changi-ng  the  way  it  operates. 

Megasize  financial  su])ei-mai-kets  offering 
I'oinnKM-cial,  retail,  and  investment  banking — 
)lus  insui'ance,  brokerage,  and  money-man- 
ig(Mnent  serxices — thi-eaten  to  crush  the  likes 
)f  (loldman.  Their  balance  sheets  dwarf  Gold- 
man's. The  largest,  Sanford  I.  Weill's  giant 
'itigi-oup,  has  $1  ti'illion  in  assets,  more  than 
triple  Goldman's  %\\\t  billion,  while  J.I^.  Mor- 
lian  Chase  cVr  Go.  has  double  that  amount 
itable,  page  (S4).  By  offeiing  compani(\^  a  wide 


range  of  services,  including  cheap  loans,  the 
behemoths  have  been  attracting  profitable  in- 
vestment banking  business  their  way.  That's 
how  Citi's  Salomon  Smith  Barney  unit  clawed 
its  way  to  become  the  leading  issuer  of  cor- 
porate debt  and  equity  and  to  hoist  itself  up 
the  list  of  top  MvSl'A  dealmakers.  ^**^ 

Paulson  refuses  to  follow  the  pack.  He 
scoi'ns  the  very  idea  that  Goldman  should 
seek  out  a  mei'ger  partner  so  that  it  can  lend 
big.  "We  don't  need  to  buy  a  [commercial] 
bank,"  he  says.  "If  we  wanted  to  reduce  our 
i-eturn  on  ecjuity  by  50%  through  lending,  we 


BusinessWeek  /  March   ! 


><*l«tHiMU:(i. 


HEALTH  CHECK 

How  Goldman  is  doing  since  its  IPO  in  1999 


Ml     I     I     I      I     I     I     I     I      I     I     I      I     I      i     I     I      I     I      I     I     I     1     I     I     I     I      I     I     I      I     I 

MAY  31, '99  JAN.  31, -02 

Data:  Bloomberg  rmancial  Markets 


...AND  THE  BANK 
DOMINATES  THE  M&A 
AND  IPO  BUSINESS.. 


GLOBAL  ANNOUNCED  M&A 


GLOBAL  IPOS 


GOLDMAN 

34% 

MERRILL  LYNCH 

27 

MORGAN  STANLEY 

26 

CSFB 

23 

J.P.  MORGAN  CHASE 

22 

MORGAN  STANLEY 
CIT|6R0UP/SSB 
CSFB 
MERRILL  LYNCH 


17% 
15  ] 

9 

9 

6 


Data:  Thomson  Financial/First  Call 


...BUT  GOLDMAN'S 
ASSETS  ARE 
RELATIVELY  SMALL.. 


ASSETS 

CITIGROUP 

$1,050 

UBS  PAINEWEBBER 

701 

J.P.  MORGAN  CHASE 

694 

CSFB 

623* 

MORGAN  STANLEY 

484 

GOLDMAN 

312 

BILLIONS.  End  of  fourth  quarter 
*End  of  third  quarter 


...NET  PROFIT 
MARGINS  ARE 
WORSENING... 


NET  PROFIT  MARGINS 

2002* 

14% 

2001 

15 

2000 

19 

1999 

19 

*Estimate 

Data:  Salomon  Smith  Barney 


...  AND  ANALYSTS 
EXPECT  EARNINGS 
TO  FALL  MORE  THAN 
COMPETITORS' 


& 


i4  H 
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1  ST  BTR  YEAR/YEAR 

GOLDMAN 

-28% 

MORGAN  STANLEY 

-22 

MERRILL  LYNCH 

-27 

J.P.  MORGAN  CHASE 

-14 

CITIGROUP 

+11 

Data:  Thomson  Financial/First  Call 


CO-PRESIDENTS  JOHN 
THAIN  AND  JOHN 
THORNTON  WORK 
CLOSELY  WITH  PAULSON 


could  do  it  ourselves."  Instead,  he  is  determined  that  Gold- 
man will  remain  a  pure-play  investment  bank. 

The  core  of  Paulson's  strategy  is  simple:  "We  want  to  be 
the  premier  global  investment-bank,  securities,  and  invest- 
ment-management firm,"  he  says.  "We  want  to  have  a  dis- 
proportionate share  of  the  business  of  the  most  important 
cUents  in  the  most  important  markets."  To  achieve  that, 
Paulson  beheves  Goldman  must  gain  a  lock  on  providing  fi- 
nancial advice  to  mar- 
quee corporations, 
government  authori- 
ties, and  superrich  in- 
dividuals in  the  world's  major  economies — the  LF.S.,  Ger- 
many, Britain,  Japan,  and  China.  At  the  same  time,  the 
firm  wants  to  add  market  share  in  the  most  proritable  se- 
curities businesses:  mergers,  ipos,  equities,  and  commodities 
trading,  high-yield  offerings,  and  complex  financial  instru- 
ments called  derivatives.  To  do  that,  Paulson  has  made  tar- 
geted acquisitions  in  these  fields  to  give  Goldman  greater 
depth,  not  breadth. 

It's  a  high-risk  gamble  that  could  easily  fail.  Paulson  fig- 
ures he  has  roughly  a  year  before  he  could  be  facing  even 
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larger  rivals.  "This  is  a  transition  year,"  he  says.  "It's  a  dif-  ; 
ficult  year."  His  game  plan  relies  heavily  on  a  snapback  in ; 
the  markets  and  economy,  both  of  which  could  be  slow  to  re-  y 
bound  and  weaker  than  expected.  iPOs  are  still  a  trickle —  t 
only  four  have  been  completed  in  the  U.  S.  since  Enron  [i 
Corp.  filed  for  bankruptcy  on  Dec.  2 — while  mergers  are  r 
down  42%.  Although  he  has  snared  some  of  the  biggest  ^ 
deals  going,  from  Tyco  International's  $10  billion  breakup  ii 

The  price  of  failure  is  highil 

plan  to  Hewlett-Packard  Co.'s  proposed  $25  billion  merger  i; 
with  Compaq  Computer  Corp.,  there  isn't  enough  business  to  ^ 
sustain  Goldman  for  long.  Furthermore,  the  Enron  debacle  ii; 
has  soured  companies  and  investors  on  the  sort  of  bravursfe 
financial  engineering  at  which  Goldman  excels.  fe 

For  Paulson,  the  price  of  failure  would  be  high:  Goldmank 
could  be  gobbled  up  by  one  of  the  megabanks  he  thinks  hefc 
can  outfox.  W^th  a  market  cap  of  just  $39  biUion,  vs.  Citi- 
group's  $216  bilhon  and  J.P.  Morgan's  $56  billion,  Goldman 
looks  like  a  tasty  morsel  to  predators. 
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2002  ESTIMATES       I 


Part  of  the  problem  rests  squarely  with  Paulson.  Until  he 
:ut  3,000  employees  in  mid-2001,  Paulson  had  spent  lavish- 
y  on  expensive  talent  and  acquisitions  at  the  peak  of  the 
narket.  After  Goldman  went  public  in  1999,  he  behaved  as 
f  Goldman  were  invincible.  By  mid-2001,  Goldman's  staff  had 
ripled,  to  a  peak  of  25,000,  as  Paulson  added  high-priced 
specialists  in  everything  from  M&A  and  ipos  to  investment 
idvice  for  the  superwealthy,  junk  bonds,  and  equity  trading. 


expect  it  to  report  first-quarter 
earnings  as  low  as  88(Z  per  share 
in  March,  down  37%  from  the 
same  quarter  in  2001.  That's  far 
worse  than  most  analysts'  prelim- 
inary forecasts  for  Goldman's 
main  rivals — drops  of  27%  at  Mer- 
rill Lynch  &  Co.  and  22%  at  Mor- 
gan Stanley  Dean  Witter  &  Co. — 
and  the  11%  rise  in  profits 
expected  from  Citigroup.  "It's  go- 
ing to  be  an  ugly  year,"  says 
James  F.  Mitchell,  securities  in- 
dustry analyst  at  Putnam  Lovell 
Securities  Inc.  "If  mergers  and 
other  capital-markets  activities 
stay  at  these  low  levels,  worst- 
case  scenario,  Goldman  could  post 
even  worse  net  earnings  in  2002 
than  in  2001  [which  were  down 
24.7%  from  2000]." 

But  at  the  same  time,  Goldman 
has  managed  to  escape  many  of 
the  woes  now  afflicting  most  of 
its  rivals.  The  megabanks  are 
reaping  a  bitter  harvest  from  prof- 
ligate loans  made  to  snare  invest- 
ment banking  deals.  Their  losses 
on  bad  loans  to  hundreds  of  strug- 
gling companies — fi'om  telecom  up- 
starts to  retail  store  chains — are 
now  surpassing  any  profits  they 
made  on  the  deals. 

Several  were  also  involved  in 
both  lending  to  Enron  and  setting 
up,  and  investing  in,  its  now- 
notorious  off-balance-sheet  part- 
nerships. J.  P.  Morgan  Chase  alone 
took  an  $807  miUion  charge  in  the 
quarter  for  losses  on 
lending  to  Enron  and  Argentina. 
The  same  goes  for  Credit  Suisse 
First  Boston,  which  expects  to  an- 
nounce in  March  a  $1  billion  net 
loss  in  the  same  quarter.  "The 
^^^  one-stop  shopping  malls  on  Wall 
Street,  the  J.  P.  Morgan  Chases 
and  the  Citigroups,  are  going  to  be  discredited,"  says 
Charles  W.  Peabody  of  New  York  investment  advisers  Ven- 
tana  Capital.  "In  setting  up  those  partnerships,  the  more 
they  put  their  balance  sheets  at  risk.  Goldman  was  unwilling 
to  do  that,  and  I  think  they'll  be  a  healthier  institution  in 
the  endgame." 

That's   why    many    financial    mavens    give    Paulson   a 
reasonable  shot  at  winning  out  in  Goldman's  make-or-break 


TOTAL  PRETAX  EARNINGS  2002 


►  2002  estimates       (up  5%)  $3.9  BILLION 


TOTAL  NET  REVENUES  2002 


►  2002  estimates  (up  1.25%)  $16  BILLK 


INVESTMENT  BANKING 


►  19%  of  2002  Pretax  Earnings 

►  Net  Revenues  $3.55  BILLION 

►  Pretax  Earnings  $745.5  MILLION 

The  dearth  of  M&A  and  IPO  business  will 
squeeze  pretax  earnings.  Equity  underwriting 
may  rise  modestly  in  the  second  half,  but  not 
enough  to  offset  a  drop  in  debt  underwriting. 
Overall,  revenues  may  fall  7%. 


TRADING.  PRINCIPAL  INVESTMENTS 


►  26%  of  2002  Pretax  Earnings 

►  Net  Revenues  $6.65  BILLION 

►  Pretax  Earnings  $1  BILLION 

With  interest-rate  cuts  nearing  an  end,  fixed-in- 
come trading  revenues,  which  rose  nearly  35% 
last  year,  are  expected  to  fall  and  equity  trading 
to  sputter.  But  last  year's  $621  million  loss  in 
private  equity  isn't  likely  to  be  repeated, 
allowing  the  sector  to  eke  out  a  small  profit. 


ASSET  MANAGEMENT  &  SECURITIES 


►  54%  of  2002  Pretax  Earnings 

►  Net  Revenues  $5.83  BILLION 

►  Pretax  Earnings  $2.1  BILLION        J^^^^^' 

Asset  management  attracted  $67  billion  in  net 
new  money  last  year.  But  if  equity  markets  re- 
main rocky,  asset  growth  is  likely  to  be  modest 
this  year. 

Data:  Putnam  Lovell  Securities  Inc.  ^^ 


Idman  could  be  gobbled  up  by  one  of  its  huge  rivals 


Vnd  once  he  had  publicly  traded  shares  at  his  disposal,  he 
vent  on  a  buying  binge  costing  well  over  $7  billion — the  first 
ime  Goldman  had  ever  made  major  acquisitions  in  its  then- 
30-year  history.  Since  July,  1999,  it  has  taken  over  a  spe- 
ialist  share  trader,  an  online  investment  bank,  an  options 
rading  outfit,  and  tw^o  market  makers.  The  biggest,  costing 
€.5  billion,  was  Spear,  Leeds  &  Kellogg,  which  trades  on  all 
isted  U.  S.  exchanges  and  over-the-counter  markets. 

Indeed,  this  year  threatens  to  be  one  of  Goldman's  dark- 
st.  Salomon  Smith  Barney  analysts,  the  most  pessimistic, 


year.  Its  stock  has  risen  28%  since  its  May,  1999,  IPO. 
Meanwhile,  an  index  of  its  rivals'  stock  prices  has  fallen  7.6% 
over  the  same  period.  Goldman  produced  record  net  earnings 
of  $3  biUion  on  $16.5  biUion  in  revenues  in  2000 — a  profit 
margin  of  more  than  18%.  Even  in  a  bear  market,  Goldman's 
stock  proved  more  resistant  than  most,  sinking  7.5%  in 
2001,  vs.  a  12.5%  fall  in  the  Russell  Financial  Services  Index. 
"When  the  market  comes  screaming  back,  there's  going  to 
be  prestige  in  companies  saying  that  Goldman  is  their  lead 
bank.  Others  won't  have  the  same  cachet,"  says  financial- 
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BIG  DEALS 

Goldman  is  the  world's  No.  1  M&A  and  IPO  adviser 


KOZLOWSKI 

went  to 
Goldman  for  a 
BREAKUP  plan 


YEAR 

COMPANY 

DEAL 

VALUE* 

2002 

TYCO  INTERNATIONAL 

Divestiture  plan 

$10 

2002 

HEWLEH  PACKARD 

V 

Deal  to  buy 

Compaq 

25 

2002 

AT&T  BROADBAND 

Purchase  by 
Comcast 

72 

2001 

PRUDENTIAL  FINANCIAL 

IPO 

3 

2001 

AMERICA  ONLINE 

Purchase  of 
Time  Warner 

181 

2000 

6LAX0  WELLCOME 

Purchase  of 
SmithKlineBeecham 

77 

2000 

ATIT  WIRELESS 

IPO 

11 

1999 

VODAFONE 

Purchase  of 
Mannesmann 

20 

Source:  Thomson  Financial  Securities  Data  Corp. 
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services  analyst  E.  ReiUy  Tierney  of  New  York's  Fox-Pitt, 
Kelton  Inc. 

As  his  rivals  reel,  Paulson  needs  to  prove  to  investors, 
clients,  and  his  own  people  that  his  go-it-alone  strategy  is  on 
the  mark.  The  toughest  sell  may  be  Goldman  employees, 
who  own  55%  of  the  company.  His  top  executives  have  kept 

the  faith.  But  some  in 
the  lower  ranks  now 
beheve  that  Goldman 
may  eventually  be 
forced  to  buy  a  commercial  bank  or  be  taken  over  by  one  to 
stay  in  the  game.  "If  [Goldman's  employees]  feel  that  preser- 
vation of  their  wealth  requires  affiliation  [with  a  commercial 
bank],  I  don't  think  they'd  hesitate  to  do  it,  and  I  think 
they'd  move  very  quickly,"  says  financial  services  analyst 
Guy  Moszkowski  of  Salomon  Smith  Barney  Holdings  Inc. 

Already,  there  are  rumblings  of  discontent  among  em- 
ployees, from  the  ranks  of  managing  director  on  down,  as 
Paulson  switches  his  focus  to  pruning  costs.  Now,  say  Gold- 
man insiders,  the  firm  is  preparing  another  hefty  round  of  lay- 
offs. Many  who  survived  last  year's  cuts  were  bitter  because 
they  were  asked  to  accept  options  instead  of  cash  as  a  large 
part  of  their  2001  bonus.  Making  matters  worse  is  the  so- 
called  partnership  compensation  pool  that  Goldman  created 
when  it  went  public  in  1999  to  protect  the  status  of  the 


firm's  upper  echelon.  The  effect  hs 
been  to  create  three  classes  of  employ 
ees:  the  old-guard  partners,  the  veter 
ans  who  never  made  partner,  and  a  le 
gion  of  newbies,  the  40%  of  staff  wh< 
have  been  on  board  for  two  years  o: 
less.  Some  of  the  newer  arrivals  wer( 
angry  that  they  had  to  take  larger  pa; 
cuts  than  members  of  the  pool  at  the 
start  of  this  year.  Paulson  doesn't  hav( 
much  sympathy  for  the  disgruntled 
"We  try  very  hard  to  be  fair.  But  i 


they  don't  have  to  work  here,"  he  says 
Some  are  getting  the  message  lou( 
and  clear.  On  Feb.  11,  three  Goldmai 
sales  and  trading  executives  left  fo 
Morgan  Stanley.  That  in  itself  was  qvutt 
a  change.  "Five  or  six  years  ago,  W( 
didn't  think  of  hiring  anyone  fi-om  Gold 
man.  It  didn't  happen,"  says  one  riva 
banker.  Meantime,  co-head  of  invest 
*BIU.I0NS         rnent  banking  Steven  M.  "Mac"  Hellei 

a  20-year  veteran 
is  about  to  retire 
Other  managing  di 
rectors  who  hav( 
been  hanging  oi 
until  this  May 
when  they  will  b« 
able  to  sell  th( 
shares  they  re 
ceived  in  Goldman's 
IPO,  will  probablj 
follow  him  out  the 
door.  Since  goinj 
public,  Goldmar 
has  lost  6  of  its 
management  com 
mittee  members 
But  losing  ever 
one  top  exec  cai 
prove  critical.  Af 
ter  head  of  research  Steve  Einhom  lef 
in  1998,  Goldman's  research  slipped  fi*om  No.  2  to  No.  7  in  th( 
closely  watched  Institutional  Investor  rankings.  Moreover,  ' 
of  the  13  female  partners  at  the  time  of  the  IPO  have  quit 
"My  biggest  concern  as  a  shareholder  is  that  Goldman  wil 
suffer  from  a  brain  drain,"  says  a  former  Goldman  insider 
Based  on  what  employees  have  told  them,  Goldman  brass  in 
sists  there  won't  be  a  mass  exodus. 

It's  up  to  Paulson  to  prove  them  right.  A  lanky  and  ath 
letic  six-footer,  he's  a  complicated  man  who  alternately  ter 
rifies  and  inspires  employees.  He's  capable  of  poking  fun  a 
himself  over  his  inability  to  operate  computers.  (His  secre 
tary  has  to  print  out  his  e-mails.)  But  some  employees 
avoid  riding  in  elevators  with  him  rather  than  face  his 
probing  questions,  though  they  can't  escape  the  voice  mails 
he  regularly  leaves  at  2  a.m.  He  expects  his  employees  t( 
work  as  hard  as  he  does:  He  makes  360  visits  a  year  to  ex 
ecutives  at  top  companies. 

Even  in  leisure  moments,  he  can  be  unrelenting.  He  is  sc 
driven  that  he  gets  visibly  upset  when  he  fails  to  catch  a  mar- 
lin  on  vacation  in  the  Florida  Keys.  "Hank  has  never  beer 
satisfied  to  lose — ever,"  says  personal  friend  and  cUent  Wall 
Minnick,  chainnan  and  CEO  of  SummerWinds  Garden  Centen 
in  Boise,  Idaho.  As  a  football  linebacker  at  Dartmouth  Col- 
lege, Paulson  offset  his  comparatively  slight  build  with  sue! 
ferocity  that  he  was  nicknamed  "The  Hammer"  He  emergec 


Hewlett- 
Packard  CEO 
FIORINA  with 
Compaq's 
CAPELLAS. 
Fiorina  says 
Goldman 
"prepared  us  for 
the  NEGATIVE 
MARKET 
REACTION '  that 
greeted  the  deal 
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=  Certified  Pre-Owned  = 


HENRY  "HANK"  PAULSON  JR. 

BORN  1946,  on  a  farm  outs.de  Chicago 

EDUCATION  BA,  English  literature,  Dartmouth;  MBA,  Harvard 


CURRENT  JOB  Chairman.  CEO  of  Goldman  Sachs.  On  staff 
since  1974. 

RESUME  HiGHLIGirTS  Pentagon  aide  1970-72.  Assistant  to 

John  Ehrlichman  in  Nixon  White  House  1972-73. 

HOW  HE  STAYS  PLUGGED  IN  Is  very  active  with  clients. 
"That  lets  you  see  what's  happening  on  the  battlefield." 

FAMILY  Met  wife  Wendy  while  at  business  school.  Two 
children,  a  son  and  a  daughter.  Homes  in  New  York  City  and 
Barrington,  III. 

AFTER  HOURS  Works  with  China's  President  Jiang  Zemin  and 
the  Nature  Conservancy  to  preserve  the  Tiger  Leaping  Gorge  in 
Yunnan  province.  Co-chairman  of  the  Asia/Pacific  Council  of  the 
Nature  Conservancy.  Board  of  Directors  of  the  Peregrine  Fund, 
which  protects  birds  of  prey.  Paulson's  father  first  got  him 
interested  in  the  outdoors.  "When  we  went  horseback  riding,  he'd 
point  out  sparrows  and  meadowlarks." 
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as  a  major  player  at  Goldman  in  1994  after  he  was  yanked 
from  the  Chicago  office  to  New  York  as  coo,  charged  with 
slashing  costs  25%.  He  managed  to  do  that,  but  still  re- 
mained very  much  in  the  shadow  of  Jon  Cor2dne,  his  co-CEO 
and  now  a  U.S.  Senator  from  New  Jersey.  Until,  that  is, 
Goldman  postponed  its  1998  IPO  after  the  stock  market  fal- 
tered folloM-ing  Rus- 
sia's financial  melt- 
down. Paulson  leapt  in 
as  the  enforcer — and 
with  the  help  of  his  now  co-presidents,  John  A.  Thain,  46,  and 
John  L.  Thornton,  48,  dumped  Corzine,  completed  the  offer- 
ing, and  made  himself  and  the  other  220  partners  each  an  av- 
erage of  $100  milhon  richer. 

Now  the  trio  run  Goldman  as  a  team.  Unlike  other  Wall 
Street  houses,  where  power  struggles  are  common  ind  very 
public,  the  three  are  considered  so  close  and  complementary 
that  employees  refer  to  them  in  one  breath  as  "Hank,  John, 
and  John."  While  Paulson  came  up  through  the  ranks  as  an 
investment  banker,  Thain  "the  Humane"  is  a  trader  at  heart 
and  makes  more  operational  decisions.  Thornton  is  the  gioup's 
strategist,  who  built  up  the  firm's  European  operations  with 
Thain.  The  three  tag-team  decisions  on  most  major  transac- 
tions, sometimes  from  different  comers  of  the  globe  in  a 


typical  daily  blitz  of  50  voicemails.  Anything 
O.K.'d  by  one  is  considered  approved  by  all 
Occasionally  they  disagree.  If  that  happens,  the^ 
may  take  hours  or  even  days  to  hammer  out  ; 
decision  in  their  tight  circle.  "If  we  don't  agree 
w^e  lock  ourselves  in  a  room  until  we  come  to  ai 
agreement,"  says  Thain. 

Whether  in  unison  or  as  indi\iduals,  they  wU 
have  to  ensure  that  employees  execute  flawlessly 
Paulson's  nightmare  is  that  an  employee  ma^ 
feel  too  pressured  and  make  a  mistake — and  pu 
the  firm's  reputation  on  the  line.  "In  this  tougl 
econemic  environment,  people  can  do  stupic 
things,"  he  says.  Early  in  his  career,  Paulson  sa\ 
close-up  how  damaging  mistakes  could  be.  One  o 
his  first  jobs  was  as  an  aide  to  John  Ehrlichmai 
in  President  Richard  Nixon's  White  House.  Ii 
1973,  when  he  thought  the  President  was  lying 
Paulson  quit,  recalls  SummerWind's  Minnick,  w^( 
also  worked  in  the  White  House  at  the  time 
"He  was  very  troubled,"  says  Minnick. 

Until  three  years  ago,  Goldman  groomed  itj 
bankers  for  leadership  roles  through  informal  ap 
prenticeships.  But  with  thousands  of  employ 
ees  spread  around  the  plan 
et  after  the  hiring  splurge 
that's  no  longer  possible.  So 
Goldman  is  drafting  a  sue 
cession  plan  that  extends 
down  to  its  division  heads 
It  has  also  hired  manage 
ment  gurus  to  figure  ou 
how  its  top  three  officers 
can  best  reach  their  people 
One  result:  Paulson,  Thorn 
ton,  and  Thain  teach  man 
aging  directors  in  a  leader 
ship  program  called  Pint 
Street.  "We  want  people  tc 
act  as  though  they've  beer 
here  for  10  years  wher 
they've  been  here  for  two,' 
says  Lloyd  C.  Blankfein,  i 
managing  director. 
So  concerned  is  Paulson  that  his  ambitioi 
strategy  might  be  torpedoed  by  a  screwup  that  he's  at  pains 
to  remind  staffers  of  incidents  that  put  the  firm  in  jeopardy 
In  December,  he  walked  all  the  managing  directors  through  i 
htany  of  past  blunders.  They  included  angering  Japanese 
regulators  with  careless  recordkeeping,  annoying  the  Singa 
pore  government  by  advising  on  a  hostile  bid  w'here  sucl 
practices  are  usually  taboo,  and  advising  dot-coms  with  ques 
tionable  business  plans.  Since  January,  all  Goldman  employees 
have  been  taking  refresher  courses  on  everything  from  the  so 
called  Chinese  walls  that  separate  investment  bankers  fron 
research  analysts  to  appropriate  ways  to  manage  risk.  Or 
Feb.  19,  Goldman  armoimced  that  it  will  make  its  researcl 
department  independent  from  its  equities  division  and  bannec 
analysts  from  owioing  stocks  in  industries  they  cover. 

The  moves  are  timely.  Rivals  are  eager  to  spread  the  wore 
that  even  the  w^orld's  No.  1  adviser  can  mess  up.  Though  it  has 
so  far-  escaped  being  directly  tainted  by  the  Enron  scandal 
Ck)ldman  is  receiving  flak  over  its  handling  of  Tyco's  breakuj 
and  HP's  proposed  merger  with  Compaq.  Tyco  and  HP  say 
they  are  satisfied  with  Goldman's  w'ork.  HP  CEO  Carleton  S.  Fio 
lina  told  BusinessWeek:  "They  prepared  us  for  the  negative 
market  reaction"  that  initially  greeted  the  Compaq  deal.  But 
that  hasn't  silenced  competitors.  Some  bad-mouth  Goldman 
which  stands  to  make  $33  million  for  advising  HP,  for  not 
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WIIAT  WORRIES  HANK 

Here's  what  Paulson  says  can  keep  him  awake  at  night: 
MISTAKES  "Each  of  us  at  Goldman  Sachs  has  more  potential  to 


are  having  to  offer  discoiints  to  win  back  busi 
ness.  "They  tend  to  be  arrogant,  which  Germans 
don't  like,"  says  a  rival  U.  S.  banker.  "But  there  h 
no  denying  that  so  far,  they  have  done  compara 
^^    ,.       ..       ,.    .    I     4. 4.L,  „,.„L,  ^,„  ^^+i„„^  "  tively  well  here.  We  consider  them  our  chief  com 

^^'^.:^^J^'^.^^^.:^.^^^1.^!^''::^^^  petitor,  alongside  Deutsche.-  ^ 

THE  COMPETITION  "There  is  always  some  major  threat.  Some 

competitor.  Some  form  of  price-cutting. . . .  We  are  in  a  dangerous^ 

industry."  __ 

ENRON  "All  of  our  reputations  have  been  hurt.  The  question  now 
is  will  there  be  an  overreaction,  and  will  that  result  in 
inappropriate  legislation  and  regulation?" 


EXECUTION  "We  take  on  risk.  We  live  with  volatility.  We  don't 
have  predictable  recurring  earnings.  That's  the  nature  of  our  busi- 
ness. I  say  to  people  'if  it  was  easy,  you  wouldn't  be  making  the 
kind  of  money  you're  making.'" 

LENDING  "I  think  about  our  clients'  capital  requirements  and 
how  we  can  help  them  all  the  time.  We  don't  have  to  buy  a  com- 
mercial bank.  Sure,  commercial  banks  can  misprice  credit  and 
have  some  short-term  wins,  but  that  doesn't  mean  it  makes  sense 
for  us  to  change  our  strategy." 

MEGAMERGERS  "We'll  be  paranoid  and  we'll  worry  about  [an- 
other investment/commercial  bank  merger].  I'll  have  a  sleepless 
night  or  two  when  a  deal  is  announced.  But  I'd  have  more  than  a 
sleepless  night  or  two  if  we  did  it." 


heading  off  a  proxy  fight  by  forcing  HP  management  to  seek  the 
O.K.  of  the  Hewlett  and  Packard  families  and  foundations. 
Says  one  riv;il  banker:  "This  deal  has  been  a  comedy  of  errors. 
It's  amateur  hoiu*." 

That  may  be  no  more  than  sour  grapes  as  Goldman  steals 
market  share  from  rivals.  By  sticking  to  what  Goldman  does 

best,  Paulson  has  cut 
a  huge  swath  in  Ger- 
many and  Japan.  The 
firm  swept  to  first 
place  as  a  merger  adviser  in  Japan  last  year,  handling  46%  of 
the  deals,  worth  $30.4  billion,  vs.  $15.9  billion  for  Morgan  Stan- 
ley and  $11.5  billion  for  Merrill  Lynch.  In  Germany,  where 
thousands  of  private  companies  are  looking  to  go  public,  Gold- 
man has  bested  both  Deutsche  Bank  and  Dresdner  Bank  to  be- 
come that  country's  top  adviser  on  mergers  and  equity  offer- 
ings. Indeed,  Goldman  has  developed  such  a  stronghold  after 
adding  such  big-name  clients  as  DaimlerChrysler  and  Deutsche 
Telekom  to  its  roster  that  local  investment  banking  competitors 


Cover  Story 


Paulson's  tactic  of  deepening  Goldman's  ex 
pertise  is  starting  to  pay  off  in  U.S.  equities 
trading,  too.  Through  acquisitions,  Goldman  has 
patched  together  critical  mass  in  everything  fron 
self-directed  electronic  trades  to  processing  an 
clearing  services.  In  two  years,  Goldman  h; 
gone  from  making  markets  in  500  stocks  to  6,000 
And  with  the  ability  to  cl 
its    own    trades    after    i 
bought  Spear  Leeds,  it  i 
now  handling  transaction 
and   back-office   work   fo: 
more  than  600  investmen 
managers  with  $100  biUio 
in   hedge-fund   assets,   u 
from  nothing  two  years  ago 
That    may    sound    lik' 
grunt  work,  but  Paulson  ar- 
gues it  will  help  Goldman  h 
grab    more    underwritin 
deals.  His  reasoning:  Com 
panics    want    the    highest 
prices  when  they  issue  eq-  [)( 
uity,  so  they  will  flock  to  th( 
best-informed    firm.    "The 
more  knowledge  we  have  or 
what  is  really  going  on  ir 
the  capital  markets — the  market's  pulse — the 
more  insight  we  can  provide  investor  and  issuer 
clients,"  says  Robert  K  Steel,  Goldman's  head  ol 
equities. 

Likewise,  Goldman's  investment  management 
business  may  be  about  to  pay  off.  Years  in  the 
building,  it  now  spans  the  globe  and  offers 
cUents  a  wide  variety  of  products  ranging  fron 
fixed  income  to  hedge  funds.  Division  co-heac 
Peter  S.  Krauss  believes  he  can  deUver  40% 
profit  from  asset  management.  While  other  di- 
visions are  cutting  staff,  Krauss  has  been  train 
ing  200  brokers  to  add  to  a  500-strong  force 
catering  to  superwealthy  individuals  with  $20 
million  or  more  to  invest. 

All  this  positioning  should  have  a  big  payofl 
when  the  economic  recovery  finally  kicks  in  anc 
mergers  and  iPOs  pick  up.  And  if  the  rebound  is  as  synchro 
nized  around  the  world  as  the  downturn  was,  Goldman  will  ben- 
efit more  richly  than  rivals  without  its  heft  in  Europe  anc 
Asia.  "Look  at  what's  happening  around  the  world,"  says  Paul- 
son. "The  forces  of  globalization.  Restructiuing.  Open  trade, 
Pension  reform.  Goldman  Sachs  operates  at  the  sweet  spot  oi 
capitalism." 

For  Paulson,  the  big  test  is  now.  It  won't  take  long — ^no 
more  than  an  economic  cycle — ^to  figure  out  whether  Goldman 
survives  intact.  Already,  his  biggest  competitors  are  on  the 
prowl.  Citigroup's  Weill  and  Morgan  Stanley  ceo  Philip  J.  Pur- 
ceU  are  sniflBng  out  new  acquisitions,  while  J.  P.  Morgan  Chase  or 
HSBC  are  eyeing  Merrill  Lynch.  If  Paulson's  strategy  works 
out,  Goldman  wiU  remain  rich  and  independent.  If  not,  his  firm 
stands  to  become  just  another  aisle  in  a  financial  supermarket. 
By  Emily  Thornton  in  New  York,  unth  David  Fairlamh  in 
Frankfurt,  Mara  Der  Hovanesian  and  Marcia  Vickers  in 
New  York,  Peter  Burrows  in  San  Mateo,  Calif.,  and  Brian 
Bremner  in  Tokyo 
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Moxi,  out  to  start  a  home- 
entertainment  revolution, 
is  burning  through  cash. 
Abrupt  change  at  the  top 

When  Steve  Perlman  unveiled  his 
new  company,  Moxi  Digital  Inc., 
on  Jan.  7  at  the  Consumer 
Electronics  Show  (CES)  in  Las 
Vegas,  he  came  close  to  matching 
Siegfiied  &  Roy  in  the  wow  department. 
After  two  years  in  stealth  mode,  Perlman 
predicted  that  Moxi  and  its  television 
set-top  box  would  soon  revolutionize 
home  entertainment,  combining  TV,  video, 
music,  and  the  Internet  in  a  single,  pow- 
erful device.  The  press  and  analysts 
lapped  it  up,  voting  Moxi  "Best  of  CES." 
Time  magazine  gushed  over  Moxi  and 
its  first  customer,  satelUte-TV  provider 
EchoStar  Communications  Corp.,  saying: 
"Can  world  domination  be  far  behind?" 
The  gilded  launch,  however,  masked  a 
company  that  is  struggling.  Today,  just 


seven  weeks  after  its  splashy  debut, 
Perlman  is  no  longer  CEO.  On  Feb.  20, 
Moxi  executives  said  that  Perlman  will 
step  down  to  "have  more  time  for  cre- 
ative projects."  The  CEO  duties  will  im- 
mediately be  handed  to  Rita  Brogley,  a 
Moxi  vice-president  who  had  headed  sales, 
marketing,  and  business  development. 

The  sudden  change  in  command  comes 
after  BusinessWeek  learned  that  Moxi  is 
running  low  on  cash.  The  startup  could 
be  out  of  money  within  a  few  months 
unless  it  raises  more  funds,  is  acquired, 
or  cuts  costs,  say  two  Moxi  insiders.  Moxi 
has  been  in  contact  with  early  investors 
AOL  Time  Warner,  Vulcan  Ventures,  and 
EchoStar  about  their  buying  the  startup, 
say  the  insiders.  At  one  point,  AOL  made 
a  tentative  offer  of  around  $100  million, 
according  to  an  insider  and  someone  close 
to  the  AOL  negotiators.  That's  far  below 
the  $267  million  valuation  Moxi  received 
when  it  got  $67  million  in  funding  15 
months  ago — one  of  the  20  largest  first- 
round  financings  in  U.S.  history.  Talks 
between  Moxi  and  AOL  ended  in  mid- 


February,  say  the  sources.  Neither  com-  :li 
pany  would  comment  on  them.  ct 

It's  unclear  what  Brogley  will  do  tcin 
improve  Moxi's  fortunes.  She  was  un- 
available for  comment  on  Feb.  20,  but  in  a  a 
written  statement  she  said  she  will  pursue  re 
a  "variety  of  financing  opportunities,  in-M 
eluding  strategic  relationships."  Perlman  A 
will  stay  on  as  vice-chairman  and  willi 
continue  as  the  company's  visionary.  Hei: 
could  not  be  reached  for  comment  on  Feb.  v.. 
20  but  spoke  to  BusinessWeek  over  the:( 
past  two  weeks  as  issues  were  raised  3 
about  the  company's 
cash,  its  spending, 
and  its  prospects. 

Moxi's  woes  are 
a  sign  of  the  times 
for  T-shirt  entre- 
preneurs. It  has  al- 
ways been  difficult 
for  an  inventor 
such  as  Perlman  to 
turn  a  grand  idea 
into  a  going  busi- 
ness.      Entrepre- 


Despite  Mo.n's    I 
splashy  launch  i\ 
January,  the  stai 
is  running  short\ 
funds.  Here's  ich^ 
needs  to  do:        \ 
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man  to  cut  expenses  and  lower  the  rent, 
say  two  company  insiders.  Meanwhile, 
Perlman  acknowledges  the  company  is 
still  at  least  a  year  away  from  a  broad 
rollout  of  its  product  and  from  generat- 
ing significant  revenues.  "Moxi  has  a 
tremendous  product  with  incredible  val- 
ue, but  it's  going  to  be  all  for  nothing," 
laments  a  Moxi  executive. 

Perhnan  insists  Moxi  is  nowhere  near 
a  cash  crisis.  He  told  BusinessWeek  on 
Feb.  11  that  he  could  fund  the  company 
himself  for  a  year — though  it  is  now  im- 
clear  whether  he's  still  willing  to  do  so  af- 
ter the  management  change.  Perlman 
has  plenty  of  money:  In  1997,  he  sold 
his  previous  company,  WebTV  Networks 
Inc.,  which  provides  Net  access  from  TVs, 
to  Microsoft  Corp.  for  $425  million.  As  for 
the  lease,  Perhnan  says  he  hasn't  bene- 
fited unfairly  at  Moxi's  expense.  And 
while  the  empty  building's  lease  was 
signed  just  three  months  ago,  the  terms 
were  set  two  years  ago  at  the  market 
rate  then,  says  Perlman.  Moxi  is  renego- 


towards  its  vision  of  a  one-stop  entei- 
tainment  hub  in  the  home.  "We  think 
they  could  be  the  leading  home-enter- 
tainment platform"  in  two  years,  says 
Richard  F.  Doherty,  director  at  tech  re- 
searcher Envisioneering  Group. 

Transforming  the  home  entertainment 
experience  has  long  been  Perlman's 
dream.  A  native  of  West  Hartford,  Conn., 
he  gained  renown  as  one  of  Silicon  Val- 
ley's innovators  thanks  to  his  work  at 
Apple  Computer  Inc.,  where  he  was  one 
of  the  architects  of  the  Macintosh  Quick- 
time  technology  for  handling  audio  and 
video.  He  also  carved  out  new  ground  at 
WebTV,  the  first  successful  effort  to  wed 
TV  and  the  Internet.  "Steve  has  always 
had  a  passion  for  consumer  electronics," 
says  former  Apple  ceo  John  Sculley. 

At  the  same  time,  Perlman  gets  frus- 
trated when  his  ideas  aren't  lauded  by 
others.  As  an  engineer  for  Apple  in  the 
late  1980s,  he  often  would  blow  up  at 
product  managers  more  concerned  about 
incremental  upgrades  than  his  innova- 


VRLMAN 

\s BusinessWeek  was  going  to  press 
m  Feb.  20,  Moxi  execs  said  founder 
*erlman  was  stepping  down  as  CEO 

leurs  need  scads  of  money.  Rocket-sci- 
ince  technology  must  work  as  prom- 
sed — and  come  at  an  affordable  price. 
Lnd  all  the  while,  a  fledgling  company 
isks  being  crushed  in  its  infancy  by 
irge,  well-heeled  competitors.  Turning 
(reams  into  dollars  is  even  more  chal- 
mging  nowadays  because  funding  is 
carce.  Venture  capitalists  invested  $32.1 
liUion  in  startups  last  year,  doMoi  65% 
rom  a  year  ago,  according  to  researcher 
^entureOne  Corp. 

To  make  matters  worse  for  Moxi,  it's 
rying  to  drum  up  customers  during 
ough  economic  times,  when  the  digital 
ntertainment  industry  is  loath  to  bet 
n  unproven  technologies.  While  Moxi's 
lachine  is  praised  by  analysts,  only 
khoStar  has  publicly  committed  to 
esting  the  system.  Even 
"ime    Warner    Cable,    a 
ubsidiary  of  lead  investor 
OL,  has  not  announced 

tart^onTcabiliSdus!  wiU  go  out  of  busincss,"  says  a  cable  executive 

ry  executive  says  his 
ompany  won't  make  a  deal  because  the 
ardware  is  too  expensive  and  demand 
5  uncertain.  "It's  a  company  wdth  very 
alented  people.  In  many  ways,  it's  mov- 
ig  in  the  right  direction,  but  it's  ahead 
f  its  time,"  says  the  cable  executive. 
Someone  will  either  pick  it  up  for 
heap,  or  it  will  go  out  of  business."  In 
he  days  before  the  management 
hange,  Perlman  denied  the  company  is 
1  danger  of  going  out  of  business. 

Adding  to  the  company's  headaches 
re  problems  with  expenses.  Moxi  pays 
ent  at  more  than  twice  the  market  rate 
n  an  office  building  in  downtown  Palo 
Uto,  Calif.,  that  Moxi  vacated  in  mid- 
001  and  that  is  partly  owned  by  Perl- 
nan.  The  cash  crunch  also  has  sparked 
nanagement  turmoil,  including  the  De- 
ember  departure  of  Chief  Operating 
)fficer  Bill  Keating,  who  pressed  Perl- 


"Someone  will  either  pick  it  up  for  cheap,  or  it 


dating  the  lease.  Perlman  says  spending 
is  under  control.  "We're  consistently  op- 
erating under  budget,"  he  says.  "The 
bum  rate  came  down  nine  months  ago." 
Moxi's  struggle  carries  ramifications 
for  the  budding  digital  home-entertain- 
ment market.  Sony  Corp.  and  Microsoft 
are  developing  their  own  versions  of  a 
digital  home-entertainment  hub.  The 
Moxi  Media  Center,  designed  to  replace 
TV  set-top  boxes,  is  slightly  larger  than  a 
VCR.  The  unit  receives  satellite  or  cable- 
TV  signals  and  contains  a  personal  video 
recorder  to  pause  or  store  live  televi- 
sion, a  DVD  and  music  CD  player,  an  In- 
ternet connection,  and  a  hard  drive  that 
can  store  thousands  of  songs.  It  can  be 
attached  to  a  computer  network  so  en- 
tertainment and  data  can  be  received  on 
any  TV  or  PC  in  the  house.  If  Moxi  suc- 
ceeds, it  will  push  the  market  rapidly 
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tions.  When  Perlman  left  Apple,  he 
permed  an  essay  for  Scvilley  and  other 
executives  on  the  reasons  he  was  leaving, 
describing  a  "SaUeri  Syndrome" — refer- 
ring to  Mozart's  jealous  rival.  He  argued 
that  less  skilled  people  were  undermining 
the  company's  true  innovators.  Later,  as 
the  chief  technologist  at  upstart  online- 
video  game  outfit  Catapult  Entertain- 
ment Inc.,  he  was  forced  out  by  the  top 
executives  after  he  clashed  with  them 
over  the  company's  direction.  Perlman 
says  he  has  butted  heads  with  people  he 
believes  are  stifling  his  creativity.  "To 
me,  the  future  is  crystal-clear,"  he  says. 
"I've  been  given  a  gift  and  a  cm^e." 

At  Moxi,  Perlman  faced  the  inventor's 
dilemma.  Like  others  passionate  about 
their  technology,  he  wanted  to  run  his 
own  show.  But     colleagues  gave  him 
mixed  marks  as  a  manager.  Although  he 
could  spin  a  terrific  vision,  Perl- 
man didn't  readily  accept  advice 
from  executives  around  him,  say 
colleagues  fi*om  WebTV  and  Moxi. 
And  those  who  didn't  agree  with 
his  way  of  doing  things  could 
provoke  Perlman.  "Steve  was 
right  about  80%  of  the  time  and 
wrong  about  20%,"  says  a  for- 
mer WebTV  exec.  "But  if  you 
harped  on  the  20%,  he  would 
shut  you  out." 

When  Perlman  launched  Moxi 
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"Moxi  has  a  tremendous  product  with  incredible  value, 
but  it's  going  to  be  all  for  nothing,"  says  a  company  exec 


in  Januaiy,  2000,  he  gave  himself  control 
over  the  startup.  He  funded  it  with. 
about  $10  million  through  most  of  its 
first  year  and  was  the  majority  owTier. 
He  controlled  the  board,  with  Moxi  ex- 
ecs outnumbering  outside  directors  3  to 
2.  Despite  the  personality  conflicts  in 
Perlman's  past,  his  reputation  as  an  in- 
novator attracted  a  lineup  of  all-star  in- 
vestors, including  aol  Time  Warner,  Cis- 
co, EchoStar,  and  Paul  Allen's  Vulcan 
Ventures.  "We  were  less  looking  at  Perl- 
man  as  a  CEO  and  more  as  a  proven  in- 
novator," says  board  member  Paul 
Bosco,  an  executive  at  Cisco  Systems 
Inc.  Bosco  wouldn't  comment  on  the 
problems  at  Moxi.  Board  member  Kevin 
Fong,  a  venture  capitalist  at  Maj'fleld, 
and  other  investors  also  declined  to 
comment  for  this  story. 

Founded  during  the  tail 
end  of  the  dot-com  boom, 
Moxi  spared  no  expense 
in  its  early  days.  Some  of 
this  can  be  attributed  to 
the  high  cost  of  compet- 
ing for  talent  in  Silicon 
Valley:  large  salaries,  expensive  flat- 
screen  monitors  for  engineers,  free  din- 
ner for  staffers  working  late.  But  the 
company  continued  to  bum  through 
cash  in  2001 — when  money  was  run- 
ning tight,  say  two  insiders  and  an  in- 
vestor. Early  last  year,  the  company 
spent  nearly  $2  million  on  the  intellec- 
tual property  of  Geocast  Network  Sys- 
tems Inc.,  a  data-distribution  compa- 
ny. Then,  in  the  fall,  it  spent  hundreds 
of  thousands  of  dollars  acquiring  semi- 
conductor assets  from  BroadLogic  Net- 
work Technologies  Inc.  Both  moves 
troubled  some  insiders,  who  say  the 
added  expertise  and  technology  weren't 
critical  to  Moxi's  product.  In  a  written 
response  to  questions,  Perlman  says: 
"The  acquisitions  Moxi  has  made  were, 
and  continue  to  be,  strategic  to  the 
company  and  have  accrued  to  the  com- 


pany's valuation  more  than  their  cost." 
Equally  troubling  to  some  employees 
have  been  the  company's  real  estate  ex- 
penses. In  the  summer  of  2000,  Moxi 
moved  into  a  four-story,  downtown  Palo 
Alto  building  that  Perlman  had  just  co- 
purchased  for  nearly  $21.5  million,  ac- 
cording to  a  local  real  estate  database. 
No  written  lease  had  been  signed,  but 
Moxi  paid  the  owners  rent.  When  Moxi 
began  to  outgrow  the  University  Avenue 
building  in  early  2001,  it  signed  a  lease 
for  another  building  several  blocks  away 
on  Brj'ant  Street.  By  the  middle  of  2001, 
Moxi  had  moved  almost  entirely  to 
Br\'ant  Street  but  continued  to  pay  rent 
on  the  vacant  building  partly  owned  by 
Perlman.  When  Moxi  signed  a  lease  for 
Perlman's  building  in  November,  2001,  it 


THE  MOXI  MEDIA  CENTER 

Combining  T\',  video,  and  the 
Net,  it  could  cost  up  to  $700  to 
make,  not  the  estimated  $450 

was  for  $11.50  per  square  foot — the  going 
rate  when  the  company  moved  in,  ac- 
cording to  a  Moxi  insider.  That  was  far 
above  the  market  rate  for  Palo  Alto  in 
late  2001,  which  was  $4.39  a  square  foot, 
according  to  a  study  by  real  estate  agent 
BT  Commercial.  "That  doesn't  sit  well 
with  investors — who  thought  we  were 
in  this  as  partners,  not  a  situation  where 
he  benefits  personally  while  the  company 
suffers,"  says  one  Moxi  investor. 

Perlman  insists  the  deal  is  ethical.  The 
terms  for  the  University  Avenue  building 


OURIQUSER  AND  CURIOUSER 

During  the  reporting  of  this  story,  something  unusual  happened.  On  Feb.  15,  someone  imper- 
sonated BusinessWeek  m\\er  Ben  Elgin,  who  was  gathering  information  for  a  Moxi  story,  by 
setting  up  a  Hotmail  e-maii  account  with  his  name  as  part  of  the  address.  That  person  began 
getting  in  touch  with  people  associated  with  Moxi — seemingly  an  attempt  to  ferret  out  who 
was  giving  information  to  BusinessV^eek.  It  is  unclear  from  where  this  e-mail  originated. 

Eartier,  on  Feb.  11,  Moxi  founder  and  thsn-CEO  Steve  Perlman  vowed  in  an  interview  to  "trigger 
an  investigation"  into  who  was  speaking  io  BusinessWeek.  When  asked  if  he  knew  anything 
about  the  e-mail  impersonation,  Perlman  responded  in  a  written  statement:  "No  comment." 


are  tied  to  those  of  the  Bryant  Strec 
building,  says  Perlman.  That  was  set  u 
so  he  would  not  have  a  conflict  of  intere 
between  his  role  as  a  landlord  and  his  n 
sponsibiUties  to  Moxi. 

Even  if  Moxi  can  make  it  through  it 
cash  crunch,  it  will  have  to  stretch  t 
live  up  to  its  promises.  For  starters 
Perlman  told  the  press  in  January  tha 
the  entertainment  hub  would  cost  $45 
to  produce.  Analysts  and  Moxi  insidei~ 
now  say  it  will  probably  cost  betweei 
$575  and  $700,  not  including  Moxi' 
undisclosed  software  license  ft 

ISo  it's  a  less  appealing  prospe< 
for  the  cable  and  satellite  con 
panies  that  would  foot  the  bil 
Says  Mike  Paxton,  an  analys 
at  Cahners  In-Stat  Grouj 
"That's  a  very  expensive  set 
top  box."  Perlman  is  stickinj 
to  his  cost  estimate,  but  he  ac 
knowledges  that  his  price  doe: 
n't  include  the  optic^  drive  fo 
the  DVD  player  or  the  Moj 
software  hcense. 
Perlman  may  have  overstat 
ed  the  company's  ties  to  EchoStar,  to< 
In  January;  Perlman  told  BiisiiiessWeei 
that  EchoStar  had  made  "a  huge  com 
mitment"  as  its  first  customer  and,  afte 
trials,  would  be  releasing  the  produc 
"later  in  the  year."  EchoStar,  howevei 
says  that  while  it  agreed  to  lend  it 
support,  it  has  not  signed  any  contrac 
as  a  customer.  The  satellite  provide: 
also  has  no  deployment  plans  beyonc 
some  limited  customer  trials.  Perlmai 
defends  the  portrayal  of  the  relation 
ship.  The  fact  that  the  companies 
participated  in  each  other's  press  con 
ferences  at  last  month's  show  anc 
that  Moxi  showed  its  machine  in  th( 
EchoStar  booth,  demonstrate: 
"the  strength  of  [their]  relationship  anc 
the  level  of  commitment,"  says  Perl 
man.  EchoStar  spokesman  Marc  Lump 
kin  does  say  the  Moxi  machine  is  im 
pressive:  "It  has  a  lot  of  dynami< 
features  we  think  our  customers  want.' 
That  thought  counts  for  something 
But  will  Moxi  be  ai'oimd  long  enough  t< 
deliver  on  its  promise? 

By  Beyi  Elgin  in  Palo  Alto,  Calif, 
with  Linda  Himelstein  and  Cliff  Ed 
wards  in  San  Mateo,  Calif. 


BusinessWeek  online 


For  the  latest  updates  on  the  Moxi  story,  see 
www.businessweek.com. 
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By  Tom  Lowry 

A  LiniE 
NICHE  MUSIC 
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TIMELESS:  This 
Hank  Williams 
tribute  is  up  for 
a  Grammy 


M 


ingling  with  all  the  big-name 
musicians  at  the  Grammy 
Awards  on  Feb.  27  in  Los  An- 
geles will  be  the  Whites,  Ralph  Stan- 
ley, Norman  Blake,  James  Carter  & 
the  Prisoners,  and  the  Soggy  Bottom 
Boys.  Who?  Their  names  may  be  ob- 
scure, but  they  are  among  the  Gram- 
my-contending artists  performing  on 
the  soundtrack  for  the  movie  O 
Brother,  Where  AH  Thou?, 
a  hodgepodge  of  Depres- 
sion-era songs  up  for  Al- 
bum of  the  Year.  What's 
remarkable  is  that  the 
record  has  sold  more 
than  4  million  copies, 
despite  having  almost 

O  BROTHER:  Will  its 
success  be  a  lesson 
for  the  majors? 


no  radio  play  or  splashy  maga- 
zine covers.  O  Brother  is  one  of  four 
albums  from  year-old  Lost  Highway 
Records  that  together  have  garnered 
16  Grammy  nods. 

Lost  Highway's  success  is  a  wake- 
up  call  for  the  $33  billion  world  mu- 
sic biz.  Ask  any  mogul  why  sales 
were  down  11%  in  2001  and  are  ex- 
pected to  drop  a  further  3%  this 
year,  and  he'll  blame  the  CD-bumers 
and  the  clones  of  Napster  Inc.  And 
he  would  have  a  point:  Sales  of  pirat- 
ed CDS  were  $4.5  bilhon  last  year,  ac- 
cording to  the  International  Federa- 
tion of  the  Phonographic  Industry. 

But  let's  face  it,  many  of  the  in- 
dustry's ills  are  self-inflicted.  Costs, 
from  outsize  superstar  contracts  to 
grandiose  promotions,  are  seriously 
bloated  and  tend  to  reward  medioc- 
rity. Lost  Highway,  by  contrast,  ex- 
pects to  break  even  in  its  first  year, 
with  $109  milUon  in  sales. 
Its  modest  goals  and  sur- 
prising success  send  a 
message  that  bigger  and 
pricier  ain't  necessarily 
better. 

Music  execs  always 
promise  to  swear  off  big 
budgets,  but  somehow 
they  never  do.  In  January, 


London's  EMI  Group  PLC,  one  of  the 
music  Big  Five,  shelled  out  $28  mil- 
lion to  diva  Mariah  Carey  just  to 
void  her  four-record,  $80  million  deal. 
Sony  Music  Entertainment's  Epic  la- 
bel signed  aging  moonwalker  Michael 
Jackson  to  a  $100  million  deal,  then 
spent  $30  million  more  to  produce 
and  market  his  latest  album. 
Invincible,  which  so  far  hasn't  taken 
off.  Lost  Highway's  costs:  less  than 
$5  million  to  make  and  promote  the 
four  nominated  albums,  including 
Timeless  (a  tribute  to 
Hank  Wilhams), 
Ryan  Adams'  Gold, 
and  Lucinda  Williams' 
Essence. 

Lost  Highway  is 
the  brainchild  of  vet- 
eran Nashville  music 
exec  Luke  Lewis,  55, 
who,  as  head  of  Uni- 
versal Music  Group's 
Mercury  Nashville  la- 
bel, says  he  began  to  "lose  some  pas- 
sion" for  country  music  as  it  got  wa- 
tered down  in  the  1990s.  So  he  got 
his  bosses  at  Universal  to  let  him 
launch  Lost  Highway  (the  name  of  a 
tune  sung  by  Hank  Williams)  as  a 
home  for  a  stable  of  singer-songwrit- 
ers wanting  to  steer  clear  of  over- 
the-top  marketing.  Sure,  Lost  High- 
way has  a  safety  net  that  most  true 
independents  don't:  It's  under  the 
umbrella  of  Universal,  the  No.  1 
music  company,  and  is  distrib- 
uted by  sister  label  Island 
Def  Jam.  But  Lewis  runs 
Lost  Highway  as  a  frugal, 
autonomous  operation. 

Industry  insiders  say 
Lost  Highway's  exam- 
ple could  spark 
more  niche  labels 


at  the  majors. 
"Any  time  you  have  com- 
panies starting  to  evaluate  costs, 
you  will  see  the  rise  of  boutique  la- 
bels," says  Terri  M.  Santisi,  a  former 
EMI  exec  now  a  consultant  at  kpmg. 
"The  smaller  labels  can  also  fill  a  void 
in  musical  tastes."  It's  already  hap- 
pening. Warner  Music  Group  has  the 
Nonesuch  label  (remember  Grammy- 
winning  Buena  Vista  Social  Club?). 
And  Sony  created  the  Lucky  Dog, 
Hidden  Beach,  and  Aware  labels. 

The  new  diversity  should  be  wel- 
come news  for  music  lovers,  frustrat- 
ed by  consolidation  in  music  and  ra- 
dio, which  is  shrinking  the  range  of 
what  gets  made  and  played.  So  let's 
hope  Lost  Highway  walks  away  with 
some  prizes,  if  only  to  drive  home 
the  message  to  those  big-spending 
moguls  that  it's  the  music  that 
counts,  not  the  marketing. 

Lowry  writes  about  the  entertain- 
ment industry  from  New  York. 


LUCINDA  WILLIAMS 

Her  Essence 
album  was  made 
with  none  of  the 
industry's  usual 
bloated  costs 
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ALTRUISM:  IN  1990 
BERNERS-LEE  MAD 
THE  DECISION  NOT 
TO  PATENT  HIS 
WEB  INNOVATION. 
THUS  FORGOING 
RICHES  UNTOLD       ■ 


Jy  Otis  Port 


Whatever  else  1955  is  re- 
membered for,  it  boasts 
two  notable  birthdays. 
That  June,  Timothy  J. 
Bemers-Lee  popped  into 
the  world  in  London,  and 
few  months  later,  William  H.  Gates 
II  opened  his  eyes  in  Seattle.  Gates 
rent  on  to  become  the  richest  person  on 
arth  as  head  of  Microsoft  Corp.  Tim 
lerners-Lee  might  be  giving  Gates  a 
un  for  the  money,  but  he  passed  up 
is  shot  at  fabulous  wealth — intention- 
Uy— in  1990.  That's  when  he  decided 
ot  to  patent  the  technology  used  to 
reate  the  most  important  software  in- 
ovation  in  the  final  decade  of  the  20th 
entury:  the  World  Wide  Web.  Bemers- 
,ee  wanted  to  make  the  world  a  richer 
lace,  not  amass  personal  wealth.  So  he 
ave  his  brainchild  to  us  all. 

Now,  the  idealistic  father  of  the  Web 
lans  an  even  grander  gift:  a  next-generation  Web  that  almost 
ertainly  will  rank  as  the  most  important  software  of  this 
ecade.  Bemers-Lee  regards  today's  Web  as  a  rebellious 
dolescent  that  can  never  fulfill  his  original  expectations.  By 
005,  he  hopes  to  begin  replacing  it  with  the  Semantic  Web-- 
smart  network  that  will  finally  understand  human  lan- 
uages  and  make  computers  virtually  as  easy  to  work  with  as 
ther  hvunans. 

This  new  project  is  a  collaborative  effort  of  hundreds  of 
linds,  with  Bemers-Lee  as  maestro.  The  ultimate  goal:  to 
am  the  Web  into  a  gigantic  brain.  Every  computer  con- 
ected  to  the  Internet  would  have  access  to  aU  the  knowledge 
tiat  humankind  has  accumulated  in  science,  business,  and 
he  arts  since  we  began  painting  the  walls  of  caves  30,000 
ears  ago.  This  racial  memory  would  be  a  constant  source  of 
ispiration  for  dreaming  sublime  dreams,  boosting  human 
reativity,  and  solving  previously  intractable  problems.  Online 
ommerce  chores  and  Web  services  would  be  handled  by 
oftware  modules  that  snap  together  like  toy  Lego  blocks. 
We  expect  the  Semantic  Web  to  be  as  big  a  revolution  as  the 
riginal  Web  itself,"  says  Richard  Hayes-Roth,  Hewlett- 
'ackard  Co.'s  chief  technology  officer  for  software. 
To  get  there,  though,  Bemers-Lee  must  navigate  some 


THINK  THE  WORLD 
WIDE  WEB  IS  A 
GODSEND?  BY  2005, 
TIM  BERNERS-LEE 
AIMS  TO  BE 
REPUCING  IT  WITH 
THE  SEMANTIC 
WEB  WHICH  WILL 
UNDERSTAND 


very  muddy  waters.  Development  of 
the  Semantic  Web  is  being  funded  main- 
ly by  the  World  Wide  Web  Consortium 
(W3C),  which  he  heads.  Founded  in  1994 
and  based  at  Massachusetts  Institute 
of  Technology,  the  W3C  is  the  guardian 
of  Web  technology  and  standards.  Its 
budget  relies  heavily  on  membership 
dues  from  more  than  400  companies. 
And  while  making  money  may  not  be  a 
primary  motivator  for  Bemers-Lee,  it's 
what  business  is  all  about.  Conflicts,  in 
short,  were  inevitable — and  not  just  cen- 
tering around  Bemers-Lee.  Indeed,  me- 
diating the  inevitable  clashes  among 
W3c's  hundreds  of  companies,  each  with 
its  own  agenda,  will  be  the  acid  test  of 
Bemers-Lee's  leadership. 

A  particularly  thorny  issue  cropped 
up  last  August.  A  W3C  committee  of  13 
members,  including  IBM  and  Microsoft, 
proposed  installing  tollbooths  on  the  In- 
formation Highway  by  allowing  patent- 
ed software  to  be  included  in  W3C- 
approved  standards.  The  committee  rea- 
soned that  as  online  offerings  grow  more 
sophisticated,  the  developers  of  software 
for  handling  advanced  Web  services, 
such  as  supply-chain  management  and 
collaborative  engineering,  should  be  per- 
mitted to  collect  royalties  on  their  in- 
vestments. But  Berners-Lee  is  philo- 
sophically opposed  to  standards  that 
would  impose  fees,  and  many  other  W3C 
members,  such  as  the  Free  Software 
Foundation  and  the  Open  Source  Ini- 
tiative, also  denounced  the  notion. 
"Things  have  calmed  down  a  bit,"  says 
Robert  S.  Sutor,  IBM's  director  of  e-busi- 
ness standards,  and  the  committee  is 
now  rethinking  its  stance.  Bemers-Lee 
says  the  mood  has  now  shifted  "strong- 
ly toward  a  royalty-free  position." 

Meanwhile,  the  W3C  is  taking  heat  on 
other  fronts.  Critics  say  the  organization 
is  moving  too  slowly  on  developing  stan- 
dards to  ensure  that  different  Web-service  offerings  can 
work  together.  Business  sees  major  revenue  growth  from 
better  tools  that  can  deal  with  complicated  travel  arrange- 
ments, say,  or  deliver  new  entertainment  options.  But  com- 
panies are  reluctant  to  invest  in  developing  such  software  un- 
til big  corporations  are  on  the  same  page.  What  good  would 
it  do,  for  example,  to  create  a  program  under  Microsoft's 
Web-services  initiative,  dubbed  .Net,  if  it  couldn't  link  up 
with  a  related  program  written  in  Java  for  Sun  Microsystems 
Inc.'s  counterpart?  Or  if  a  computer-aided  design  program 
at  Boeing  Corp.  were  unable  to  talk  to  the  company's  engi- 
neering or  manufacturing  software? 

A  W3C  draft  specification  aimed  at  harmonizing  Web  ser- 
vices was  pubUshed  in  January,  2001,  "but  the  W3C  then  sat  on 
its  hands  for  a  whole  year"  complains  Uttam  M.  Narsu,  an  an- 
alyst at  Giga  Information  Group.  Not  until  late  January  did 
the  W3C  organize  several  working  groups  to  tackle  standards 
for  Web  services.  "My  sense  is  that  [W3C  staffers]  are  too  vi- 
sionary," Narsu  says.  "They're  devoting  too  much  effort  to  the 
Semantic  Web,  believing  it  will  change  the  world  yet  again, 
and  not  enough  effort  to  less  sexy  things  that  are  important 
to  business  in  the  near  term." 

The  Semantic  Web  is  certainly  sexy.  As  envisioned  by 
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Bemers-Lee,  it  would  understand  not  only  the  meaning  of 
words  and  concepts  but  also  the  logical  relationships  among 
them.  That  has  awesome  potential.  Most  knowledge  is  built  on 
two  pillars:  semantics  and  mathematics.  In  number-crunching, 

computers  already 
outclass  people.  Ma- 
chines that  are  equally 
adroit  at  dealing  with 
language  and  reason 
won't  just  help  people  uncover  new  insights;  they  could  blaze 
new  trails  on  their  own. 

Even  with  a  fairly  crude  version  of  this  future  Web,  min- 
ing online  repositories  for  nuggets  of  knowledge  would  no 
longer  force  people  to  wade  through  screen  after  screen  of  ex- 
traneous data.  Instead,  computers  would  dispatch  intelligent 
agents,  or  software  messengers,  to  explore  Web  sites  by  the 
thousands  and  logically  sift  out  just  what's  relevant.  That 
alone  would  provide  a  major  boost  in  productivity  at  work 
and  at  home.  But  there's  far  more. 

Software  agents  could  also  take  on  many  routine  business 
chores,  such  as  helping  manufacturers  find  and  negotiate 
with  lowest-cost  parts  suppliers  and  handling  help-desk  ques- 
tions. The  Semantic  Web  would  also  be  a  bottomless  trove  of 
eureka  insights.  Most  inven- 
tions and  scientific  break- 
throughs, including  today's 
Web,  spring  fi*om  novel  com- 
binations of  existing  knowl- 
edge. The  Semantic  Web 
would  make  it  possible  to 
evaluate  more  combinations 
overnight  than  a  person 
could  juggle  in  a  lifetime. 
"A  lot  of  scientific  research 
is  now  interdisciplinary,  like 
global  climate  change,  and 
the  scientists  need  to  talk 
to  each  other,"  says  Chai- 
tanya  Baru,  a  data-mining 
expert  at  the  San  Diego  Su- 
percomputer Center.  "But 
they  use  different  jargon." 

Sure,  scientists  and  oth- 
er people  can  post  ideas  on 
the  Web  today  for  others  to 
read.  But  with  machines  do- 
ing the  reading  and  trans- 
lating jargon  terms,  related 
ideas  from  milhons  of  Web 
pages  could  be  distilled  and 
summarized.  That  will  hft 
the  ability  to  assess  and  in- 
tegrate information  to  new 
heights. 

As  a  result,  Bemers-Lee 
envisions  a  new  age  of  en- 
lightenment. The  Semantic 
Web,  he  predicts,  "will  help 
more  people  become  more 
intuitive  as  well  as  more  analytical.  It  \Adll  foster  global  col- 
laborations among  people  with  diverse  cultural  perspectives, 
so  we  have  a  better  chance  of  finding  the  right  solutions  to 
the  really  big  issues — ^like  the  environment  and  climate  warm- 
ing." In  short,  it  will  change  the  world  even  more  than  his 
original  creation. 

The  capital-Q  question  is:  Can  he  pull  it  off?  There's  no 
shortage  of  doubters.  Still,  most  people  who  know  the  reclu- 
sive Bemers-Lee  are  optimistic.  "Tim  has  a  gift  for  seeing  the 
fiiture  and  making  it  happen,"  says  John  R.  Patrick,  a  retired 
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WHAT  IS  THE 

SEMANTIC 

WEB? 

As  Tim  Berners-Lee  is 
the  first  to  acknowledge, 
today's  World  Wide  Web 
can  be  a  difficult  place 
to  get  things  done.  Your 
search  engine  can't  tell 
the  difference  between 
a  Zip  Code  and  phone 
number.  To  a  computer 
perusing  a  travel  site, 
a  departure  time  of 
"09:05A"  could  just 
as  easily  mean  09.05 
Australian  dollars.  On  the 
Semantic  Web,  words  will 
be  tagged  in  a  language 
called  XML  so  computers 
can  tell  what  they  mean. 
And  smart  software  pro- 
grams called  "agents"  wil 
be  able  to  grasp  both  the 
meaning   and  context. 


■ 


IBM  senior  exec  who  helped  foimd  the  W3C.  Eric  E.  Schmic 
formerly  of  Sun  and  now  chairman  of  search-engine  innovat 
Groogle  Inc.,  says  Bemers-Lee  would  be  a  shoo-in  for  a  Nol 
prize — ^if  Nobels  were  given  in  computer  science.  And  Lar 
L.  Smarr,  director  of  the  California  Institute  of  Teleconun 
nications  &  Information  Technology  at  the  University  of  C; 
ifomi^  at  San  Diego,  predicts  the  Semantic  Web  will  ca 
Bemers-Lee  as  "an  historic-level  figure." 

What  impresses  those  elder  statesmen  of  computing 
Bemers-Lee's  leadership  track  record.  For  a  somew^hat  s 
software  nerd,  he  has  demonstrated  a  surprising  flair  f 
diplomacy,  combined  with  bulldog  tenacity.  In  the  midst  of  t" 
dot-com  bust  two  years  ago,  Berners-Lee  persuaded  t 
wsc's  hard-nosed  denizens  of  commerce  to  begin  developii 
the  Semantic  Web.  And  before  that,  in  1998,  he  persuad* 
them  to  approve  extensible  markup  language  (xml),  an  h 
portant  new  Web  hngo.  "Tim  did  a  great  job  shepherding  XJ 
through  the  W3C,"  notes  Smarr. 

Indeed,  the  evolution  of  XML  may  be  a  useful  foretaste 
what's  in  store  for  the  Bemers-Lee's  new  vision.  In  the  la 
1990s,  this  language  was  constructed  to  help  computers  ide 
tify  different  types  of  data  on  the  Web.  "When  we  start* 
work  on  XML,  it  was  considered  pretty  esoteric,"  recalls  Sut 


: 


't 


Vk  JANE  ASKS  HER 
>r  AGENT  FOR  HELP 

Jane  is  planning  a  vacation  In 

Fiji,  and — thanks  to  the 

Semantic  Web — her 

computer  will 

make  all  the 

necessary 

arrangements. 

Her  travel  agent, 

built  entirely  from 

software  code,  will 

explore  the  Web, 

gather  all  the  relevant 

information  about 

airline  schedules, 

condominium  prices,  and 

the  merits  of  the  different 

beaches,  and  return  with 

Jane's  digital  tickets  in 

hand. 


^  THE  RIGHT  PLACE 
N^  TO  STAY 

After  boning  up  on 
the  various  travel 
alternatives,  the 
agent  heads  back 
to  the  library  to 
read  up  on  the 
semantics  that 
describe 
condo  rentals. 
Then  he  zips  off 
to  the  Web  sites 
of  real  estate 
agents  handling 
properties  on  Fiji, 
including  resort 
chains  and  time- 
shares.  Because 
Jane's  request  includ- 
ed the  words  "house" 
and  "condo,"  he  knows  to  ignore  any  hotel  offerings 
include  kitchens. 


thai 


FOR  A  SHY  SOFTWARE  NERD 
BERNERS-LEE  HAS  SHOWN 

A  SURPRISING  FLAIR  FOR 
DIPLOMACY-TOGETHFR 

WIIH  BULLDOG  TENACITY 


of  IBM.  "But  now  it's  the  un- 
derpinnings of  everything 
we're  doing  in  e-business."  Dit- 
to for  hundreds  of  others,  in- 
cluding the  300  companies  al- 
ready using  XML  software  from 
Open  Applications  Group  Inc. 
OAGI  predicts  that  number  will 
double  this  year. 

Bemers-Lee  worked  tire- 
lessly to  win  support  for  XML 
because  it's  a  quantum  leap  be- 
yond today's  witless  hypertext 

markup  language  (html) — and  it's  the  cornerstone  of  the  Se- 
mantic Web.  HTML  is  the  language  that  Bemers-Lee  concocted 
while  on  a  fellowship  as  a  database  engineer  at  the  European 
Organization  for  Nuclear  Research  (cern)  in  Geneva.  But  the 
language  merely  specifies  the  appearance  of  a  Web  page:  what 
colors  go  where,  which  type  sizes  to  use,  and  where  to  put 
graphic  elements.  To  a  Web  browser,  or  most  other  computer 
programs,  these  words  and  numbers  are  just  squiggles  of  gib- 
berish. Wthout  some  kind  of  clue,  computers  parsing  a  Web 
page  can't  determine  if  "buy"  is  a  noun  or  a  verb,  or  whether 


^  THE  AGENT 
^  EXPLORES  THE 
[MANTIC  WEB 

e  agent's  first  stop 
a  virtual  library, 
ere  he  learns  the 
ms  and  definitions 
jd  by  airlines, 
ps,  real  es- 
e  agents, 
j  car-rental 
vices, 
ch  indus- 
uses  its 
n  defini- 
rjs,  written 
a  language 

led  XML.  Once  he  knows  the  "tags"  for  concepts  such  as 
rrival  time>,  he  can  find  the  info  Jane  needs. 
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This  deJax  suite  is  a 
VL'riiMi!  minsum  for 
J  in  tht" 
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,NOW 
TO 

■  THE 
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t  emerges 

a  dozen 

Jidate 

ts  and 

es  of  lodging 

natives. 

>e  can  be 

led  to  yield  . 

sands  of  combi- 

3ns.  Jane  doesn't 

!  the  patience  or 

:  to  explore  them 

-but  the  agent 

i.  In  a  wink,  he 

s  all  the  possibili 

based  on  priorities,  such  as  maximum  time  spent 

he  beach.  He  picks  five  alternatives  to  show  Jane. 


"20031"  is  a  Zip  Code,  a 
price,  or  the  number  of  or- 
ders placed  last  month. 

In  contrast,  XML  tags  im- 
bue the  Web  with  meaning. 
Examples  might  be  such  la- 
bels as  <patient  ID>,  <drug 
name>  and  <known  interac- 
tion>  for  medical  records. 
The  "name"  tag  would  have 
Unks  to  relevant  sections  of 
onUne  literature,  also  coded 
with  XML,  and  "interaction" 
would  point  to  other  drugs  that  interfere  with  the  medication. 
Then,  when  a  doctor  bats  out  a  prescription  on  a  computer,  a 
software  agent  could  verify  that  the  drug  is  appropriate  for 
the  diagnosis,  check  the  patient's  records  to  see  what  other 
medicines  the  person  is  taking,  and  determine  whether  any  of 
them  is  likely  to  interfere  with  the  new  prescription.  A 
group  of  university  and  industrial  researchers  is  already 
worldng  on  such  a  scheme  with  the  Veterans  Administration 
and  the  National  Library  of  Medicine. 

Without  Berners-Lee's  dogged  persistence,  today's  Web 


^  GOING  TO 
>r  MEET  THE 
AIRLINE  REP 

Armed  with  his 
semantic  data, 
Jane's  agent  is 
now  ready  to 
negotiate  with  the 
software  reps  on 
various  airline  Web 
sites.  In  addition  to 
learning  about 
fares  and  flight 
schedules,  he 
picks  up  tid- 
bits about  al- 
ternative travel 
modes,  such  as 
cruise  ships. 


VVJANE  MAKES  THE  FINAL  DECISION 

\r  She  prefers  air  travel  to  cruises,  so  the 
agent  dives  back  onto  the  Web  to  close  the 
deal.  He  confirms  some  reservations,  cancels 
others,  and  pays 
the  software  agent 
at  United  Airlines. 
He  concludes  the 
deal  for  a 
condo  and 
reserves  a 
car  for 
Jane — with- 
out waiting 
for  her  to 
ask — knowing 
she  usually 
rents  sporty 
two-door  cars. 
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might  never  have  hatched  at  CERN.  But  he  pulled  it  off, 
right  under  the  disapproving  noses  of  senior  management. 
To  physicists  around  the  world,  cern's  huge  atom-smashing 

collider,  which  traces 
a  17-mile-long  circle 
beneath  the  Swiss- 
French  border,  is  a 
kind  of  Alpine  mecca. 
Part  of  Berners-Lee's  job  was  to  keep  track  of  who  was 
where,  doing  what,  and  using  which  kind  of  computer.  That 
was  a  major  headache  for  the  yoimg  researcher,  who  admits 
to  having  a  bad  memory  for  names  and  faces.  Twice  he  pro- 
posed a  pre- Web  database  that  would  store  data  on  thousands 
of  researchers  and  help  organize  the  results  of  their  work  into 
an  institutional  memory.  Both  times  his  idea  got  spumed. 

Undeterred,  Bemers-Lee  then 
went  undergrovmd  and  cajoled  a 
small  band  of  cohorts,  including 
his  Belgian-born  supervisor, 
Robert  Cailliau,  to  help  create 
the  original  Web  on  the  sly. 
Even  after  the  first  prototype 
was  done  and  winning  converts 
in  the  outside  world,  convincing 
cern's  staff  of  its  utiUty  took 
several  months,  with  Cailliau 
playing  the  role  of  Web  sales- 
man. Bemers-Lee  praises  the 
contributions  of  CaiUiau  and  the 
other  co-conspirators  in  his  1999 
book,  Weaving  the  Web.  "Tim's 
a  very  modest  person,  and  he 
has  been  careful  to  credit  the 
people  who've  worked  with  him," 
says  Vinton  G.  Cerf,  senior  vice- 
president  at  WorldCom  Inc.,  who 
helped  spawn  the  Internet  in  the 
early  1970s  as  a  mediimi  for  sci- 
entific collaborations. 

Cailliau  and  Bemers-Lee  con- 
sidered forming  a  startup  to 
commercialize  the  Web,  but  they 
quickly  nixed  the  notion.  That 
was  1990,  a  hectic  year  for  Bem- 
ers-Lee. He  got  married,  made 
the  momentous  decision  not  to 
patent  the  Web  software,  and, 
on  Christmas  Day,  switched  on 
the  world's  first  Web-site  server. 
Even  though  Bemers-Lee  has 
little  time  for  anything  other 
than  software  and  family,  he 
does  occasionally  play  the  piano, 
"but  I'm  terrible  at  it,"  he  con- 
fesses. He  won't  talk  much  about 
his  private  Ufe,  but  he  admits  to 
feeling  a  tug  from  the  theater. 
While  at  CERN,  he  helped  out 
backstage  at  the  Geneva  Eng- 
lish Drama  Society  and  played 
bit  parts,  including  Nana,  the 
dog  in  Peter  Pan.  That's  where 
he  met  his  future  wife,  Nancy 
Carlson,  a  software  analyst  from 
Fairfield,  Conn.  She  was  working 
at  the  World  Health  Organiza- 
tion and  managing  the  little  the- 
ater group  in  the  evening. 
Today,  Bemers-Lee  presides 
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The  Semantic  Web,  as  the  name  implies, 

would  feature  software  that 

enables  computers  to  act  as  though  they 

understand  what  words  mean-. 

XML  Extensible  markup  language.  A  method  of  cod- 
ing, or  tagging,  Web  pages  so  that  computers  can 
distinguish  specific  types  of  content.  XML  tags  tell 
whether  an  item  is  a  picture,  an  audio  file,  a  piece 
of  text,  or  numerical  data — but  don't  explain  the 
specific  meaning.  Instead,  they  point  to  where  that 
information  can  be  found,  usually  an  RDF  entry. 

RDF  Resource  Description  Framework.  Essentially, 
this  is  a  combination  dictionary  and  thesaurus  for 
XML  tags.  It  allows  computers  to  understand  the 
syntax  of  information  on  Web  pages.  But  even  this 
level  still  falls  short  of  real,  semantic  understanding. 
For  that,  RDF  definitions  will  require  links  to  some- 
thing called  an  ontology. 

ONTOLOGY  A  sort  of  encyclopedia  that  lays  out 
the  detailed  relationships  among  XML  terms  and 
RDF  concepts.  Computers  can't  think  the  way  hu- 
mans do.  But  ontologies  will  help  them  understand 
XML  tags  and  make  decisions — for  example,  whether 
or  not  all  the  conditions  are  in  place  to  execute  a 
commercial  transaction.  This  is  the  capstone  of  the 
Semantic  Web. 

Data:  BusinessWeek 


over  a  research  octopus  whose  tentacles  extend  to  all  five  co| 
tinents.  The  60  staffers  at  W3C  headquarters  coordinate  the 
forts  of  hundreds  of  researchers  at  50  university  and  go^ 
emment  laboratories  that  are  W3C  members,  plus  two-scoij 
additional  universities  arovind  the  world.  For  now,  most  of  th 
actual  work  on  the  Semantic  Web  is  being  done  by  academid 
because,  Bemers-Lee  quips,  "only  a  few  industry  peop^ 
have  been  given  a  little  leeway  to  go  off  and  explore 
crazy  ideas." 

Those  ideas  spring  from  a  childhood  fascination  with  cor 
puters — encouraged  by  parents  who  both  were  mathemat| 
cians  and  computer-science  pioneers.  Conway  Bemers-Lee 
Mary  Lee  Woods  met  in  the  early  1950s  while  on  the  teaij 
that  developed  the  Ferranti  Mark  1  computer.  Their 
son  was  treated  to  breakfast  discussions  about  programmin| 

and  dinner-table  talk  of  abstra 
math  and  imaginary  number; 
As  a  child,  Tim  built  let's-pn 
tend  computers  from  cardboar* 
boxes  and  drew  miniature  pii 
tures  by  connecting  the  holes 
the  punched  paper  tape  that  w; 
then  used  to  load  programs  int^ 
computers.  At  Oxford  Univers 
ty's  Queen's  College,  he  studie 
physics,  graduating  with  honor; 
in  1976.  "Physics  was  a  compro] 
mise,"  he  says,  between  tw^ 
loves — math  and  engineering. 

As  Berners-Lee  readily  ad 
mits,  all  the  components  of  th^ 
Web  already  existed  when  he 
rived  at  CERN.  His  main  contri 
bution  was  writing  the  softwar( 
to  combine  them  cohesively.  Th^ 
Internet  was  commonly  used  t 
exchange  scientific  reports,  bu 
there  were  no  point-and-clic 
hnks:  You  had  to  type  in  arcan 
commands  and  addresses.  Then 
were  hypertext  programs  wit 
clickable  Knks,  but  each  versio 
was  tailored  for  a  specific  breei 
of  computer — and  often  for  a  sin- 
gle location — each  with  its  o 
peculiar  command-line  entries. 
Berners-Lee  tore  down  thi 
Tower  of  Babel,  making  it 
breeze  to  share  information.  Uni 
form  resource  locators  (URLs)  es- 
tablished a  common  format  for 
Web-page  addresses,  and  HTML 
ensured  that  Web  pages  always 
looked  the  same.  The  new  tools 
spread     quickly     among     re- 
searchers, but  the  public  didn't 
pay  much  heed  because  the  Web 
remained  a  slave  to  abstruse 
typed-in  commands. 

What  launched  the  Web's  ex- 
plosive growth  was  the  now-fa- 
miliar browser,  pioneered  by 
Netscape  Commimications  Corp. 
Berners-Lee  still  chafes  at 
Netscape's  one-way  limitation. 
From  the  outset,  he  thought  the 
Web  should  be  a  two-way 
street,  with  browsers  making  it 
easy   to   create   and   annotate 
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Call  1-800-TOSHIBA  or  visit  a  Toshiba  reseller  today.        www.toshiba.com 


Introducing  the  new 

Portege"  2000  with 

Mobile  Inter  Pentium"  Hi 

Processors  and 

Microsoft'  Windows*  XP 

Professional  -  the  ultimate 

traveling  machine. 


I  ne  New  Portage  2000  is  more  than  just  a  breakthrough  in  notebook  design.  It's  proof 
once  and  for  all  that  performance  does  not  have  to  be  compromised  by  portability.  Weighing 
just  2.6  lbs.  and  0.6  inches  thin,  the  new  ultra-slim,  ultra-light  Port6g6  can  easily  be  carried  just 
about  anywhere.  And  with  the  power  of  Windows  XP  Professional  —  the  best  choice  for  mobility 
and  security,  not  to  mention  fully  integrated  Wi-Fi  Wireless  LAN  —  you're  free  to  bring  your  office 
virtually  anywhere.  If  it's  innovations  you're  looking  for,  check  out  the  industr/s  smallest  20  GB 
HDD.  The  new  12.1  inch  TFT  poly-silicon  display.  The  long-life  Lithium-Ion  Polymer  battery 
technology.  And  the  power-saving  Mobile  Intel  Pentium  III  Processor  -  M.  The  Portege  2000  is 
just  the  kind  of  innovation  you'd  expect  from  Toshiba.  Minds  on  the  move. 


Porteg6  2000  Portable 

Perfect  balance  of  ultraportability  and  performance 


■  Powerful  Mobile  Intel  Pentium  III  Processor    M,  750  MHz 

■  No  compromise  connectivity:  integrated  Wi-Fi,  fast  IR,  etttternet  LAN, 
Modem,  industry  standard  RGB  port,  2  x  USB 

■  No  compromise  expandability:  plug  and  play  Slim  Port  Replicator,  SDcard  slot  and  PC  card 

■  Ultra-thin  PC  -  2.6  lbs.'  and  0.6  inches  thin 

■  20  GB  Hard  Disk  Drive^ 

■  12. 1  inch  brilliant  TFT  poly-sllicon  display  and  keyboard  with  full-width  keycaps 

■  Up  to  6.5  hours  battery  life  with  included  High  Capacity  Battery^ 

■  Windows  XP  Professional  -  the  best  choice  for  mobile  computing 


TOSHIBA 


Toshiba  PC's  use  genuine  Windows®  Operating  Systems 
www.microsoft.com/piracy/howtotell 
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.  With  primary  battery.  2.  GB  means  one  billion  bytes.  3.  Battery  life  may  vary  depending  on  applications,  ^  i  ver  management  settings  and  features  utilized.  Recharge  time  varies  depending  on  usage. 

r2002  Toshiba  America  Information  Systems,  Inc.  Port6g6  is  a  registered  trademark  of  Toshiba  America  In      -ation  Systems,  Inc.  Intel,  the  Intel  Inside  logo  and  Pentium  are  trademarks  or  registered 

rademarks  of  Intel  Corporation  or  its  subsidiaries  In  the  United  States  and  other  countries.  Microsoft  and  V.     :';ws  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other 

countries.  All  other  products  and  names  mentioned  are  the  property  of  their  respective  owners.  All  spt ;  '■■'■  stions,  software,  prices,  and  availability  are  subject  to  change.  All  rights  resen/ed. 


Special  Report 


THE      NEXT     WEB 


Web  pages.  Removing  this  limitation  is  one  of  the  goals  of 
the  Semantic  Web. 

XML  is  a  start — but  only  the  tip  of  the  iceberg.  xiviL  tags  are 
essentially  just  labels  that  point  to  a  definition  in  a  combination 
dictionary  and  thesaurus.  That's  how  a  software  agent  can  de- 
termine that  two  different  tags  actually  mean  the  same 

thing — say,  <:purchase> 
and  <buy>.  When  an 
agent  needs  further 
details,  there's  an 
online  encyclopedia, 
called  an  ontology.  It  lays  out  the  logical  rules  and  relation- 
ships among  xml  terms. 

Merging  these  elements  is  where  semantics  gets  sticky.  Be- 
cause we  humans  assimilate  language  gradually,  we  end  up 
unaware  of  how  complicated  things  are — until  we  try  to  con- 
struct a  new  digital  grammar  from  scratch,  with  numerous  di- 
alects for  various  industries.  Devising  software  that  can  com- 
prehend words,  concepts,  and  relationships  has  long  been  a 
major  hangup  in  artificial  intelligence  (Ai)  research.  Adding  a 
pervasive  layer  of  standardization  will  test  the  limits  of  hu- 
man ingenuity — and  patience. 

In  the  fast-paced  Internet  Age,  the  time  needed  to  build 
consensus  on  the  smallest  of  these  details  could  be  the  Se- 
mantic Web's  chief  obstacle,  says  MCi's  Cerf.  He  worries  that 
standards  could  "fall  victim  to  business  maneuvering"  by 
the  W3c's  corporate  members.  The  result  might  end  up  simi- 
lar to  today's  systems  for  electronic  data  interchange  (EDi) — 
with  a  lot  of  proprietary 
systems,  each  \\ith  its  owti 
Ungo.  On  the  other  hand, 

partly  because  the  indus-     »,»»»,  ,  mtztz    ■    ,      j 

r,    •  4.  ,  f     BORN  June,  1955,  in  London. 

try  is  acutely  aware  of !. ' 

EDUCATION  The  eldest  child  of  two 
mathematicians,  Tim  studied  at  London's 
Emanuel  School  and  at  Queen's  College, 
Oxford,  where  he  relaxed  by  rowing  on  the 
Thames.  In  1976,  he  took  first-class  hon- 
ors in  physics. 


SO  FAR,  ACADEMICS  HAVE 
DONE  MORE  RESEARCH  THAN 
INDUSTRY.  BUT  THE  PROJEC 
MAY  GET  A  STRONG  PUSH 
FROM  THE  PENTAGON 


TIM  BERNERS-LEE 


EDi's  problems  and  limita- 
tions, executives  are  opti- 
mistic. "It'll  be  a  chicken- 
or-egg  situation  until  a 
killer  app  comes  along — 
but  I'm  very  confident 
that  that  will  happen," 
says  W  Daniel  HiUis,  a  su- 
percomputer pioneer  who 
now  heads  startup  Applied 
Minds  Inc. 

Some  academics  are  en- 
thusiastic about  the  corpo-  uu  ^  ..  .  • 
rate  involvement  that  ''^^^.^^^^^''^A 
Bemers-Lee  has  attract- 
ed. James  A.  Hendler,  a 
computer  scientist  at  the 
University  of  Maryland, 
says  he  has  worked  on  Ai 
for  20  years  and  "it  has 
been  almost  impossible  to 
get  the  attention  of  busi- 
ness." But  now,  he  says, 
"the  advances  we  made  in 


FIRST  PERSONAL  COMPUTER  It  was  a 

rush  job,  cobbled  together  at  Oxford  using 
an  old  TV  set  and  a  microprocessor  from 
Motorola.  Berners-Lee  needed  the  PC 
quickly  because  he  was  banned  from  using 
Oxford's  computer.  He  and  a  friend  were 


INAUSPICIOUS  START  On  a  fellowship 

as  a  database  engineer  at  the  European 

Organization  for  Nuclear  Research  (CERN) 

near  Geneva,  he  tracked  the  comings  and 

goings  of  international  scientists — and  in  his  spare  time,  invented 

the  World  Wide  Web. 

FAVORITE  ACTING  ROLE  While  he  hasn't  been  on  the  stage  in 
years,  Berners-Lee  played  bit  parts  at  Geneva's  English  Drama  So- 
ciety during  his  days  at  CERN.  Favorite  role  was  Nana,  the  nurse- 
maid dog  in  Peter  Pan.  "We  threw  candy  to  the  kids,  and  we  had 


the  1990^  STG  bpinc^  rcsH 

ied  for  actual  use  ^dth  the     ^''^..P^P'^.^'y'"gi'^':°'^h..f:^ever-Never_Landon__ropes,;;_he_ recalls^         "[  ^^ 


the  Internet  three  decades  ago.  In  1998,  it  launched  tl 
DARPA  Agent  MarkUp  Language  (daml)  program — initialj 
managed  by  Hendler,  who  took  a  leave  of  absence  frc 
Maryland,  darpa  is  now  a  v,"^  member,  and  DAML  is  being 
veloped  in  concert  \\ith  XML. 

DARPA  wants  to  develop  agent -based  systems  for  cor 
mand-and-control  jobs  in  joint  military  operations,  whethj 
they  be  multiservice  or  multinational.  For  example,  an 
temational  team  of  16  organizations — led  by  a  spin-off 
Britain's  Defense  Ministry"  called  QinetiQ  Ltd. — ^is  working 
a  "coalition  of  agents"  project.  With  DAML  tags  pointing  to  o| 
line  databases,  plus  access  to  satellite  recormaissance 
ages,  the  agents  would  be  aware  of  the  capabilities  and  loc 
tions  of  the  many  different  weapons  and  logistics  syster 
deployed  to  such  spots  as  Afghanistan.  So  they  could  provid 

commanders  with  instaj 
advice  for  coping  wi^ 
shifting  conditions. 

DARPA  is  also  fundi 
research  at  MIT,  headed 
Bemers-Lee  but  separa 
from  the  W3C,  aimed 
creating  new  AI  tools  f« 
tomorrow's  Web.  One 
suit  would  be  Seman 
Web     logic     langua 
(Swell).  Another  goal  is 
marry  the  Semantic  W 
with  MIT's  Oxygen  proje 
which  aims  to  make  v 
ous  digital  systems  as 
to     use     as     breathin 
thanks  to  advanced  m 
chine-learning  tricks  ar 
new  AI  software.  CaiUia 
Bemers-Lee's  former  bo; 
at  CERN,  figures  the  Wei 
inventor  relishes  this  r 
search.  "I  think  Tim  do« 
not  really  like  the  role"  ■ 
leading  a  big  outfit  like  tl 
W3C,  says  Cailliau.  "He 
more  comfortable  with 
small  team  [and]  joinir 
in  the  fun  of  writing  acti 


Semantic  Web,  out  there 
in  the  real  world." 

One  other  factor  could 
give  Bemers-Lee's  vision 
an  enormous  boost:  The 
Pentagon's  Defense  Ad- 
vanced Research  Projects 
Agency  (darpa)  is  push- 
ing it.  This  is  the  outfit 
that  created  the  guts  of 


FAMILY  Berners-Lee  married  Nancy  Carlson,  an  American  software 
analyst  and  little-theater  enthusiast,  in  1990.  They  have  two  chil- 
dren. His  parents,  now  retired,  are  famous  in  British  computer- 
industry  lore  for  their  work  in  the  1950s  on  the  Ferranti  Mark  I, 
Britain's  first  commercial  computer. 

HCrORS  In  1998,  Berners-Lee  received  a  MacArthur  Foundation 
"gerus  grant"  of  $270,000.  The  next  year,  3Com  endowed  a 
$2  mi  I  on  chair  for  him  at  Massachusetts  Institute  of  Technology. 
Last  year,  he  won  the  Japan  Prize,  worth  $380,000. 


Berners-Lee  admi 
that  building  consensi 
among  the  W3c's  membe: 
can  be  trjing  at  time 
But  someone  needs  1 
keep  development  of  tl 
Semantic  Web  on  cour.' 
toward  enriching  th 
world — and  nobody  is  be 
ter  quaUfied  than  Tim. 
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TODAY 


TOMORROW 


TOYOTA 


In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions*  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

Our  hydrogen-powered  fuel  cell  hybrid 
SUV  is  now  being  road-tested.  Its  only 
emission  is  pure  water.  Beyond  that,  who 
knows.  But  no  matter  what  alternatives 
are  discovered  in  the  future,  they  won't 
be  found  overnight.  They'll  be  the  result 
of  90%  perspiration.  And  10%  inspiration. 

www.toyota.com/tomorrow 


ased  on  measurements  of  hydrocarbons  and  oxides  of  nitrogen.  Compared  to  the  average  car.  @2002 


BuildingtnPTCSTOreless 
network  is  our  job. 
Making  it  even  bette^ 
is  our  obsession. 


'Can  you  hear  me  now?  GoodJ 


verizHD**"^^ 


No  wonder  more  people  in  more     f 
places  choose  Verizon  Wireless  than 
any  other  network  in  America. 

Why  are  we  constantly  testing  our  service? 
Why  are  we  always  working  to  improve  our 
network?  Because  we're  out  to  make  sure 
your  call  goes  through  no  matter  where  you 
go.  We  already  cover  more  towns,  cities,  and 
places  than  anyone  else  and  connect  more 
people- 29  million  and  growing -than  any 
other  wireless  network  in  America.  But  that's 
not  good  enough.  We  won't  rest.  We  won't 
stop  building.  We'll  just  keep  growing,  giving 
you  a  better  wireless  network  every  day. 

And,  as  always,  you  can  count  on  us  for  great 
values,  the  latest  products,  and  24/7 
customer  service.  So  come  discover  how 
Verizon  Wireless  can  work  for  you. 

1.800.2  lOIN  IN 

verizonwireless.com 
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Drive  responsibly. 
Call  with  care 


ven  on  wire  I  ess 

We  never  stop  working  foryou: 


Network  claim  based  on  industry  reports  of  carrier-operated  and  manage.-;  covered  population. 
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MAKING  LIFE   RICHER 


The  Growth- 
Fund  Shuffle 


I  Decoding       I  Barker: 

the  Proxy         Peanut  Butter 

Statement       and  Jelly 
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BusinessWeek  Investor 


Mutualfunds 


When  Your  Fund  Switches  Tracks 

A  change  in  strategy  can  be  risky-and  what  do  you  do  about  it? 
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It's  a  tempting  move  for  a  mutual-fund  exec- 
utive. The  bear  market  annihilates  one  of 
your  funds,  so  you  replace  the  portfolio  man- 
ager or  even  change  the  fund's  investment 
strategy,  dumping  riskier  growi^h  stocks  for 
the  tamer  industrial  and  consumer  issues  fa- 
vored by  cautious  value  managers.  That's 
happening  at  dozens  of  U.  S.  growth  funds,  which 
are  down  an  average  of  nearly  40%  from  the 
market  peak  nearly  two  years  ago. 

Such  shuffling  can  sometimes  lead  to  unex- 
pected— ^and  disappointing — results.  The  changes 
that  might  have  been  savvy  18  months  ago  could 
even  be  counterproductive  now  after  such  a  se- 
rious decline.  A  reactive  shift  in  investing  style 
may  mean  that  a  fund  underperforms  its  peers 
or  its  benchmark  index  when  the  kinds  of  stocks 
it  traditionally  owned  come  back  into  favor. 

That  was  the  scenario  at  numerous  value 
funds  a  few  years  back  when  growth  funds  ruled 
the  day.  For  example,  the  $1  billion  Safeco  Eq- 
uity fund — then  a  large-cap  value  fund — under- 
performed  the  Standard  &  Poor's  500-stock  index 
for  three  years  straight  in  the  late  1990s.  So  in 
late  1999,  Safeco  management  decided  to  fire  up 
the  fund  by  pumping  growth  stocks  into  the 
mix.  But  the  timing  was  terrible,  as  growth 
stocks  peaked  a  few  months  later.  Value  funds 
gained  an  average  of  6%  in  2000,  but  Safeco 
Equity  dropped  ll7c.  "You  can't  time  when  the 
market  is  going  to  flow  between  growth  and 
value,"  says  veteran  growth-fund  manager  Fred 
Kobrick,  who  gave  up  running  mutual  funds  late 
last  year  to  concentrate  on  private  accounts. 

Unfortunately,  investors  are  often  the  last  to 
know  about  changes  in  investment  strategy'  un- 
der way  at  their  funds.  Fund  companies  rarely 


notify  investors  in  advance  of  a  manager  chanf  ^ 
or  a  new  investment  approach.  Even  when  th€  ^ 
do,  it's  not  always  obvious  how  to  respon(  jn 
Should  you  sell  the  fund  or  trust  that  th  ^ 
changes  will  boost  your  fund's  returns?  ^^ 

Before  you  make  any  moves,  you  need  to  gai 
some  understanding  of  the  direction  of  your  fun(  l 
For  instance,  fund-watchers  are  wondering  aboi 
recent  moves  at  the  Vanguard  U.S.  Growty 
Fund.  After  a  dismal  2001  and  first  half  of  200:  ,f 
Vanguard  dismissed  longtime  adviser  Lincol 
Capital  Management  and  replaced  it  with  A 
Uance  Capital  Management,  who  handed  it  ove  ■ 
to  two  of  its  veteran  managers,  John  Blundin  an  j 
Christopher  Taub.  When  they  took  over  las  . 
summer,  the  pair  quickly  cut  the  tech  holding 
and  added  stocks  such  as  Tyco  International  an "_ 
Citigroup,  which  have  recently  been  dragge  j., 
down  by  investors'  concerns  over  aggressive  a(  ' 
counting  practices  and  the  fallout  from  Enron.  , 

So  far,  the  results  are  mixed.  The  fiind  was  u 
19.8%  in  the  fourth  quarter,  vs.  14.9%  for  it,,, 
peer  growth  funds.  But  it  dropped  7.9%  throug  -j, 
Feb.  13,  vs.  a  3.5%  drop  for  the  average  growt]  ^ 
fund.  Vanguard's  Jeffrey  Molitor,  who  monitor  j^ 
the  company's  portfolios,  says  U.S.  Growth  re.^ 
mains  a  true  growth  fund,  and  its  largest  hold^^ 
ings  include  classic  growth  names  such  as  Gen  • 
eral  Electric,  Microsoft,  and  Home  Depot.  Evei 
so,  Morningstar  analyst  Christopher  Traulsei,, 
suggests  investors  hold  off  buying  into  the  fun(  .j 
until  the  new  managers  prove  themselves.         ^, 

Some  fund  watchers  also  suspect  managers,, 
of  the  once  high-flying  Janus  Twenty  Fund  tiltec  .^ 
toward  value  stocks.  That's  a  charge  managei 
Scott  Schoelzel  denies.  He  says  he  did  unload  po^ 
sitions  in  Cisco  Systems  and  Sun  Microsystem.'!) 
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ist  year — and  underperformed  the  market  when 
;ch  stocks  rallied  in  the  fourth  quarter.  "I've 
lade  two  or  three  changes  in  the  stocks,"  says 
choelzel,  "but  I  haven't  changed  my  stripes." 

Putnam  Investments'  growth  funds  have  also 
ndergone  some  overhauling.  The  company's  eq- 
ity  funds  lagged  badly  behind  their  peers  in 
000  and  2001,  ranking  15th  out  of  the  20  largest 
md  families.  In  response,  Putnam  has  made  a 
eries  of  manager  changes  over  the  past  year,  in- 
luding  removing  Putnam  OTC  &  Emerging 
rrowth  manager  Steve  Kirson  in  Januaiy  Put- 
am  executives  ordered  the  ore  fund's  new  man- 
gement  team  to  be  less  aggressive.  The  fund 
till  draws  its  investments  from  the  companies  in 
lie  Russell  2000  index,  but  has  now  widened 
,s  scope  to  take  stocks  from  the  800  fastest- 
rowing  companies — the  top  40% — in  the  index, 
•reviously,  it  concentrated  on  the  top  third. 

While  that's  not  a  dramatic  change,  Stephen 
I.  OristagUo,  Putnam  Investments'  deputy  head 
f  investments,  says  Putnam  has  also  imposed 
ew  risk  controls  at  all  its  growth  funds.  Most 
nportant,  he  says,  the  firm  now  requires  growth 
inds  to  spread  their  bets  over  a  broader  group 
f  industries.  For  exam- 
le,      several     Putnam 
rowth   funds   recently 
rimmed  their  tech  hold- 
igs  and  picked  up  cos- 
letics     maker     Estee 
iauder,  advertiser  Inter- 
ublic,  and  scientific-in- 
trument  maker  Waters. 
)ristaglio     insists     his 
rowth    funds    are    not 
bandoning  growth  for 
alue  stocks.  "Some  of 
ur  competitors  are  get- 
ing  more  conservative, 
nd  while  that  strategy 
an    look   good    in    the 
hort  run,  we're  confident 
:e'll  bounce  back,"  he 
ays,  when  growth  stocks 
etum  to  favor. 

You  can  hardly  blame 
lanagers  for  tweaking 
■"eir  strategies.  Funds 


that  don't  make 
changes  can  wind  up 
in  disastrous  shape. 
Exhibit  A  is  Fidelity 
Investments'  $7  bil- 
lion Aggressive 
Growth  fund,  which 
steadfastly  stuck  with 
volatile  high-tech  and 
biotech  stocks  and 
wound  up  dropping 
75%  over  the  past 
two  years — one  of  the 
worst  performers 
among  its  peers. 

When    your    fund 
changes        course, 
there's  no  blanket  prescription  on  what  to  do. 
But  there  are  some  guidelines: 

•If  the  portfoho  manager  has  been  switched, 
look  at  the  new  leader's  track  record.  The  fund 
company  may  tell  you  what  funds  the  manager 
previously  ran,  but  you  may  have  to  find  the 
numbers  yourself.  That's  easy  at  such  Web  sites 
as  Momingstar.com  or  the  interactive  mutual 
fund  scoreboard  at  Businessweek.com.  Be  sure 
that  the  new  manager  of,  say,  a  smaU-cap  growth 
fund,  has  invested  in  small  companies  before. 

•If  the  fund  has  switched  strategies,  you 
need  to  ask  if  the  new  approach  fits  in  with 
your  investment  plan.  If  you  still  want  a  tech- 
heavy  growth  fund,  then  you  may  not  be  satis- 
fied with  a  fund  that's  loaded  up  on  consumer 
stocks.  "If  asset  allocation  and  investment  style 
are  important  to  you,  you  may  want  to  get  rid 
of  the  fund,"  says  Philip  Edwards,  managing 
director  of  Standard  &  Poor's  Investment 
Services. 

You  may  not  have  an  opinion  about  a  new 
manager  or  strategy.  You're  just  interested  in 
results?  Keep  a  close  eye  on  the  fund's  perform- 
ance to  be  sure  the  changes  are  paying  off.      ■ 

Growth  Funds  in  Flux 

TOTAL  RETURN* 


Fund  companies 
rarely  notify 
investors  about  a 
manager  change  or 
a  new  investment 
approach.  Even 
when  they  do,  it's 
not  always  obvious 
how  to  respond 


FUND 

1999 

2000 

2001 

CHANGES 

CDC  KOBRICK  GROWTH 

54.6% 

-9.2% 

-21.9%**  Veteran  growth-stock  manager  Fred  Kobrick  quit 
this  and  two  other  funds. 

MERRILL  LYNCH 
FOCUS  TWENTY 

n/a 

n/a 

-70.4 

Merrill  replaced  star  manager  James  McCall  after  fund 
dropped  70%  in  its  first  year;  replacement  untested. 

MORGAN  STANLEY 
INSTL  MID-CAP  GROWTH 

-68.2 

-7.3 

-29.6 

Key  manager  Arden  Armstrong  resigned  to  start  hedge 
fund.  Fund's  prospects  are  unclear  without  its  star. 

PUTNAM  OTC  & 
EMERGING  GROWTH 

126.9 

-51.3 

-46.2 

New  management  team  tones  down  fund's  high- 
octane  style,  and  diversifies  across  more  industries. 

PUTNAM  VOYAGER 

56.1 

-16.8 

-22.6 

Three  manager  changes  in  2001;  new  team,  under 
orders  to  diversify,  is  investing  in  cyclical  stocks. 

VANGUARD  U.S. 
GROWTH 

22.3 

-20.2 

-30.2 

New  manager  dumped  predecessor's  aggressive  tech 
bets  and  added  health  care,  financials,  and  industrials. 

*Appreciation  plus  reinvestment  of  dividends  and  capital  gains 

before  taxes 

**Through  Nov.  18  merger                          Data:  Morningstar  Inc.,  BusinessWeek 
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Unlocking  the  Secrets 
Of  a  Proxy  Statement 

77^5^  dense  documents  deserve  close  inspection 


BY  SUSAN 
SCHERREIK 


5 

cr 


I  he  corporate  proxy  statement — ^which  most 
public  companies  will  issue  over  the  next 
three  months — is  fast  becoming  required 
reading.  Now  that  Enron's  implosion  has 
raised  concerns  that  cronyism  and  poor 
corporate  governance  might  be  common- 
place, investors  should  pay  clos- 
er attention  to  these  dense  legal  doc- 
uments, which  provide  details  about 
the  pay  and  perks  of  a  company's  top 
executives,  directors,  and  outside  ac- 
countants. "You  need  to  determine 
whether  you  can  rely  on  the  direc- 
tors and  top  management  to  act  re- 
sponsibly when  things  go  bad,"  says 
Ken  Bertsch,  director  of  corporate 


governance  at  tiaa-cref,  which  manages  $2J 
billion  in  assets.  "The  proxy  statement  can  he' 
you  do  that." 

lyco  International,  for  one,  has  firsthand  e: 
perience  of  the  closer  scrutiny  investors  are  gi^ 
_      ing  proxies.  The  day  after  it  filed  its  late: 
statement  with  the  Securities  &  Exchang 
Commission  on  Jan.  28,  investors  pushe 
Tyco's  share  price  down  20%.  The  reasor  << 
A  disclosure  that  Tyco  paid  $10  million  t   f 
an  outside  director  and  another  $10  million  t 
a  charity  he  controlled  fanned  concerns  aboi 
potential  conflicts  of  interest.  The  compan    ' 
said  the  payments  were  for  the  direc 
tor's  help  in  arranging  an  acquisition.  Tho 
came  on  top  of  worries  about  accountin  *' 
irregularities  that  already  had  pun  t 
meled  Tyco  shares. 

Companies  typically  file  prox 

statements  about  six  weeks  befor 

their  annual  meeting  to  inform  ii;^ 

vestors  when  and  where  the  sessioi 

will  be  held.  If  you're  a  shareholde: 

you'll  get  the  statement  in  the  mail.  0 

you  can  obtain  any  public  company's  prox 

statement  via  the  SEC's  EDGAR  databas 

(www.edgar-online.com).  The  statements  ar 

listed  on  EDGAR  as  form  DEF  14A  filings. 

What  should  you  look  for  in  a  prox; 

statement?  Start  with  the  "Summar; 

Compensation  Table."  Here,  you'll  see  hov 

much  the  CEO  and  the  four  highest-pai< 

executives  earned  annually  over  the  past  thre 

fiscal  years  in  salary,  bonus,  stock  options,  an( 

any  other  compensation.  If  the  execs  got  raises 

check  if  the  hikes  are  in  line  with  those  at  simi 

lar  companies.  To  help  you  wade  through  th« 

legalese,  the  AFL-cio's  Web  site  defines  commoi 

proxy  statement  terms  at  www.aflcio.org.  Clicl 

on  Executive  Pay  Watch,  then  database,  ther 

proxy  statement. 

As  for  bonuses,  this  year  you  probably  won' 
see  the  big  numbers  of  the  1990s.  But  be  on  th( 
lookout  for  signs  that  companies  are  makin| 
up  for  skimpy  bonuses  by  handing  out  overlj 
generous  stock  option  grants,  says  Bertsch.  At 
Cisco,  for  instance,  CEO  John  Chambers  anc 
the  four  highest-paid  executives  received  zip 
in  bonuses  in  fiscal  2001  that  ended  July  31 
(table).  Although  Cisco  lost  $1  billion  in  the 
year.  Chambers  received  option  grants  worth  ar 
estimated  $121.6  million,  while  four  senior  vice- 
presidents  each  got  at  least  $13  million  in 
grants.  Cisco  spokeswoman  Terry  Anderson 
says  the  grants'  size  is  based  on  industry  stan- 
dards. Shareholders  benefit,  she  adds,  because 
employee  stock  options  encourage 
long-term  commitment. 

For  more  detail  on  stock  options, 
flip  to  a  table  called  "Options  Grants 
in  the  Last  Fiscal  Year."  Here,  com- 
panies estimate  what  the  options 
grants  would  be  worth  based  either 
on  the  Black-Scholes  options  pricing 
model,  or  the  assumption  that  the 
company^s  stock  rises  5%  and  10%  an- 
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WHERE  TO  LOOK 

SUMMARY  COMPENSATION 
TABLE 

OPTIONS  GRANTS  TABLE 


OPTIONS  GRANTS  SECTION 

RELATED  PARTY 
TRANSACTIONS 

INDEPENDENT  PUBLIC 
ACCOUNTANTS  SECTION 


aally  over  the  options'  life. 
The  options  grants  see- 
on  will  also  tell  you 
hether  a  company  has 
ipriced  previously  granted 
)tions  for  top  execs.  When 
stock's  market  price  falls 
ir  below  the  option  pur- 
lase  price — a  common  oc- 
irrence  over  the  past  two 
mrs — some  companies  can- 
si  the  old  options  and  sub- 
itute  new  ones  that  will 
im  profitable  at  a  lower 
ice.  This  can  be  a  cause 
r  concern  because  it  sig- 
ils  to  execs  they'll  be  re- 
arded  no  matter  what, 
lie  Investor  Responsibili- 
'  Research  Center,  which  analyzes  proxy  state- 
ents  for  institutional  investors,  found  that  in 
le  past  year  or  so.  111  of  the  approximately 

000  companies  it  reviews,  including  Sprint  and 
ovell,  repriced  options  for  some  top  executives. 

Also  scan  the  employee  compensation  section 
r  unusual  gifts  or  payments.  Mattel's  2000 
•oxy  statement  disclosed  that  departing  CEO 
11  Barad's  contract  gave  her  $7.2  million  in 
an  forgiveness  and  $3.3  milUon  to  cover  per- 
inal  tax  expenses. 
Are  company  directors  cronies  of  the  CEO  or 

1  independent  group  acting  on  behalf  of  share- 
)lders?  To  find  out,  look  at  the  directors'  brief 
ographies  listed  in  the  "Election  of  Directors" 
iction.  The  majority  of  directors  shouldn't  be 
tmpany  employees,  and  they  ideally  should  have 
[perience  managing  similar  companies. 

Other  must-reads  are  "Related  Party  Trans- 
tions"  and  "Certain  Relationships."  Is  an  outside 
rector's  son  employed  at  the  firm?  Youll  find  out 
;re.  More  important,  these  sections  wiU  tell  you 
hether  directors  are  moonlighting  for  the  com- 
iny  in  ways  that  could  conflict  with  their  role  as 
anagement  watchdog.  "You  want  to  see  that 
itside  directors  are  really  independent,  not  the 
vestment  bankers,  lawyers,  or  outside  vendors  of 
le  firm,"  says  Howard  Schilit, 
rector  of  the  Center 
r  F'inancial  Research 

Analysis.  For  ex- 
nple,  Costco's  latest 
•oxy   statement   re- 
;als  that  it  paid  one 
itside  director's  com- 
iny  $1.5  million  for 
•oviding      insurance, 
hile  a  second  director's 
>mpany  got  $1.3  million 
r  merchandise  sold  to 
16    discount    retailer, 
ostco  CEO  James  Sine- 
il  said  doing  business 
ith  outside  directors  is 
)t  necessarily,  a  conflict 

interest.  In  these  in- 
ances  Costco  asked  for 


What  You  Can  Find  in  Corporate  Proxy  Statements 


WHAT  TO  LOOK  FOR 

Make  sure  salary  hikes  for  CEO  and  other  top  executives  are  in  line  with 
those  at  similar  companies  and  bonuses  are  tied  to  performance 

See  whether  directors  are  giving  execs  overly  generous  stock  options  grants 
to  pad  compensation  at  a  time  when  cash  bonuses  are  getting  slashed 

If  company  has  repriced  stock  options,  it  may  signal  that  top  executives 
were  rewarded  even  when  the  stock's  performance  fell  short 

Lists  payments  nonemployee  directors  received  for  extra  services,  such  as 
selling  insurance  to  the  company  or  helping  to  broker  an  acquisition 

Will  tell  you  if  the  accounting  firm  the  company  hired  to  audit  its  books 
received  extra  compensation  for  consulting  work  and  other  services 


competitive  bids — and  those  directors'  companies 
had  the  best  prices,  he  said. 

Check  the  "Director  Compensation"  section  for 
data  on  directors'  stock  holdings.  Outside  direc- 
tors should  own  a  good  chunk  of  company  stock  to 
align  their  interests  with  shareholders.  TTiat's  why 
you  need  to  check  the  footnotes  to  see  how  much 
of  the  total  stock  holdings  are  in  options  grants. 
One  rule  of  thumb:  Longtime  directors  should  have 
company  stock  holdings  equal  to  three  years  of 
their  annual  retainer. 

The  section  on  accountants  is  also  important 
reading.  Last  year,  the  sec  for  the  first  time 
required  companies  to  reveal  the  additional  fees 
they  pay  auditors — and  the  disclosures  have 
proved  interesting.  Enron's  auditor,  Arthur  An- 
dersen, was  criticized  for  multimillion-dollar  con- 
tracts, which  exceeded  the  auditing  fees  it 
earned.  At  Agilent  Technologies,  for  fiscal  2001 
ended  Oct.  31,  auditor  compensation  included 
$15.2  mUhon  for  various  services,  on  top  of  audit 
fees  of  $2.9  milUon. 

Investors  learned  from  Enron  that  it's  impor- 
tant to  get  a  sense  of  how  the  company  treats  its 
insiders.  The  proxy  statement  is  an  essential 
guide  through  that  culture. 


COMPENSATION 
TABLE:  Although  Cis- 
co Lost  $1  billion  in 
fiscal  2001,  CEO  John 
Chambers  got  options 
on  6  million  shares 
worth  an  estiwMed 
$121.6  million.  But  he 
didn't  get  a  bonus. 
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Annual  Compei««^««^ 


Ofr.cet.Di'«'°' 


2001 

2000 

1999 

2001 

2000 

1999 


268.131 

323.319 

305,915 

424,212 

386.262 

367,063 


0 

1.000,000 

637,184 

0 

861.750 

612.131 


2001 
2000 


384,462 
335,241 


0 

748.186 


Other  Annual 
Compensation 

($H2) 

0 

0 
0 
0 
0 
13,085 


0 

\7,\34 


Long-Ten" 
Compensation 

Awards 

Options(.#) 

6,000.000 
4,000.000 
5,000,000 
600,000 
850.000 
640.000 


A\l  Other 
Compensate 

($H3) 

1,500 

1.500 

l,50C 

l.50( 

1,50* 

1,50 


Senior  Vice 


Prcsjdenl, 


2001 
2000 

2001 
2000 


383,108 

277.907 

380.346 
317,885 


0 

580.458 

0 

710,331 


0 
0 

0 
0 


600,000 
900,000 

587,500 
650,000 

600.000 
900,000 


l.5< 

1,5* 

l,f 

\.: 

I, 
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mumvmtimmr 


BusinessWeek  Investor 


Benefits 


The  Danger  of  Deferred 
Compensation 

If  your  company  goes  bust,  you  may  not  get  paid 


BY  LOUIS  UVVELLE 


To  mitigate  the 
risks  of  deferred 
compensation, 
participants 
should  ask 
how  the  plan 
is  funded  and 
structured 


Kiss  That 
Nest  Egg 
Goodbye? 

Deferred 
compensation 
plans  are  usually 
safe.  Still,  some 
situations  could 
put  your  money  at 
risk. 


n  the  1990s,  many  com- 
panies adopted  programs 
that  allowed  top  execu- 
tives to  defer  pay  until 
they  needed  the  mon- 
ey— and  to  delay  paying  the 
taxes  that  went  along  with 
it.  Now  many  of  those  ex- 
ecs are  paying  a  steep  price 
for  that  perk.  As  more 
companies  go  belly-up,  man- 
agers are  learning  about  the 
danger  of  "deferred  com- 
pensation"— namely,  that  it 
could  be  deferred  forever. 

It's  one  of  the  lessons 
from  the  collapse  of  Enron. 
As  the  company  teetered 
on  the  verge  of  bankruptcy 
last  year,  select  execs  were 
allowed  to  bail  out  of  its  de- 
ferred-compensation plan, 
while  former  employees 
were  not.  The  latter  became,  in  bankruptcy 
terms,  "vmsecured  creditors,"  likely  to  lose  most 
of  their  money.  "The  idea  that  you  can  lose  it  all 
doesn't  davm  on  you,"  says  Stephen  Pearlman,  a 
former  Enron  executive  who  lost  $260,000  when 
the  company  ignored  his  requests  to  withdraw 
the  cash  in  November. 

Deferred  compensation  now  ranks  as  one  of 
the  most  common  of  executive  perks.  Indeed, 
86%  of  the  largest  U.S.  companies  offer  de- 
ferred-comp  plans,  up  from  75%  just  five  years 


t 


YOUR  COMPANY 
DECLARES  BANKRUPTCY 

In  most  cases,  the  plan 
assets  become  company 
assets,  and  participants 
become  unsecured  credi- 
tors. That  means  they  get 
whatever  is  left  over  after 
secured  creditors,  such  as 
banks,  are  pal  j. 

MERGER,  TAKE- 1  ?R,  OR 
NEW  MANAGED    <■; 

Some  plans  hold  'he  money 
in  a  company  ace.  unt, 
allowing  new  managers  to 
use  it  as  they  wish. 


YOU  WANT  OUT  Most  plans 
impose  stiff  penalties  for 
early  withdrawal,  usually 
defined  as  anything  other 
than  termination  of 
employment,  death, 
disability,  hardship,  or 
pre-retirement  distribution. 

YOU  QUIT  YOUR  JOB  Some 
plans,  designed  as  reten- 
tion devices,  have  a  vest- 
ing period,  typically  less 
than  five  years.  Leave  be- 
fore the  end  of  the  period 
and  you'll  lose  all  or  most 
of  the  money. 


ago,  according  to  Clark/Bardes  Consultin 
North  Harrington,  111.  In  most,  the  pay,  bo 
and  even  equity-based  compensation  are  hel 
trust  until  the  executive  retires,  reducing  pre 
income  while  accumulating  sizeable  returns, 
company,  meanwhile,  gets  a  recruiting  inci 
tive  for  executive  talent,  a  richer  balance  shi 
and  a  giant  tax  deduction  when  the  emplo 
cashes  out. 

As  Enron  made  clear,  executives  who 
their  faith  in  a  questionable  company  can 
their  money  at  significant  risk.  If  the  comp; 
declares  bankruptcy,  the  assets  of  the  deferri 
comp  plan  become  com 
ny  assets,  subject  to 
claims  of  banks  and  ot 
secured  creditors.  This] 
not  something  executi 
should  shrug  off:  Of  the 
biggest  business  bankru 
cies  since  1980,  seven  ca  J 
in  the  last  year,  includi  j^ 
Enron,  Global  Crossii 
Kmart,  and  Reliance  Gro 
Holdings,  according 
BankruptcyData.com.  Bai 
ruptcies  among  publi 
traded  companies  hit 
record  257  in  2001,  up  frc 
176  a  year  earlier. 

A  plan  participant  c 
do  little  to  mitigate 
risk  posed  by  bankru{ 
cy — short  of  doing  a  the 
ough  risk  assessment 
I  didn't  believe  in 
[company's]  financial  stability,  I  wouldn't  be  p; 
ticipating  in  its  deferred-comp  plan,"  sa 
Solange  Charas,  a  New  York  pay  consultai 
"I'd  say  give  me  my  money  now." 

Change  of  control  or  management  can  aljj 
put  the  money  at  risk.  Participants  will  wa  | 
to  learn  how  the  deferred  compensation  plan 
structured,  how  it's  funded,  and  what  other  f^ 
tures  it  has.  For  example,  cash  held  in  an  irre  „. 
ocable  "rabbi  trust"  is  fairly  immune  to  chang  - 
of-control  risks.  But  if  the  trust  is  not  fu 
funded,  there  may  not  be  enough  cash  to  ma 
payouts.  Cash  held  in  a  company  account  cit 
be  tapped  for  other  purposes,  leaving  the  plai  iji 
participants  high  and  dry.  ^ 

Even  without  a  corporate  meltdown,  partii^ 
pants  in  deferred-comp  plans  can  run  into  tro  •• 
ble.  Early  withdrawals  often  trigger  substant;  J 
penalties,  and  a  company's  failure  to  meet  U 
nancial  targets  in  performance-based  plans  c:  n 
leave  nest  eggs  depleted.  Plans  designed  as  ri» 
tention  incentives  have  provisions  for  what  m;  ;a 
be  the  unMndest  cut  of  all:  Leave  before  you'  • 
vested,  and  you  leave  the  deferred  pay  behin  i 
Still,  thousands  of  executives  have  staked  b  t 
lions  of  dollars  on  their  employer's  ability  to  p;  U 
up  when  the  time  comes.  For  those  whose  coi  o 
panies  aren't  in  peril,  it  could  be  one  of  t)  Jo 
smartest  moves  they  ever  made.  For  everyo: 
else,  it's  just  a  roll  of  the  dice. 
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Avoiding 

Financiai 

Gatastroplie 

I  Establish  a  financial 
identity  Have  your 
wn  IRA,  credit  cards, 
becking  and  money- 
larket  accounts 

1  Hire  a  network  of 
L  professionals  Build 
trusting  relationship 
/ith  a  financial  advis- 
r,  accountant,  attor- 
ey,  real  estate  agent 

)  Create  monetat7 
J  discipline  Budget, 
rack  your  spending, 
void  monthly  credit- 
ard  balances 

1  Continue  your 
financial  education 

ake  classes,  subscribe 
0  financial  publica- 
ions,  read  books,  surf 
he  Internet 


When  I  hung  up  from  my  inter- 
view with  Mariann  Cone,  a  49- 
year-old  former  marketing  exec- 
utive from  La  Grange,  Ga.,  one  thought 
came  to  mind:  What  a  model  for  women 
facing  seemingly  insurmountable  finan- 
cial woes.  Last  year,  Cone's  26-year 
marriage  ended  in  divorce,  and  she  lost 
her  $80,000-a-year  manufacturing  com- 
pany job,  along  with  the  tuition  reim- 
bursement she  was  counting  on  to  finish 
her  undergraduate  business  degree  and 
go  on  to  an  MBA. 

With  her  son's  college  expenses  to 
pay  and  a  mortgage  to  cover,  Cone's 
situation  could  have  easily  put  her  over 
the  financial  edge.  Instead,  she  is  meet- 
ing her  monthly  expenses  and  remaining 
in  school  until  she  gets  her  bachelor's 
degree  in  May.  Then  she  wUl  be  ready  to  relo- 
cate for  whatever  job  comes  her  way.  What's 
more,  she  has  managed  to  do  all  of  this  without 
touching  her  savings  or  retirement  money. 

Cone  is  one  of  the  lucky  ones.  Single  women 
comprise  the  fastest-growing  segment  of  the 
population  in  bankruptcy.  Indeed,  the  percentage 
of  single  women  filing  for  personal  bankruptcy 
rose  sharply,  from  17%  of  all  filers  in  1981,  to 
nearly  40%  in  1999,  according  to  Elizabeth  War- 
ren, a  Harvard  Law  School  professor  and  co- 
author of  The  Fragile  Middle  Class:  Americans 
in  Debt  (Yale  University  Press,  $17.95).  "We 
aren't  talking  about  the  chronically  poor,"  says 
Warren,  who  adds  that  more  than  half  of  these 
women  filers  have  college  and  graduate  degrees 
and  have  been  homeowners. 

What's  going  on?  According  to  Warren,  the 
story  has  two  parts.  Women  who  are  heading 
households  have  lower  incomes,  less  secure  jobs, 
and  bigger  medical  bills  than  men,  and  they're 
raising  the  children.  "They  are  economically  frag- 
ile to  begin  with,"  she  says,  and  when  hit  with  a 
major  hfe  crisis  they  lose  financial  stability.  Then 
credit-card  companies  and  other  lenders  target 
them,  "load  them  up  with  debt  that  they  can 
never  repay,  and  milk  them  for  years,  until  the 
women  fiinaUy  give  up  in  exhausted  resignation," 
says  Warren. 

Cone  could  easily  have  become  a  bankruptcy 
statistic.  Instead,  she  was  able  to  avoid  catas- 
trophe by  making  herself  money-smart.  During 
most  of  her  marriage,  although  she  wrote  out  the 
household  checks,  "I  had  no  clue  about  money," 
she  says.  But  about  five  years  ago,  when  her 
marriage  started  to  deteriorate,  Cone  realized 
that  "sooner  or  later,  I  would  have  to  depend  on 
myself."  So  she  set  out  to  establish  a  financial 
identity,  opening  her  own  checking  and  money- 
market  accounts,  applying  for  credit  cards,  and 


establishing  an  individual  retirement  account. 

Next,  Cone  hired  her  own  stable  of  profes- 
sionals— a  financial  adviser,  an  accountant,  an  at- 
torney, and  a  real  estate  agent.  It's  important  to 
have  already  developed  a  rapport  and  trust  with 
each  professional,  says  Cone,  "because  the  midst 
of  a  crisis  is  not  a  good  time  to  start  trying  to 
put  together  a  network."  When  she  lost  her  job 
just  six  months  after  getting  divorced,  Cone  im- 
mediately called  on  each  of  her  advisers  to  re- 
view her  six-month  severance  package,  tax  with- 
holding schedule,  and  401(k)  rollover  options. 
Together,  they  helped  her  obtain  financial  aid  so 
she  could  finish  school,  cover  her  monthly  $3,500 
in  expenses,  and  bank  some  money  from  her 
severance  checks. 

It  doesn't  matter  how  good  your  financial  ad- 
visers are  if  you  aren't  disciplined,  says  Cone, 
who  has  never  carried  credit-card  debt.  She 
works  hard  to  track  her  spending  and  routinely 
decides  which  expenses  are  necessary  and  which 
are  not.  For  example,  "a  gym  membership  is 
unnecessary  when  I  have  a  beautiful  area  to 
walk  in,"  she  says. 

Finally,  whether  taking  classes  at  a  local  col- 
lege, reading  up  at  the  Ubrary,  or  subscribing  to 
financial  publications.  Cone  is  learning  even  more 
about  how  to  manage  her  finances.  Says  Bonnie 
Hughes,  a  Rome  (Ga.)  member  of  the  Garrett 
Planning  Network  who  is  Cone's  financial  ad- 
viser: "If  all  my  clients  Uved  within  their  means 
and  had  a  team  of  professionals  they  could  turn 
to  in  a  crisis,  my  workday  would  be  short  in- 
deed." Not  to  mention  the  list  of  single  women 
filing  for  bankruptcy.  ■ 
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NO  SUCKERS, 
THOSE  SMUCKERS 

As  I  write  this,  I've  just  finished  eating  some 
Uncrustables.  They're  packaged  peanut- 
butter-and-jelly  sandwiches  on  crustless 
white  bread:  choice  of  grape  jelly  or  strawberry 
jam.  I  had  one  of  each.  A  new  convenience  for 
harried  parents  and  school  lunch  programs,  Un- 
crustables come  frozen.  Yet  trust  me  when  I 
say  they  tasted  as  good  as  fresh.  At  about  $5.50 
retail  for  a  box  of  10,  will  they  make  their  in- 
ventor, J.  M.  Smucker,  as  profitable 
as,  say,  Microsoft?  No.  Never- 
theless, Uncrustables  show 
that  innovation  can  flourish 
even  in  the  homeUest  things. 
They  also  are  just  one  sign 
of  new  vigor  at  Smucker.  The 
105-year-old  jelly-and-jam 
maker  aims  soon  to  close  its 
purchase  of  Procter  &  Gam- 
ble's Jif  peanut  butter  and 
Crisco  shortening  brands.  Val- 
ued at  $731  million  in  Smucker 
stock,  the  deal  is  small  pota- 
toes on  WaU  Street:  Only  two 
analysts  bothered  to  pose 
questions  during  a  Feb.  14  con- 
ference call.  But  at  Smucker's 
headquarters  on  Strawberry 
Lane  in  Orrville,  Ohio,  "it's  trans- 
formative," Co-CEO  Richard 
Smucker  told  me.  "Employees 
are  really  energized."  Co-CEO 
(and  brother)  Timothy  Smucker 
said:  "We  are  doubling  our  sales 
and  tripling  our  profits"  (table). 

Even  a  merger  that  seems  to  make  as  much 
sense  as  this  one  isn't  without  risk.  "Anytime  a 
company  makes  a  sizable  acquisition,  that  should 
always  be  cause  for  concern,"  notes  John  Miller, 
an  analyst  at  Ariel  Capital  Management,  which 
owns  nearly  10%  of  Smucker.  Yet  I  think  Miller 
is  right  to  expect  further  gains  for  Smucker, 
which  he  estimates  would  com- 
mand a  price  30%  above  its  re- 
cent   stock-market    price    of 
$33.61  were  it  to  be  bought  by 
another  food  company.  At  a 
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Ttiejam-and-jelly 
king  has  new 
produGts-and  a 
savvy  deal  on 
buying  Jif  and 
Grisco  from  P&G. 
It  could  all  add  up 
to  long-term  value 
for  investors 


Even  Sweeter  at  Smucker 


2002 

MILLIONS 


2003 

MILLIONS 


REVENUES  $675 

NET  INCOME 32 

FREE  CASHFLOW  23 


100 

65' 


2002 

PER  SHARE 


2003 

PER  SHARE 


..:1'1^.^....  tiiTfie  when  investors  are  sqviint- 
ing  to  see  true  value  in  the 
likes  of  Tyco  International,  the 
value  of  Smucker's  simple  busi- 
nesses are  easily  vmderstood. 
$1  35  t?  on  Started  by  the  current  CEOs' 

great-grandfather  as  a  cider  miU 

..?.'.y!.0,E.NpS 0.64 0.90*       and  apple-butter  maker,  Smuck- 

PRICE-EARNINGS  RATIO        25                17        er  today  sees  its  sales  and  earn- 
All  figures  company  estimates;  fiscal  years  erid  Apr  30 ^S^  ^^^e  consistently  each  year. 

Data:  Company  report:.,  flffs/TOii.iM*      as  it  leads  the  U.S.  market  in 

jelly,  jam,  and  preserves.  It  also 


EARNINGS 


*  BusinessWeek  estimate 


sells  ice  cream  toppings  and  health  drinks, 
well  as  peanut  butter  imder  an  assortment 
brand  names.  But  since  the  mid-1970s,  Smucl 
has  had  its  eye  on  p&g's  Jif,  the  peanut  butt 
category's  leader. 

Besides  doubling  Smucker's  revenues,  to  an 
timated  $1.3  billion  in  fiscal  2003,  adding  Jif  a^ 
Crisco,  which  also  leads  its  market  with  a 
share,  offers  some  side  benefits.  Not  big  enou^ 
to  field  its  own  sales  team,  Smucker  seUs  throul 
brokers,  who  will  have  to  pay  more  attentij 
to  its  distribution  needs.  Also,  the  company 
cently  finished  a  three-year,  $35  million  ov€ 
haul  of  its  inventory  and  customer-service  cod 
puter  systems.  Spreading  those  costs  over  moi 
volume  should  widen  profit  margins.  And  wi| 
the  capital  project  already  dor 
cash  flow  should  surge.  Smuc 
er  expects  fi-ee  cash  flow, 
capital  spending  and  dividend 
to  reach  $60  million  to  $70 
Hon  in  fiscal  2003,  up  fix>m  %\ 
million  to  $25  million  this  ye 

Smucker  plans  to  pay  f| 
Jif  and  Crisco  by  issuing  stc 
to  P&G  shareholders,  rougl 
doubling  its  shares  outstanj 
ing.  That  means  two  thinj 
First,     Smucker    won't 
adding  to  its  $135  million 
long-term  debt.  When  the  ne 
stock  is  issued,  debt  will 
only  a  modest  13%  or  so 
equity.    Paying   in    stock    alii 
means  the  interests  of  currei 
Smucker  shareholders  will  be 
luted.  Yet  if  Smucker's  profit 
cash  flow  grow  as  executives  el 
pect,  per-share  rewards 

be     sharp] 
higher:  m 
earnings 
$2  a  shai 

in  fiscal  2003,  vs.  the  $1.35  forecast  this  year,  fi:^ 
cash  flow  of  more  than  $1.30  a  share,  vs.  le: 
than  $1;  and  dividends  that  I  estimate  will  jun 
to  about  90<2  a  share,  from  64<2  now. 

What  could  go  wrong?  Besides  the  hazards 
folding  Jif  and  Crisco,  now  part  of  giant  P& 
into  little  Smucker,  many  P&G  shareholders  c£ 
be  expected  to  dump  their  new  shares  i 
Smucker.  P&G  is  heavily  owned  by  institution, 
investors,  including  many  index  funds.  All 
them  will  have  to  unload  Smucker  since,  unlil< 
P&G,  it's  not  in  the  Standard  &  Poor's  500-sto< 
index.  Other  institutions  will  sell  becaus 
Smucker  is  too  small  for  their  tastes.  All  th: 
selling  may  pressure  the  stock  in  the  near  ten- 
creating  a  good  opportunity  for  long-term 
vestors  to  buy — whether  they're  pb&j  lovei 
or  not. 
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WHAT  KIND  OF  DECISIONS  ARE  REQUIRED 

IN  TODAY'S  BUSINESS  CLIMATE?    •,  ..  ;',  .  ^J 

SMARTONES.  ./-.^^^^M 


'\rriving  at  a  smart  business 
fjecision  can  happen  anywhere. 
but  the  process  first  requires 
Information;  information  that 


lie  sources,  then  analyzed  and 
,hared  before  it  can  be  used  to 
our  advantage. 


The  challenge  today  is  twofold. 
One:  how  do  you  get  the 
infrastructure  in  place  to  access 
disparate  data  sources  and 


RTfnnrm^RT«IT*TtRi*lIy 


information?  And,  two:  also 
meet  the  demands  to  reduce 
costs  and  increase  productivity? 


You  turn  to  Crystal  Decisions' . 
Our  enterprise-wide  reporting, 
analysis  and  web-based  informa- 
tion delivery  solutions  have  a 


our  customers  better  utilize 
information  to  competitive 
advantage  and  profit. 


At  Crystal  Decisions,  the  makers 
of  Crystal  Reports  ,  we've  met  the 
standards  of  our  key  partners  like 
SAP,  IBM,  Microsoft  and  Baan. 
We're  confident  we  can  meet 
yours.  To  find  out  how,  visit  us  at: 
www.crystaldecisions.com/ent/005/ 
or  call  1-866-821-3525.-^ 


¥ 


\ccess.  Analyze.  Report.  Share. 


crystal  decisions 


BusinessWeek  Investor 


Inside  Wall  Street 


THE  JUICES 
ARE  RUNNING 


STEAK  N  SHAKE  SIZZLES 


Although  investors  have  lost  their  appetite 
for  most  stocks,  they're  feasting  on  Steak  n 
Shake  (SNS).  From  7.50  in  mid-March,  shares 
climbed  to  13.50  in  late  January,  before  easing  to 
12.95  on  Feb.  20.  Despite  the  rise,  the  stock  has 
50%  more  upside  potential  to  it,  says  Dave  Sower- 
by  of  investment  &-m  Loomis  Sayles,  which  has 
accumulated  400,000  shares.  With  its  388  restau- 
rants in  17  Midwestern  and  Southern  states.  Steak 
n  Shake  occupies  a  niche  position  between  the 
popular  fast-food  outlets  and  pricier  chains,  such  as 
Cracker  Barrel,  says  Sowerby.  Steak  n  Shake's  ca- 
sual-dining restaurants,  whose  core  menu  includes 
steakburgers  made  from  T- 
bone,  chicken,  fries,  and 
milkshakes,  sviffered  a  sharp 
drop  in  business  right  after 
September  11.  But  now, 
Steak  n  Shake — open  24 
hours  a  day,  seven  days  a 
week — ^has,  Uke  many  other 
restaurants,  benefited  from 
families  dri\Tng,  rather  than 
flying,  on  vacations. 

Equally  important,  the 
stock  is  a  bargain  compared  with  its  peers,  says 
Sowerby — ^based  on  price-earnings  and  price-to- 
book  ratios,  operating  cash  flow,  and  balance-sheet 
strength.  Over  the  past  nine  years,  SNS  has  sold  at 
about  3.5  times  its  book  value;  cvirrently,  it's  at  2 
times.  At  3.5  times,  the  stock  would  be  21,  which 
is  Sowerbys  12-month  price  target.  And  the  stock 
is  selling  at  15.5  times  estimated  earnings  of  84?  a 
share  for  the  year  ending  Sept.  30,  2002,  com- 
pared with  its  peers'  average  p-e  of  20.  He  expects 
SNS  to  earn  92?  in  2003.  In  2001,  it  made  76?.  In 
three  years,  revenues  should  grow  6.5%  to  7% 
annually,  figures  Sowerby.  He  sees  sales  rising  to 
$485  million  in  2002,  vs.  2001's  $448  milHon.  "As  a 
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More  families  on 
the  road  splurge 
at  Steak  n  Shake. 
The  biggies  need 
Sonic  Solutions' 
DVD  software. 
Tech  rivals  may 
be  lining  up 
to  bid  for  Saba 
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mid-cap  value  play,  SNS  is  very  palatable,"  he  says. 

THE  BOOM 

AT  SONIC  SOLUTIONS 

Little-known  software  maker  Sonic  Solutions 
(SNIC)  is  suddenly  hobnobbing  uith  Microsoft, 
Hewlett-Packard,  and  Sony,  causing  its  shares 
to  leap  from  $1  in  July,  2001,  to  8.33  in  Januaiy, 
2002.  Profit-taking  has  dropped  it  to  5.50. 
On  Jan.  9,  Sonic,  which  makes  software 
for  creating  digital  \ideodisks,  pulled  a 
surprise  when  Microsoft  hcensed  Sonic's 
D\T)  technology.  The  most  recent  licensee 
is  Sony,  which  signed  up  on  Feb.  19.  Be- 
fore Microsoft  and  Sony  were  Hewlett- 
Packard,  Compaq,  Adobe,  and  Hitachi. 
Sony  licensed  Sonic's  AuthorScript  D\T) 
technology'  for  its  Vaio  desktop  computers. 
It  win  let  Vaio  users  record  TV  videos 
on  DVD  media,  says  Sonic  CEO  Bob  Doris. 


Sony  could  boost  Sonic's  earnings  by  fiscal  2C 
says  Justin  Cable  of  Los  Angeles  investment  fi 
B.  Riley — adding  that  "Sonic  has  the  potential 
sign  up  more  licensing  agreements." 

Cable  believes  Sonic  is  targeting  several  c^ 
sumer  electronics  makers  that  develop  DVD  reco 
able  players  and  set-top  boxes.  Cable  sees  i 
stock  rising  easily  back  to  its  January  high.  Ca 
doesn't  owti  Sonic  shares. 

The  analyst  expects  Sonic  to  turn  profitable 
the  year  ending  Mar.  3,  2003.  Based  on  what  it 
pects  from  the  Microsoft  deal,  Sonic  has  upped 
sales  forecast  for  2003  to  $30  million  and  its 
eratkig  profit  to  24?  a  share.  That  doesn't  inch 
Sony's  contribution.  Sales  in  2002  are  expected 
rise  to  $18.3  million,  up  from  2001's  $16.5  milli. 

IS  SABA  ALL  SET 
TO  BE  SWALLOWED? 


Most  tech  stocks  have  yet  to  recover  fri 
last  year's  tech  wTeck — and  from  Septe 
ber  11.  Saba  Software  (SABA)  is  one 
them:  Trading  as  high  as  21  a  year  ago,  t 
shares  dived  to  10  by  mid- August,  2001,  a 
then  tumbled  to  3.69  on  Feb.  20,  2002.  But  s( 
eral  analysts  remain  bulls  on  Saba  in  the  be! 
that  it  has  hit  bottom — and  could  attract  a  bi 
er  at  its  knocked-down  price.  One  Calif  on 
hedge-fund  manager  who  has  been  snapping 
shares  is  convinced  that  either  IBM  or  PeopleSc 
which  designs  software  for  managing  custonr 
relationships,  will  end  up  buying  Saba.  Saba  pi 
vides  software  to  help  corporations  and  govei 
ments  boost  performance  of  their  personnel  a 
cut  costs  through  Web-based  training  and  ec 
cation.  Analyst  Natalie  Walrond  of  San  Franc 
co's  Pacific  Growth  Equities  says  Saba  has 
"impressive  client  base" — including  Cisco  S} 
terns.  General  Motors,  and  Citigroup — that  giv 
it  "powerful  industry  leadership."  She  expe 
Saba  to  turn  a  profit  in  fis- 
cal 2003  ending  Feb.  28  of 
12?  a  share  on  revenues  of 
$60.9  million.  In  fiscal  2002, 
it  lost  24?  on  revenues  of 
$52.8  million.  PeopleSoft 
has  talked  about  getting 
into  the  business  that  Saba 
dominates.  Saba  is  worth 
more  than  10  a  share  in  a 
buyout,  says  the  hedge- 
fimd  manager.  But  he  be- 
lieves Saba  won't  sell  unless  the  price  is  mu 
higher  IBM  declined  comment.  Saba  investor  E 
lations  Officer  Greg  Kablen  won't  comment  ■ 
IBM  or  PeopleSoft.  But  he  says  there's  enormo 
interest  among  enterprise  software  compani 
to  form  partnerships  with  Saba. 


THE  SHARES  ARE 
JUST  BITE-SIZE 
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Here  are  three-hundred-eighty-nine- 
thousand-four-hundred  and  thirty-four  reasons  why  you'll  thank  HP  for  building  the 


Superdome  server.  That's  the  number  of 
transactions  per  minute  it  recorded, 
occording  to  the  latest  TPC-C  benchmark 
results.  You'll  appreciate  how  much  more 
productive  you  can  be  with  a  UNIX®  server 
that's  76%  faster  than  its  nearest  competitor. 
That's  fast  enough  to  satisfy  even  your  most 
demanding  IT  manager.  And  your  CFO 
will  relish  Superdome's  price/performance 
ratio  of  $21 .24  per  transaction. 

HP's  Superdome  server  will  have 
you  handling  more  applications,  not  only 
faster,  but  more  reliably.  It's  designed 
with  your  olways-on  Internet  infrastructure 
in  mind,  so  you'll  be  working  on  multiple 
projects,  across  multiple  platforms,  with 
ease.  Superdome  is  equipped  to  handle 
the  Intel®  Itanium"  processor  architecture, 
which  HP  co-developed.  This  breakthrough 
technology  blends  high  volume  with  high 
performance,  and  it  will  keep  you  poised 
for  seamless  upgrades.  We  could  give 
you  a  million  more  reasons.  But  why  take 
our  word  for  it?  Check  the  Top  500 
Supercomputer  Site  list. 

Infrastructure:  it  starts  with  you. 

Find  out  how  Superdome  is 
helping  Amazon.com  dramatically 
increase  their  performance.  Visit 
www.hp.com/large/superdome 
for  your  copy  of  The  HP  Superdome 
Advantage  resource  guide. 
Or  coil  1-800-HP-ASK-ME 


^eM 


invent 


TPC-C  benchmark  of  389,434  transactions  per  minute  was  achieved  on  a  64-way  PA  8700  Superdome  running  Oracle9i  Database  As  an  OLTP  system  benchmork,  TPC-C 
simulates  a  complete  environment  and  is  modeled  after  actual  production  applications  and  environments  rather  than  stand-alone  computer  tests  which  don't  evaluate  key 
performonce  factors  (for  example,  disk  l/Os,  data  storage,  backup  and  recovery  user  interface,  and  communications).  Price  performance  of  $21 .24/tpmC.  TPC-C  is  a  copyright 
of  the  Transaction  Processing  Performance  Council.  Further  TPC-C  information  is  available  from  http://vifv/w.tpc.org.  Oracle  is  a  registered  trademork  and  Oracle9i  is  a  trademark 
or  registered  trademark  of  Oracle  Corporation.  Itanium  is  a  trademark  of  Intel  Corporation.  UNIX  is  a  registered  trademark  of  The  Open  Group.  Amazon.com  is  a  trademark 
or  registered  trademark  of  Amazon  com.  Inc.  Total  system  availability  dote.  May  15,  2002,  hardware  avoilable  now.  Limit  one  HP  Superdome  Advantage  resource  guide 
per  customer.  Allow  6  to  8  weeks  for  delivery  ©2002  Hewlett-Packard  Company.  All  rights  reserved. 
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COMMENTARY 

Stocks  staged  a  powerful  rally  on  Feb. 
20  as  investors  piled  into  equities, 
shrugging  off  worries  about  corporate 
accounting.  The  Dow  Jones  industrials 
average,  soaring  more  than  2%  that 
day,  was  paced  by  Old  Economy  stal- 
warts 3M,  GM,  and  Honeywell.  For  the 
week,  however,  the  Dow,  S&P  500,  and 
Nasdaq  fell  0.5%,  1.8%,  and  4.5%, 
respectively. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


Figures  of  the  Week 


%  change 


U.S.  MARKETS 


Feb.  20 


Year  to 
Week      date 


Last  12 
months 


S&P  500  1098.0  -1.8 

Dow  Jones  Industrials  9941.2  -0.5 

Nasdaq  Composite  1775.6  -4.5 

S&PMidCap400  498.0  -1.6 

S&P  SmallCap  600  227.0  -1.7 

Wilshire  5000                        10,252.2  -1.9 

SECTORS 

BusinessWeek  50*  663.9  -2.8 

BusinessWeek  Info  Tech  100**     372.5  -4.5 

S&P/BARRA  Growth  579.2  -1.7 

S&P/BARRA  Value  518.3  -2.0 

S&P  Energy  204.8  -0.2 

S&P  Financials  335.6  -2.8 

S&P  REIT  94.5  0.9 

S&P  Transportation  210.8  1.2 

S&P  Utilities  131.0  -3.5 

GSTI  Internet  87.3  -6.4 

PSE  Technology  640.6  -4.6 
'Mar.  19,  1999  =  1000       **Feb.  7,  2000  =  1000 
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GLOBAL  MARKETS 


Feb.  20 


Year 
Week      da 


S&P  Euro  Plus  (U.S.  Dollar)  977.2 

London  (FT-SE  100)  5024.1 

Paris  (CAC  40)  4239.0 

Frankfurt  (DAX)  4780.2 

Tokyo  (NIKKEI  225)  9834.1 

Hong  Kong  (Hang  Seng)  10,749. 1 

Toronto  (TSE  300)  7431.8 

Mexico  City  (IPC)  6584.0 

FUNDAMENTALS  Feb. 


19 


S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Revision* 

'First  Call  Corp. 

TECHNICAL  INDICATORS 


1.44%        1.41 

.)     59.0  61.5 

20.1  20.7 

-0.91%  -OAB'/t 


Feb.  19      Wk.  ago 


S&P  500  200-day  average  1159.1 
Stocks  above  200-day  average  55.0% 

Options:  Put/call  ratio  0.86 

Insiders:  Vickers  Sell/buy  ratio  2.65 


1161.6 
58.0% 
0.82 
2.87 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 
months  % 


Metal  &  Glass  Containers  17.7 

Photographic  Products  17.0 

Semiconductor  Equip.  16.7 

Forest  Products  16.0 

Trucking  15.3 


Metal  &  Glass  Containers  67.2 

Gold  Mining  41.2 

Trucking  39.7 

Trading  Cos.  &  Distribs.  36.1 

Specialty  Retailers  30.8 


WORST-PERFORMING    Last 

GROUPS  month 


% 


Wireless  Services  -27.6 

Multi-Utilities  -21.7 

Internet  Software  -20.4 

Telecomms.  Equip.  -20.2 

Environmental  Services  -16.3 


Multi-Utilities 
Computer  Stge.  &  Pei 
Telecomms.  Equip. 
Wireless  Services 
Instrumentation 


Mutual  Funds 


Week  ending  Feb.  19 
■  S&P  500    ■  U.S.  Diversified   ■  All  Equity 

4-week  total  return 


%      -4       -3       -2-10        1 

Week  ending  Feb.  19 
■  S&P  500    ■  U.S.  Diversified   HAH  Equity 

52-week  total  return 


EQUmr  FUND  CATEGORIES 

4-week  total  return %  52-week  total  return  % 

Leaders  Leaders 

Precious  Metals                   12.7  Precious  Metals  50.8 

Natural  Resources                 5.0  Real  Estate  12.3 

PacHic/AsIa  ex-Japan             3.4  Small-cap  Value  7.0 

Diversified  Emerging  Mkts.       2.2  Mid-cap  Value  0.7 

Laggards  Laggards 

Communications               -12.3  Communications  -43.2 

Technology                         -8.7  Technology  -37.3 

Health                                -5.3  Japan  -32.7 

Utilities                              -A.7  Utilities  -24.5 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


% 


%      -16      -12      -8       ^         0 
Data:  Standard  &  Foor's 


Leaders 

Potomac  Internet  Short  18.2 

First  Eagle  SoGen  Gold  17.8 

U.S.  Global  Investors  Gold  17.0 

Tocquevllle  Gold  16.5 
Laggards 

Potomac  Internet  Plus  -24.1 

Black  Oak  Emerging  Tech.  -19.3 

Firsthand  Communications  -19.0 

Fidelity  Select  Wireless  -18.9 


Leaders 

First  Eagle  SoGen  Gold  82.4 

Amer  Century  GIbl.  Gold  Inv.  76.5 
USAA  Precious  Mets.  &  Mins.  72.4 
Monterey  OCM  Gold  69.1 

Laggards 

Black  Oak  Emerging  Tech.  -68.2 
ProFunds  UltraOTC  Inv.  -67.9 
Firsthand  Communications  -67.4 
Pilgrim  Glob.  Commons.  A    -65.5 


■  Interest  Rates 

KEY  RATES 

Feb.  20 

Week  ago 

MONEY  MARKET  FUNDS 

1.57% 

1.60% 

90-OAY  TREASURY  BILLS 

1.75 

1.74 

2-YEAR  TREASURY  MOTES 

2.97 

3.03 

10-YEAR  TREASURY  NOTES 

4.89 

4.99 

30-YEAR  TREASURY  BONDS 

5.39 

5.45 

30-YEAR  FIXED  MORTGAGEt 

6.76 

6.85 


tBanxQuote,  Inc. 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  mi 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bond     30 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.24% 


6.06 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 
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■  THE  WEEK  AHEAD 

EXiSTINfi  HOME  SALES  Monday,  Feb.  25,  10 
a.m.  EST>-  Sales  of  existing  homes  in 
January  are  forecast  to  have  held  steady 
at  an  annual  rate  of  5.2  million,  from 
5.19  million  in  December.  That's  based 
on  the  median  forecast  of  economists 
surveyed  by  Standard  &  Poor's  mms,  a  di- 
vision of  The  McGraw-Hiii  Companies. 

CONSUMER  CONFIDENCE  Tuesday,  Feb.  26, 
10  a.m.  EST>-  The  Conference  Board's 
confidence  index  likely  slipped  to  96.7 
in  February,  from  97.3  in  January. 


DURABLE  GOODS  ORDERS  Wednesday,  Feb. 
27,  8:30  a.m.  est^-  New  orders  for 
durable  goods  probably  rose  1.2%  in 
January,  after  rising  2%  in  December. 

NEW  RESIDENTIAL  SALES  Wednesday,  Feb. 
27,  10  a.m.  est^  New  single-family 
home  sales  in  January  likely  reached  an 
annual  rate  of  920,000.  For  ail  of  2001, 
sales  hit  a  record  900,000  homes. 

PERSONAL  INCOME  Friday,  Mar.  1,  8:30 
a.m.  ESTP-  Personal  income  probably 


grew  0.3%  in  January.  Consumer  s( 
ing  is  projected  to  have  increased 
after  falling  0.2%  in  December. 

PURCHASING  MANAGERS'  INDEX  Friday 
10  a.m.  EST>-  The  Institute  for  Sup 
Management's  February  industrial- 
index  likely  reached  50.2%,  for  the 
reading  above  50%  since  July,  200 

CONSTRUCTION  SPENDING  Friday  Mar 
a.m.  EST>-  Building  outlays  probabi 
0.4%  in  January. 
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0,  down  2.8%,  is  still  struggling  to  dig  out  from  the  fallout  of  the  Enron  accounting  scandal.  Shares 
provider  AES  plunged  57.5%  on  news  that  it  will  sell  assets  and  cut  costs;  the  stock  is  down  92.2% 
in  a  year  Meanwhile,  AOL  Time  Warner,  reacting  to  an  analyst  downgrade,  sank  11.0%,  trading  briefly 
it  seen  in  three  years.  The  best  performer  in  the  BW  50,  General  Dynamics,  added  4.7%  for  the  week. 
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30  El  Paso  -4.0  -49.0 

31  Altera  -5.3  -12.6 

32  Marsh  &  McLennan  -0.5  0.9 

33  Household  International  -2.9  -13.3 

34  ChevronTexaco  -0.8  -5-9 

35  SBC  Communications  0.7  -18.6 

36  Mercury  Interactive  -6.8  -40.9 

37  AOL  Time  Warner  -11.0  -45.0 

38  Washington  Mutual  -2.6  -2.7 

39  General  Dynamics  4.7  37.8 

40  Comcast  -11.2  -31.1 

41  Morgan  Stanley  Dean  Witter       -7.0  -24.9 

42  Tellabs  -16.6  -73.9 

43  ExxonMobil  0.9  -4.2 

44  Scientific-Atlanta  -3.6  -51.3 
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Production  Index 


Change  from  last  week:  -0.1^ 
Change  from  last  year;  -10.9^ 
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ction  index  posted  a  narrow  decline  during  the 
k.  Before  calculation  of  the  four-week  moving 
he  index  rose  to  158,3  fronn  157.9.  After  sea- 
stments,  truck  assemblies  showed  the  largest 
edium-  and  heavy-duty  truck  sales  are  weak, 
ary  sales  falling  24%  from  a  year  ago.  Steel, 
ber,  and  rail-freight  traffic  were  also  lower. 
)wer  production  rose  sharply,  with  autos  and 
refining  also  increasing. 

on  each  of  the  index  components  is  at  www.business- 
W  production  index  Copyright  2002  by  The  McGraw-Hill 


Online  Resources 


BWSO  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


I  was  shocked 

to  learn 

how  much  our' 

electricity 

costs  have 

been  rising. 

However,  it  is  a  cost  you  can  control. 

Do  you  know  how  much  your 
company  spends  on  electricity?  I 
didn't  and  I  was 
shocked  when  I  found 
out!  The  cost  was 
much  higher  than  I 
h  had  expected,  and 
climbing.  Most 
consumers  think  that  they  can't  do 
anything  about  increasing  electricity 
costs,  but  they  can! 

In  industry,  electric  motors  consume 
63  percent  of  all  electricity  used.  By 
installing  BaldorSuper-E   motors, 
you  can  reduce  your  electricity  use 
and  save  money  every  minute  they're 
running.  Call  me  to  find  out  how 
Baldor  premium  efficient  motors  and 
drives  can  improve  your  company's 
profitability.  You 
don't  need  to 
be  shocked! 


John  McFarland 

CfO  Presideni 

Baldor  Elecliic 

Company 


1-501-648-5665 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiv  or  feature  with  a  significant 
reierence  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
,'Companies  listed  only  in  tables  are  not  included. 
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Reporting  14 
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Adobe  Systems 
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\lso  every  week  on  Business  Now.  see  Steve  Wildstrom  from  BusinessWeek 
demonstrate  the  latest  in  technology  from  his  weekly  column  "Technology  &  You" 
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withjiost  Karen  Ry^an 


Editorials 


GEHING  INVESTORS  TO  TRUST  AGAIN 


The  revolt  nt  the  investor  class  is  gaining  momentum  as 
companies  begin  to  bow  to  growing  demands  for  greater  fi- 
nancial disclosure.  Post-Enron  Corp.  investor  doubts  about 
the  true  quality  of  corporate  earnings  has  infected  the  entire 
stock  market,  forcing  even  blue-chip  companies  such  as  IBM  and 
Gteneral  Electric  Co.  to  shift  policy  and  provide  financial  data 
previously  buried  in  their  balance  sheets.  The  worry  is  that 
even  more  bad  news  has  been  hidden  in  opaque  financial  state- 
ments. Companies  must  now  come  clean  and  provide  investors 
with  clear  explanations  for  the  quality  of  earnings  and  not 
just  reams  of  financial  data. 

The  notion  that  Enron  is  an  exception  to  the  prevailing- 
business  culture — put  forth  by  the  Business  Roundtable — is  not 
going  dowTi  with  the  investing  public.  The  risk  is  that  if  Cor- 
porate America  fails  to  reform  itself  quickly,  investors  could  go 
on  an  all-out  strike  against  stocks.  That  would  significantly 
raise  the  cost  of  capital  and  hurt  prospects  for  the  recovery. 
Worry  over  a  credit  crunch  is  already  beginning  to  seep  into 
the  debt  markets.  To  restore  investor  trust,  corporate  execu- 
tives, regulators,  and  legislators  should  act  fast. 

Investors  are  realizing  that  the  Wall  Street  firms  with  whom 
they  entrusted  their  savings  have  been,  at  times,  the  chief 
enablers  of  earnings  chicanery.  We  now  know  that  in  the  late 
1990s  companies  began  to  contract  out  the  management  of 
their  earnings  to  Wall  Street  and  accounting  firms.  Through  ac- 
quisitions and  creative  accounting,  companies  were  able  to 


hide  debt,  lower  costs,  and  boost  profits.  Enron  used  mosu 
the  tricks  of  the  trade,  but  other  companies  practiced  manjl 
them  as  well,  moving  debt  off  the  balance  sheet  and  increasl 
earnings  by  ma§king  asset  sales  and  pension-fund  gains  t| 
were  buried  in  balance  sheets.  A  study  by  Kenneth  A.  Pet 
"Comparing  NIPA  (National  Income  &  Product  Accounts) 
its  with  s&P  500  Profits,"  in  the  April,  2001,  issue  of  Surve 
Current  Business,  shows  that  after  tracking  reported 
earnings  for  years,  the  Standard  &  Poor's  500-stock  inc 
earnings  began  to  diverge  sharply  in  1999  and  2000  fit)m 
baseline.  This  suggests  that  the  most  egregious  management! 
earnings  occurred  in  1999  and  2000.  From  1992  to  1998,  higl 
productivity  did  lead  to  higher  real  earnings.  The  bubble  \\ 
probably  limited  to  only  two  years. 

The  rift  between  the  100  million-strong  investor  class 
Corporate  America  is  far  more  critical  than  Big  Business  1^ 
bying  groups  acknowledge.  It  could  threaten  the  economic 
ifice  of  high-risk,  high-gain  democratic  capitalism  that 
pelled  business  for  most  of  the  '90s.  Securities  &  Excl 
Commission  Chairman  Harvey  L.  Pitt  is  right  to  throw 
weight  behind  investors  and  warn  that  confidence  in  Ameri(j 
capital  markets  can't  be  maintained  if  people  believe  it  is 
game  with  rules  they  cannot  see  or  control. 

Message  to  Corporate  America:  Times  have  changed, 
now  live  in  an  era  of  honesty  and  openness.  What  is  genuine 
valued.  What  is  fake  is  not. 


DON'T  GET  RID  OF  STOCK  OPTIONS.  FIX  EM 


Stock  options  are  under  attack,  victims  of  what  investors 
see  as  executive  abuse  and  accounting  lies.  A  bipartisan 
Senate  bill  aimed  at  closing  a  corporate  tax  loophole  would 
seriously  curb  companies  from  offering  options.  The  Inter- 
national Accounting  Standards  Board  and  Financial  Ac- 
counting Standards  Board  back  the  legislation.  The  Council 
of  Institutional  Investors  also  believes  options  are  out  of  con- 
trol, and  its  members  may  vote  to  restrict  them.  Good  in- 
tentions notwithstanding,  stamping  out  options  would  be 
economically  self-destructive.  Options  are  essential  to  Amer- 
ica's special  brand  of  democratic  capitalism,  motivating  en- 
trepreneurs to  take  risks,  getting  people  to  work  harder,  and 
spreading  the  rewards  to  greater  numbers.  What's  needed  is 
reform,  not  abolition. 

Stock  options  give  people  a  stake  in  productivity  and  prof- 
its that  they  would  not  normally  have.  It's  probably  no  acci- 
dent that  the  productivity  surge  of  the  1990s  in  the  U.  S.  co- 
incided with  a  dramatic  increase  i  the  use  of  options.  It 
didn't  happen  in  Europe  or  Japan,       ere  options  are  rare. 

Of  course,  it  turned  out  that  -  i.  corporate  managers 
nfiisused  options.  They  resorted  to  ac  ,  anting  tricks  to  pump 
up  earnings,  then  cashed  out  their  op- ions  early,  leaving  em- 


ployees and  other  shareholders  in  the  lurch  when  prices 
Some  companies  allowed  CEOs  to  quietly  exercise  optic 
without  revealing  it  to  other  shareholders.  Others  failed  to 
tach  rigorous  performance  goals  to  options  grants  in 
first  place.  Options  became  an  entitlement  to  the  upper  m^ 
agerial  class.  This  must  all  change,  and  boards  of  directc 
should  do  the  fixing. 

It's  true  that  companies  can  claim  a  tax  break  on  stock 
tions  they  issue  and  don't  have  to  charge  them  against  eai 
ings  as  part  of  compensation  expenses.  But  until  they  are  € 
ercised,  options  remain  imaginary  costs  that  are  difficult 
value.  And  the  Securities  &  Exchange  Commission  already 
quires  companies  to  make  guesstimates  in  footnotes  on  the 
to  earnings  fi-om  options.  The  sec  should  go  fiirther  and  ins 
that  investors  get  a  reasonable  picture  of  the  dilutive 
fects  of  options  on  shareholder  earnings  and  how  buyba 
plans  to  pay  for  options  could  affect  future  cash  flow. 

Fostering  risk  taking,  boosting  productivity,  and  spreadi 
the  wealth  are  good  economically  and  socially.  When  prop* 
ly  used,  options  can  promote  all  three.  The  U.  S.  needs  mo 
stock  options,  spread  more  widely  and  tied  more  closely 
performance.  The  Senate  has  it  WTong. 
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we  can't  guarantee  the  reward- 
it  we  can  guarantee  you'll  save  20%  on  your  customer  contact  operations. 

And  that's  bound  to  impress  someone. 


Anythinc)  on  thot  list  look  qood?  Talk  to  us.  We're  eLoyalty.  Our  deep  expertise  in  the  areas  of  operations  management,  CRM  technologies 

jnd  tinancial  performance  is  saving  our  customers  an  average  of  25-30'ai  on  their  customer  contact  operations.  It's  a  bold  step  to  guarantee 

such  a  thing,  but  that's  the  kind  of  savings  we're  offering.  The  kind  of  savings  that  makes  a  difference  -  the  kind  that  gets  noticed. 

Sj\iii(|  HY'o  Ljii  (|()  J  IdiKi  \\;iv  in  these  l()U()li  enMiotnir  limes.  Inleivstcd.''  Coiiliirl  rln\;ill\  tcxhiNl 


CALL   1.877.4.EL0YAL  OR  VISIT  OUR  WEBSITE  WWW.EL0YALTY.COM 
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We  develop  new  vaccines  and  combination  vaccines* 

So  that  protecting  our  childrd 


Wouldn't  it  be  wonderful  if  many  illnesses  were  just  a  memory?  At  Aventis,  we  are  work- 
ing toward  this  goal.  As  a  world-leading  pharmaceutical  company  in  the  field  of  human  vaccines,  we  help 
protect  children  around  the  globe  from  infectious  diseases  such  as  polio,  diphtheria,  tetanus,  pertussis, 
meningitis  and  hepatitis  B.  We  can  prevent  up  to  six  illnesses  with  a  single  combination  vaccine.  However, 
for  a  number  of  diseases,  there  is  still  no  comprehensive  protection.  Therefore,  our  scientists  will  continue 
to  strive  to  develop  innovative  vaccines.  So  that  our  children  can  grow  up  more  carefree. 

Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,   www.aventls.com 
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Collaboration— it  all  begins  with  a  shared  vision 

In  times  like  these,  you  can't  afford  to  partner  with  someone  who's  single-minded. 
There  must  be  a  shared  vision  right  from  the  start.  It's  our  unique  approach  to 
consulting  and  services.  The  method  of  constant  dialogue  and  complementary 
skills  interacting  to  create  better  solutions.  Through  collaboration,  we  can 
accomplish  anything. 

It's  an  approach  that  further  benefits  from  the  expertise  and  resources  of  the 
entire  Fujitsu  group,  which  has  long  provided  world-class  technology  and  platform 
products  all  over  the  globe. 

Unique  ROI-focused  methodology 

Fujitsu  has  been  building  a  global  consulting  organization  to  be  known,  starting 
in  April,  as  Fujitsu  Consulting.  This  new  organization-comprising  what  is  currently 
DMR  Consulting,  Fujitsu  Systems  Business  of  America  and  other  businesses  within 
Fujitsu-utilizes  a  unique,  proven  methodology  that  delivers  a  rapid  and  measurable 
return  on  your  IT  investment.  It  starts  by  focusing  on  the  results  the  client  expects 
to  achieve.  It  then  provides  a  road  map  through  the  design,  implementation  and 
operation  of  the  solution  to  achieve  the  desired  results. 

Industry  and  business-process  knowledge 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries-in  particular, 
telecommunications,  financial  services,  and  government.  Whether  it's  core  back 
office,  front  office  or  extended  functions,  we  enable  companies  to  better  serve  their 
customers  and  collaborate  with  their  extended  supply  chain  of  employees,  vendors 
and  partners. 

Fujitsu— a  different  way  of  working 

At  Fujitsu  Consulting,  we  live  and  breathe  three  simple  ideas:  deep  collaboration 
with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for  getting  the  job  done.  It  is 
the  unique  combination  of  global  scope  and  human  scale  that  sets  us  distinctly 
apart  from  our  competitors. 


Fujfrsu 


THE  POSSIBILITIES  ARE  INFINITE 


us.fujitsu.com 


O2002  Fujitsu.  All  rights  reserved. 
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INVESTING  In  partnership  with  Standard  &  Poor's 

www.businessweek. com/investor/ 

Sound  Money:  Signs  are  pointing  to  returns  on  bonds  that  could  be 
competitive  with  equities  over  the  next  several  years 

SMALL  BUSINESS  A  resource  for  entrepreneurs 

www.bu^inessweek.com/smallbiz/  . 

Smart  Answers:  If  your  startup  is  to  succeed, 
you'll  need  a  rational  business  plan 

TECHNOLOGY  State-of-the-art  coverage  of  info  tech 

wwM.businessweek.com/technoIog>7 

Street  Wise:  As  Roxio.  a  maker  of  CD-cop\ang 

software,  expands,  some  see  a  hot  stock  pick 

B-SCHOOLS  BusinessWeek's  exclusive  rankings  and  profiles 

www.businessweek.com/bschools/ 

B-School  Q&A:  Robert  Duncan  talks  about  taking  the  reins  at 
Michigan  State's  B-school  and  his  plans  for  the  coming  year 

GLOBAL  BUSINESS  in-depth  coverage  of  Asia,  Europe,  and  Latin  America 

www.businessweek.com/globalbiz/ 

News:  Will  the  Mercedes  E -Class  get  an  A?  After  spending  some  $2 

billion  on  its  best-selling  car.  the  luxun'  auto  maker  sure  hopes  so 

CAREERS  Advice  and  tools  for  upper-management  job  seekers 

wM-w.businessweek.com/careers/ 

Book  Excei-pts:  In  Whafs  Happening  to      t  L^dei^^hrie 

Home,  author  Maggie  Jackson  says 

technology  makes  it  impossible  to  leave  the  office  behind 


FOR  PROGRAM  DATES  AND  TIMES  IN  YOUR  AREA  GO  TO  WWW.BUSINESSWEEKTV.COM 

TUNE  IN  THIS       Saving  and  paying  for     Distance  learning  and     Last  call  for  mortgage 
WEEKEND  FOR:     college  online  degrees  refinancing' 
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lems,  Inc.  All  right,  reserved.  Sun,  Sun  Mitrosyslems,  the  Sun  logo,  Sun  StotEdge  and  Solaris  are  trademarte  ot  registered  trademaite  of  Sun  Microsystems.  Inc.  in  the  United  States  and  other  c 


/AS  A  WICKED  HAIRCUT. 


Introducing  Sun's  complete  storage  solutions.  A  new  approach 
to  storage  that  can  make  you  look  pretty  sharp. 

In  today's  complex,  data-hungry  IT  environment,  storage  has  to  be  a  lot  more  than  just  a  box.  You  need  your  storage  to  be  an 
integrated  part  of  your  entire  IT  infrastructure.  How  are  you  going  to  get  there?  With  complete  storage  solutions  from  Sun.  By 
thinking  about  your  IT  infrastructure  as  a  whole,  you  can  reduce  complexity  throughout  your  enterprise.  And  with  Sun  StorEdge" 
this  practical  approach  to  storage  now  exists.  All  of  Sun's  new  storage  products  -  software,  hardware  and  services  -  are  part  of 
Sun's  end-to-end  IT  infrastructure.  And  all  of  our  products  are  optimized  for  the  Solaris"  Operating  Environment,  yet  open  to 
heterogeneous  environments.  Everything  can  now  worl<  as  one.  And  that  means  more  utilization  of  your  storage  resources,  with 
unparalleled  uptime  and  a  lower  cost  of  ownership,  even  if  you're  on  a  multi-vendor  system. 


SUN'S  NEW  STORAGE  OFFERINGS 


Software 

With  the  new  Sun  StorEdge  software  suites, 
you  have  complete  control  over  all  your 
storage  resources: 

Availabilitv  Suite:  for  increased  uptime  and 
rapid  recovery  from  disasters. 

Utilization  Suite:  so  you  can  uncover  every 
nook  and  cranny  of  available  storage. 

Resource  Management  Suite:  lets  you 
proactively  manage  your  storage  capacity. 

Performance  Suite:  provides  quick  data 
access,  continually  protected  information 
and  our  new  next-generation  file  system. 

Industry-leading  Scalability 

P63tMabylMI 


Traditional  file  systems  Sun  QFS  &  SAM  ■  FS 


Systems 

Our  storage  systems,  ranging  from  the 
workgroup  to  the  data  center,  are  optimized 
to  your  environment: 

New  Sun  StorEdge  3900  series:  delivers  the 
best  high-performance  computing  available. 

4x  the  Bandwidth* 
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New  Sun  StorEdge  6900  series:  integrated 
virtualization  technology  lets  you  pool 
every  last  byte  of  storage  capacity  and 
share  it  across  multiple  systems,  so  you 
can  consolidate  all  your  storage  resources. 

The  Sun  StorEdge  9900  series:  simply  delivers 
best-in-class  storage  performance,  five-9s 
availability  and  connectivity  for  your 
mission-critical  data  center. 


Services 

Sun's  services  team  can  help  you  build  a  , 
storage  environment  custom-fit  to  your 
enterprise. 

Because  our  focus  isn't  limited  to  storage, 
you  can  benefit  from  our  comprehensive 
understanding  of  the  interdependence 
between  your  storage,  servers,  software 
and  the  network. 

We  can  also  provide  handy  assistance  on 
everything  from  general  consulting  and 
implementation  to  the  finer  points  of  data 
management  planning. 

Finally,  because  we  know  prevention  is 
the  best  medicine,  we  offer  Sun  StorEdge 
Remote  Response:  pre-emptive  support 
that  gives  you  round-the-clock  monitoring 
of  your  storage. 

You  get  everything  you  need  to  maximize 
your  return  and  minimize  your  costs. 


Storage  for  Solaris  or  a  heterogeneous  environment?  Why  not  both? 

If  you're  already  using  Sun's  rock-solid  servers  and  award-winning  Solaris  Operating  Environment  (rated  the  #1  OE  by 
D.H.  Brown  Associates),  you  can  be  sure  that  Sun  StorEdge  is  optimized  to  get  the  most  out  of  your  storage  resources. 
And  if  your  environment  includes  other  operating  systems  and  server  platforms  (such  as  NT,  Linux  or  AIX),  our 
open  solutions  will  make  your  storage  work  harder  and  smarter. 


For  more  information  on  Sun's  complelje  storage  solutions,  alt  you  have  to  do  is  take  the  first  step. 
Visit  www.sun.com/sunstorage,  or  contact  your  Sun  representative. 
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PLANE  TALK 

SUNSET  FOR 
THE  JUMBO? 


BOEING   INTRODUCED  A   NEW, 

improved  747  jumbo  jet  at 
the  Asian  air  show  in  Singa- 
pore on  Feb.  26.  But  the  im- 
provements may  be  too  late 
to  save  the  humpbacked  plane 
that  revolutionized  air  trav- 
el. Look  at  the  numbers:  Boe- 


ing hasn't  sold  a  single  747 
so  far  this  year  and  sold  just 
16  last  year.  Of  the  61  747s 
on  order,  only  26  are  passen- 
ger jets,  the  rest  cargo.  Weak 
sales  have  forced  Boeing  to 
quietly  cut  its  production  by 
50%,  to  two  jets  a  month. 

New,  quieter  engines,  a 
spiffier  interior,  and  addition- 
al range  may  not  be  enough 
to  counter  the  travel  trends 
threatening  the  Queen  of  the 


TALK  S  JW  UEveii  a  subdued  recovery  beginning  soon 
would  f  stitute  a  ti  uly  remarkable  performance  for  the 
America    economy. '  J 

— Fe'-"  ral  Reserve  Board  Chairman  Alan  Greenspan 


Skies:  "he  push  for  deregula- 
tion ad  more  frequent  non- 
stop rights  is  boosting  de- 
man!  for  smaller  planes. 
Mea-rvhile,  the  Airbus  A-380, 
with  119  more  seats,  is  giving 
the  T47  stiff  competition.  And 
iroiiically,  Boeing's  own  long- 
haul  777,  which  is  18%  more 
cosc-effective  on  transoceanic 
flights,  is  cannibalizing  747 
sales.  "If  nothing  else  hap- 
pens, I  don't  see  very  many 
orders  for  this  airplane,"  says 
a  senior  exec  for  a  large 
Asian  carrier. 

Cai-go  may  be  its  salvation, 
says  Joe  Sutter,  father  of  the 
747.  "For  the  next  few  years, 
freighter  [orders]  are  going  to 
support  the  747  very  strong- 
ly," says  Sutter.  After  that, 
though,  it'll  be  tough  skies 
ahead.  Stanley  Holmes 


STREET  NEWS 


GOING  AFTER  A  SUPER  ANALYST 


YOU  MIGHT  SAY  IT'S  A  CASE 
of  biting  the  hand  that  fed 
them.  In  an  unusual  arbitra- 
tion claim  filed  Feb.  22,  two 
former  Salomon  Smith  Bar- 
ney stockbrokers  are  target- 
ing one  of  their  ovm:  Salomon 
telecom  analyst  Jack  Grub- 
man.  The  brokers,  Philip 
Spartis  and  Amy  Elias,  claim 
Grubman's  "buy"  ratings  and 
bullish  reports  on  WorldCom 
stock  from  early  1999  ($80 
a  share)  to  mid-2001  ($13  a 
share)  led  their  clients — a 
group  of  former  and  cvirrent 
WorldCom  employees — to 
lose  millions.  The  WorldCom 
employees  had  sued  Salomon 
and  its  brokers.  Spartis  and 
EHas  were  later  dismissed. 


The  brokers'  claim,  for  an 
unspecified  amount,  alleges 
that  Ginabman's  ratings  were 
"artificially  positive"  and  gen- 
erated untold  investment 
banking  profits  for  both 
Salomon  and  Grubman 
himself.  The  suit  raises 
serious  issues  about  how 
Wall  Street  operates:  that  i^- 
Salomon  failed  to  disclose  ^ 
"the  inherent  conflict  of 
interest  in  Grub- 
man's  reporting," 
to  the  clients' 
detriment.  Grub- 
man  acted  as  a  de 
facto    adviser    to 


SOLLY'S  GRUBMAN 

hyped  WorldCom 


WorldCom's  Bernard  Ebbers 
on  numerous  deals  and 
earned  miUions  for  his  firm  at 
the  same  time  he  was  recom- 
mending the  stock.  Negative 
recommendations  would  have 
hurt  the  investment  banking 
business.  A  Salomon  spokes- 
woman repUes:  "We  strongly 
disagree  with  suggestions 
that  one  analyst's  rating 
could  dictate  an  entire 
portfoUo  strategy." 

While     other     suits 
against  bullish  analysts 
such     as     Mary 
Meeker     have 
been     thrown 
out,  this  latest 
suit        shows 
that  the  anti- 
analyst     mo- 
mentum isn't 
over  yet. 
Marcia  \l,ckers 


BANK  NOTES 

A  TALKING  HEAD  MA) 
HAVETOTAKEAWALI 

MERGERS  INT:VITABLY  INXOL 

top-level  casualties.  And  t 
biggest  head  to  roll  v\i 
Deutsche  Bank's  upcomi 
acquisition  of  Zurich  Scudd 
Investments  may  be  that 
David  Hale,  one  of  t 
world's  most  quoted  econ 
mists.  Deutsche  already  h 
an  array  of  ambitious  econ 
mists,  including  Edwari 
Yardeni  in  New  York 
Norbert  Walter  in  F 
"so  the  last  thing  we  need  il 
another  articulate  big  name,! 
says  one  insider.  And  Zuric' 
Financial  Services, 
which  is  selling 
out  to  Deutsche 
Bank,  hints  it 
doesn't  have  a 
place  for  someone 
of  Hale's  stature 
now  that  it  no 
longer  has  a  big 
U.S.  funds  opera- 
tion. In  fact,  word 
in  Chicago  is  that 
zsi's  entire  Windy 
City  operations  could  b( 
closed.  But  Hale  says  he's 
hopeful:  "I'm  in  negotiations 
right  now  for  a  position  with 
Deutsche;  also  with  Zurich 
for  a  consulting  position." 

Hale,  who  already  survived 
Zurich's  1995  acquisition  of 
Kemper  and  1997  merger 
with  Scudder,  Stevens  & 
Clark,  likely  won't  know^  his 
fate  before  April  when  he  re- 
turns from  speaking  at  top- 
level  conferences  in  Australia 
and  Mexico.  David  Fairlamb 
and  Pallavi  Gogoi 


HALE: 

Odd 
man 
out? 


THE  LIST   LIFTING  OFF 


The  airline 
industry 
is  still 
struggling, 
but  many 
carriers  are 
showing  signs 
of  a  rebound. 


ALASKA  AIR 

RESUMED  FULL 
SCHEDULE  IN 
FEBRUARY  AFTER 
HAVING  CUT  FLIGHTS 
20%.  JANUARY 
TRAFFIC  IS  UP 
SLIGHTLY  OVER 
LAST  YEAR 


AMERICAN 

WILL  RESUME 
41  CANCELED 
FLIGHTS  FROM 
DALLAS-FORT 
WORTH,  AND  RE- 
HIRE 400  FLIGHT 
AHENDANTS 


JET  BLUE 

PLANS  A $125 
MILLION  INITIAL 
PUBLIC  OFFERING 
THIS  SPRING  AFTER 
REPORTING  SOLID 
PROFITABILITY 


SOUTHWEST 

ANNOUNCED  PLANS 
TO  HIRE  4,000  NEW 
EMPLOYEES  THIS 
YEAR,  INCLUDING 
250  PILOTS  AND 
1,200  FLIGHT 
AHENDANTS 


UNITED 

WILL  REHIRE  1,200 
FLIGHT  ATTENDANTS. 
RESTORE  127 
CANCELLED  FLIGHTS, 
AND  FURLOUGH  253 
PILOTS  RATHER  THAN 
THE  1,200 
ANNOUNCED 
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"Are  you  ready  for  the  day  you 
head  home  for  retirement?" 


f 


[f  you're  a  TD  Waterhouse  customer,  chances  are,  you  are. 
Because  TD  Waterhouse  has  everything  you  need  to  get  control 
of  your  retirement.  So  that  you'll  be  ready  for  that  last  day  of 
work.  For  that  last  commute.  For  that  one  day  when  you  hang 
up  the  business  casual  and  head  home  from  work — for  good. 

Open  an  IRA  account  at  TD  Waterhouse  and  you'll  get: 

•  An  Online  Retirement  Advisor  to  help  with  planning  strategies 

•  Retirement  Specialists  to  answer  your  questions  at  over 
160  local  branches 

•  No-fee  IRAs 


ID  Waterhouse  Investor  Services,  Inc.  Member  l^fYSE/SIPC.  Access  to  services  and  your  account  may 
be  affected  by  market  conditions,  system  performance  or  for  other  reasons.  Online  market  orders 
are  $9.95-J14.95  depending  on  trading  activity.  See  tdwaterhouse.com  for  complete  commission 
fee  schedule.  Offer  valid  for  new  TD  Waterhouse  IRA  accounts  opened  and  funded  between 
2/1/02-4/15/02.  Limit  one  offer  per  individual.  U.S.  residents  only;  void  where  prohibited.  If  you 
are  already  a  subscriber,  we  will  extend  your  subscription  for  one  year.  See  website  for  details. 


Get  one  year  of  Money  magazine 
with  our  compliments  when  you 
open  and  fund  an  IRA  account. 

l.SOO.tdwaterhouse 

tdwaterhouse.com 

over  150  branches  nationwide 

online  trades  as  low  as  $9.95 


i|:i|l| 


Code:  PRAUSM 


TDW2642  02/02 


WATERHOUSE 

You're  in  Control. 


Up  Front 


EXEC  ED 

WHAT  JET  JOCKEYS 
TEACH  DESK  JOCKS 

WHAT  CAN  COMPANIES  LEARN 

from  Air  Force  and  Navy 
fighter  pilots?  A  lot,  says 
James  Murphy,  an  ex-copier 
salesman  and  Air  Force  F-15 
pilot.  Murphy,  with  60  other 
former  and  reservist  pilots, 
runs  a  corporate  training 
course  out  of  Atlanta  called 
Afterburner  Seminars.  It 
uses  Top  Gun  techniques  to 
train  corporate  execs.  Atten- 


AS  THE 
DOWNTURN  TURNS 


FED  UP  WITH  EVER-DWINDLING 

job  prospects,  the  laid-off  and 
unemployed  have  been  ap- 
plying to  grad  schools  in 
huge  numbers.  One  indication: 
133,800  people  took  the  Law 
School  Admissions  Test,  or 
LSAT,  for  2002  entry,  up  23% 
from  2001. 

So  to  get  an  edge  over  fel- 
low applicants,  grad  school 
wannabes  are  packing  test 
prep  classes.  That's  paying  off 
for  Kaplan,  which  charges 
$1,099  for  its  LSAT  and  $1,199 
for  GMAT  courses.  Kaplan 
won't  release  enrollment  fig- 
ures but  says  revenues  were 
up  25%  in  2001  over  the  pre- 
vious year.  "Business  is  just 
fantastic  right  now,"  says  Al- 
bert Chen,  Kaplan's  Execu- 
tive Director  for  Graduate 
Programs.  The  more  pressing 
question:  Are  they  hiring? 

Julia  Cosgrove 


dees  have  included  computer 
CEO  Michael  Dell,  as  well  as 
groups  fi-om  Charles  Schwab, 
Ford  Motor,  IBM,  Pfizer,  and 
Sun  Microsystems. 

Business  is  booming  in  this 
tough  corporate  environment 
where  companies  want  to 
train  employees  to  keep  on 
their  toes  in  everyday  work 
situations.  Revenues  are  up 
74%  so  far  this  year  com- 
pared with  a  year  ago  and 
are  expected  to  double,  to  $5 
million,  this  year,  says  Mur- 
phy. Seminars  cost  about 
$32,000  for  150  participants. 

The  pilots,  who  travel  to 
various  corporate  sites,  set 
up  a  room  to  look  like  a 
squadron  bunker.  Simulations 
such  as  mock  SCUD  missile  at- 
tacks, which  have  attendees 
diving  under  tables,  are 
meant  to  teach  participants 
how  to  react  to  contingencies 
and  perform  various  tasks  si- 
multaneously. Then  a  de- 
briefing teaches  what  went 
wrong  and  how  to  improve 
next  time.  Attendees  also 
gather  in  small  groups  to 
plan  strategies  like  attacking 
an  enemy's  military  base. 
"More  than  ever,  business  is 
combat,"  says  Murphy.  "You 
win  if  you  survive,  and  if  you 
lose  you  don't  come  home." 

Larry  Rutter,  northeast 
sales  manager  for  Sun  Mi- 
crosystems, says  his  250  sales 
reps  learned  to  do  a  better 
job  of  planning  before  going 
on  sales  visits  and  to  debrief 
afterward  to  learn  from  their 
mistakes.  Rutter  says  he 
learned  about  discipline  and 
the  importance  of  knowing 
'Vho  your  competitor  is  and 
knowing  their  strengths  and 
weaknesses."  In  these  tougher 
times,  to  the  \ictors  go  the 
spoils.  Aixa  M.  Pascual 
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BIG  IN  JAPAN 

HAVING 

A  BAD  ION  DAY 


IN    JAPAN,    THE    HOT    NEW 

thing  for  hair  is   ions 
Negatively  charged 
ion-emitting  hair  dry- 
ers, that  is,  which 
purportedly  prevent 
split  ends  and  other 
hair  damage. 

Japan's  biggest 
home  electronics 
makers,  Hitachi 
and     Matsushita 
Electric,      can 
barely  meet  de- 
mand    for     the 
high-tech,   $115 
item,    w'hich    was 
launched  last  year 
and  is  sold  only  in 
Japan.  They  are  sell- 
ing 40,000  a  month. 
"We     can't     keep 
them   in   stock   at 


some  retailers,"  says  ; 
spokesw^oman  for  Panasonic 
brand  maker  Matsushita. 

They  look  like  normal  hai] 
dryers  except  they  also  hav( 
chargers  inside  or  on  top  thai 
emit  a  continuous  negative 
charge.  Ions,  invisible  tc 
the  naked  eye,  supposed 
ly  keep  haii 
from  over- 
drying  and 
fraying  by 
coating  each 
strand.  The  ef- 
fectiveness of 
negative  ions  has 
been  debated  for 
years  in  scientific 
and  alternative 
healing  communi-  ■' 
ties  without  much 
hard  evidence  of 
the  supposed  ben- 
efits. Then  again, 
it's  hardly  worth 
splitting  hairs. 

Chester  Dawson 


THE  BIG  PICTURE 


THIS  IS  PROGRESS? 

Pay  equality  between  men  and  women  worsened  for  many 
professions  in  the  late  '90s.  For  each  dollar  earned  by  men, 
women  at  the  same  age  and  education  levels  earned:^ 

■  1395     ■  2000 
BROADCASTING  "  " 


ENTERTAINMENIRECREA^ 

FINANCE,  INSURANCE,  REAL  ESTATE 

LE6AU  ACCOUNTING,  AND  C0HSULTIN6  SERVICES 

RETAIL^^^^^ 

0.4  0.6  0.8  1.0 

Data:  General  Accounting  Office 


0  0.2 

►  DOLLARS 


Polls,  surveys,  and  other  items  for  this  section  should  be  sent  to  iipffroiit@fousinessweek.com 
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RFA  WORLD  CUP 
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ficial  IT  Partner 


rtner  with  Toshiba  for  mobile  success. 

It's  Toshiba  technology 
that  packs  so  much  more  into  so  much  less 

lltra-low  voltage  "750MHz  Pentium  III  processor 

World's  highest  capacity  built-in  1.B"  ultra-compact  HDD 
o\A/  poNA/er  consumption  12"  low-temperature  poly-silicon  thin-fil 
Lightweight  lithium  ion  polymer  battery 
Built-in  modem,  ethernet  and  wireiess  L^N 


The  world's  thinnest  notebook  at  just  O.S  inches  and  2.S  lbs. 

•The  thinnest  of  all  notebook  PCs  with  a  12  1  LCD.  Data  source:  Toshiba  Corporation  1  Feb. 2002 


Introducing 

*30«Tec3e  2000 

with  Microsoft®  Windows®  XP  Professional  and 

Intel®  Pentium® III  processors 


These  are  just  a  few  of  the  things  Toshiba  does  to  make  your  working  life  more  efficient  and  convenient. 
Because  you're  why  we  turn  great  ideas  into  brilliant  reality,     www.toshiba.com 

TOSHIBA 
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IS  WHAT'S  GOOD  FOR  HARVARD 
GOOD  FOR  U.  S.  EDUCATION? 

I  would  like  to  clarify  tha  process  by 
which  Harvard  Law  School's  strategic 
plan  was  developed  ("Harvard,"  Cover 
Story,  Feb.  18).  During  the  three  years 
spent  crafting  the  plan,  I  worked  very 
closely  with  former  Presi- 
dent Neil  Rudenstine  and 
the  Harvard  Corp.  to  en- 
sure that  the  final  plan  rep- 
resented both  a  blueprint 
for  continued  success  at  the 
law  school  and  a  way  for 
the  entire  university  to 
meet  the  challenges  of  the 
21st  century.  This  partner- 
ship has  continued  as  we 
begin  to  implement  specific 
elements  of  the  plan. 

I  look  forward  to  work- 
ing with  President  Summers  as  we  con- 
tinue to  shape  the  future  of  Harvard 
Law  School  and,  under  his  energetic 
leadership,  the  entire  university. 

Robert  C.  Clark 

Dean 

Harvard  Law  School 

Cambridge,  Mass. 
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Larry  Summers  has  a  deeper  issue 
with  many  of  the  Harvard  faculty  than 
any  of  those  taken  up  in  your  story.  He 
signaled  this  in  his  installation  address, 
in  which  he  declared  a  number  of  times 
that  the  mission  of  Harvard  is  to  seek 
the  truth.  This  was  a  clear  challenge  to 
faculty  relativists  who  deny  that  there  is 
any  truth  to  seek. 

Daniel  F.  McDonald 
McLean,  Va. 

Lawrence  H.  Summers'  notions  about 
improving  Harvard  brought  back  mem- 
ories of  another  Harvard  president's 
grand  plans.  You  note  that  former  Pres- 


ident James  Conant  "championed  ere 
ation   of  large,   comprehensive   hig 
schools  in  the  late  '50s."  At  the  time, 
was  a  graduate  student  at  the  Stat 
University  of  New  York  at  Buffalo  ani 
was  taking  part  in  a  nationwide  W. 
Kellogg  Foundation  study  of  the  wa; 
in  which  various  entities — businesse 
the  armed  forces,  and  ed 
cational  institutions — wen 
being  administered.   Ou 
small  contribution  was  t 
visit  public  school  system: 
and  gather  data  about  Une; 
of  communication  amonj 
teachers,   administrators 
and  students  in  order  t( 
judge  how  well  the  schools 
were  run.  A  major  finding 
was  that  the  larger  the  in 
stitution,  the  less  comfort- 
able the  individual.  Thf 
main  complaint  of  individuals  in  large 
organizations  is  that  they  tend  to  fee 
lost,  isolated,  and  powerless. 

Conant's  grand  idea  of  the  large,  com- 
prehensive school  was  probably  one  ol 
the  worst  of  the  20th  century.  Summers 
should  keep  that  in  mind  as  he  develop 
his  own  "grand  plans"  for  Harvard. 

Armand  J.  Galfo 

Heritage  Professor  Emeritus 

College  of  William  &  Mary 

Williamsburg,  Va, 

The  dismal  state  of  undergraduate 
education  exists  at  many  universities 
far  less  prestigious  than  Harvard. 
Without  tying  teaching  performance  to 
tenure,  we  have  reached  the  stage 
where  professors  simply  show  up,  read 
verbatim  from  text  packaged  with 
slides,  and  then  trip  over  students  on 
the  way  back  to  their  research  proj- 
ects. Personally,  I  would  just  as  soon 
cut  out  the  middleman  and  take  a 
canned  course  over  the  Internet.  Per- 


SR.  VP,  OPERATIONS:  Gary  B.  Hopkins 

SR.VP,  MARKETING  &  BUSINESS  DEVELOPMENT:  Keith  L  Fox 

VP,  ASSOC.  PUBLISHER,  U.S.  SALES  DIRECTOR:  Geoffrey  A   Dodge 

VP,  WORLDWIDE  CIRCUUTION  DIRECTOR:  Thomas  Masterson 

VP,  CONTROLLER;  Kevin  P   Pascale 

VP,  TECHNOLOGY/NEW  MEDIA:  Christopher  C   Rousseau 

VPs,  SALES:  Mark  A.   Flinn   (Northeast  region  and   BWTV),   Karen 

Christiansen  (Southeast  reg).  Grant  A.  Getz  (Midwest  reg.),   Michael 

Dance  (Western  reg.) 


PRESIDENT  &  PUBLISHER:  William  P    Kupper  Jr. 

VP,  INTERNATIONAL  ADVERTISING  DIRECTOR:  Paul  Maraviglia 

VP,  MANAGING  DIRECTOR-ASIA:  Alan  Lammin 

VP,  ADVERTISING  BUSINESS  &  PRODUCTION:  Linda  F.  Carvalho 

VP,  STRATEGIC  PLANNING:  Kimberly  Greer 

VP,  STRATEGIC  PROGRAMS:  Jim  Richardson 

VP,  SALES  DEVELOPMENT:  Kimberiy  L.  Styler 

VP,  MARKETING:  Patricia  Crocker  France 

VP.  CONSUMER  MARKETING:  Joyce  Swingle 


BusinessWeek 

A  Division  of  The  McGraw-Hill  Companies 


MARCH  11,  2002  (ISSN  0007-7135)  ***  3773 

Published  weekly,  e.xcept  for  one  week  in  January'  and  one  in  August,  by  Tlie 
McGraw-Hill  Companies,  Inc.  Founder  James  R  McGraw  (1860-1948). " 
E.\eaitive,  Editorial,  Circulation,  and  .\dvertising  OfiBces:  The  McGraw-Hill 
Companies  Buikiing,  1221  Avenue  of  the  Americas,  New  York,  N .  Y.  10Q20.  Tele- 
phone: 212-.il2-2000.  Telex:  DomestK  127039;  ML  2360127039.  U.a  subscrip- 
tion rate  $54.95  per  year  2  years,  $79.96;  3  years,  $99.95.  Singie  copiesAiack  is- 
sues. $9.95.  Call  1-800-298-9867  or  email:  busweek@nrmsinc.com.  Subscriber 
Sj-mces:  1-80M35-1200.  TDD:  1-80O-K4-1579 

Pofidnasier  Send  address  changes  to  BusinessWeek,  P.O.  Box  53235.  Boulder, 
CO  Mi.S2-.3235.  Periodicals  postage  paid  at  New  York.  N.Y.,  and  at  additional 
mailing  offices.  Postage  paid  at  Montreal,  P.Q.  Canada  Post 
International  Publications  Mail  Product  Sales  .Agreement  No.  24<>484. 


Registered  for  GST  as  The  McGraw-Hill  Companies,  Inc  GST  #R  123075673. 
Copyright  20Ce  by  The  McGraw-Hill  Companies.  Inc.  AD  rights  reserved.  Title 
registered  in  L'.S.  Patent  Office.  European  Circulation  Center,  McGraw-Hill 
House,  Maidenhead,  Berks,  England.  Telephone:  01fi2»-23431;  Telex;  848640 

Officers  of  The  McGraw-Hill  Companies,  Inc.;  HaroH  W.  McGraw  in.  Chair- 
man, Preskient,  and  Chief  Exccuti«!  Officer,  Kenneth  M.  Vittor,  Executi%-e  Vwe 
Preskient  and  General  Counsel;  Robert  J.  Bahash,  Executi\-e  Vree  President  and 
Chief  Financial  Officer.  Frank  D.  Penglase,  Senior  Vice  President.  Treasury* 
Operations. 

PHOTOCOPY  PERMISSION:  Where  necessary,  permission  is  granted  by 
the  copyright  owner  for  those  registered  with  the  CopjTight  Clearance  Center 
(CCC),  222  Rosewood  Drive,  Danvers,  MA  01923,  to  photocopy  any  article 
herein  for  the  flat  fee  of  $1KI  per  copy  of  each  article.  Send  paymeiit  to  the  CCC. 
Copying  for  other  than  personal  or  internal  reference  use  without  express  pei^ 
misskm  of  The  McGraw-Hill  Companies,  Inc  is  prohibited.  Address  re<)uests  fcr  I 
customized  bulk  reprints  to  BusinessWevk  Reprints,  1221  .Avenue  of  the  Ann  i  - 
icas.  New  York,  NY  10020  or  call  212-512-3148.  ISSN  0007-713.VOO/$:! 

PRINTED  IN  THE  U..-^  \ 


12  BusinessWeek  /  March  11,  2002 


I 


read 
with 

tJOD 


Our  color  printer  is  faster  than  90%  of 
today's  office  printers.  And  any  business  can  afford  it. 

There's  a  new  way  to  look  at  it. 


90%  of  today's  office  printers  can't  outrun  us* 
rhe  Xerox  Phaser*  860  network  color  printer  gives 
rou  1 6  full  color  pages  a  minute  with  an  industry- 
eading  first-page-out  of  only  10  seconds.  We're 
alking  about  vibrant  color  up  to  1200  dpi  from 
i  printer  starting  at  $1999  including  Black  Ink 


3Q9 


X 

XEROX 


for  Life!  Imagine  the  savings.  But  then  again, 
helping  you  run  your  office  efficiently  is  what  our 
full  line  of  network  color  printers  is  all  about. 
To  learn  more  about  the  Phaser  860  so  many  are 
racing  to,  call  1-877-362-6567  ext.  1849  or  visit 
xerox.com/officeprinting/zebra  1849 

THE  Document  Company 


WerttfwiM  Partnar 


XEROX 


"Based  on  current  market  data  by  IDC.  'Estimated  U.S.  retail  price.  Reseller  pnce  may  vary.  Maximum  5  boxes  of  ink  per  month  per  unique  senal  number  Copyright  ©  2002  XEROX  CORPORATION. 
All  rights  reserved  XeroxTThe  Document  Company*,  Phaser*  and  There's  a  new  way  to  look  at  it  are  registered  trademarks  of  XEROX  CORPORATION  36USC220506 


A  self-made  man,  Colin  Powell 
rose  through  the  ranks  of  the 
U.S.  military  to  become  chair- 
man of  the  Joint  Chiefs  of  Staff 
— and  one  of  the  strongest 
pillars  in  the  war  on  terrorism. 

The  Leadership  Secrets  of  Colin 
Powell  recounts  Powell's  core 
beliefs  on  leadership,  character, 
and  perseverance,  revealing  the 
secrets  and  insights  that  made 
the  Secretary  of  State  the  success 
he  is  today.  Packed  with  Powell's 
depth  and  spirit,  it  will  inspire 
anyone  to  extraordinary 
performance. 
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CORRECTIONS  &  CLARIFICATIONS 

In  "That  old  bond  magic  mayjiot  last"  (^lu- 
tual  Fund  Scoreboard,  Feb.  4),  the  market- 
value  loss  resulting  from  a  5%  10-year 
Treasury  bond's  yield  rising  to  5.5%  should 
have  been  stated  as  a  little  under  4%, 
rather  than  10%.  Only  a  zero-coupon  bond 
would  have  suffered  a  10%  loss.  Also,  the 
highest-quality  junk  debt  pays  about  4  per- 
centage points,  not  9.8  percentage  points, 
above  Treasuries. 


haps  the  various  publishing  firms 
should  seek  accreditation,  since  they 
are  the  ones  doing  the  actual  teaching. 

Lorie  Obal 
Santa  Rosa,  Calif. 

After  30  years  of  teaching  "Rocks  for 
Jocks"  at  the  University  of  South  Car- 
olina, I  often  wonder  how  can  the  U.  S. 
be  a  leader  in  technology'  and  produc- 
tivity with  such  poorly  prepared  under- 
graduates. To  his  credit,  our  former  gov- 
ernor, David  M.  Beasley,  urged  our 
board  of  trustees  to  push  for  more  sci- 
ence and  math  in  the  curriculum.  His 
proposal  was  greeted  A\ith  yawning  in- 
difference and,  in  some  quarters,  dis- 
dain. If  Summers  succeeds  in  expanding 
the  math  and  science  requirements  at 
Harvard,  perhaps  in  20  to  30  years 
South  Carolina  will  follow  suit. 

Leonard  R.  Gardner 

Professor  of  Geological  Sciences 

University  of  South  Carolina 

Columbia,  S.C. 

Lawrence  Simimers  wants  to  invig- 
orate his  university  by  grading  students 
accurately,  promoting  study  abroad,  en- 
couraging faculty  to  spend  more  time 
with  students,  putting  more  emphasis 
on  teaching  when  awarding  tenure,  en- 
couraging multidisciplinary  studies, 
bringing  more  science  to  nonscience  ma- 
jors, and  working  more  closely  with  in- 
dustry. To  conclude  that  Harv^ard  might 
"set  an  example  other  American  uni- 
versities would  want  to  follow"  is  to 
overlook  the  progress  at  Georgia  Insti- 
tute of  Technolog}'^  and  many  other  uni- 
versities. We'll  be  watching  Harvard, 
but  innovation  is  already  happening. 

Richard  Barke 
Georgia  Institute  of  Technology 

Atlanta 

Data  presented  in  your  Harvard  sto- 
ry demonstrate  that  a  fine  university 
can  admit  more  women  and  minority 
students  even  while  requiring  high-lev- 
el performance  on  the  Scholastic  As- 


sessment Test.  The  once-respected  L 
versity  of  California  and  its  leaders 
moving  toward  the  elimination  of    ? 
SAT  as  an  admissions  criterion,  a  st 
dard  that  has  been  required  of  s 
served  generations  of  potential  collf  ? 
applicants.  The  cun-ent  uc  folks  dimin 
the  stature  and  value  of  their  univers 
and  degree,  as  do  other  institutions  t. 
may  follow  their  lead. 

Barton  L.  Griff 
Yucaipa,  Ca 

POLITICS  AND  PREDICTING 
RECESSIONS  DON'T  MIX  ! 

"What  recession?"  (News:  Analy: 
&  Commentary,  Feb.  11)  was  the  oi 
article  I  have  seen  raising  questio 
about  the  National  Bureau  of  Econon 
Research's  call  about  the  "recessioi 
The  decision  was  obviously  flawed.  B 
here  are  other  criticisms  that  you  mig 
have  made: 

The  idea  that  the  recession  start< 
last  March  was  so  illogical  as  to  be  u 
professional.  What  the  nber  said  wa 
"The  recession  started  last  March,  b 
we  might  never  have  realized  it  if  Sej 
tember  11  hadn't  happened."  What  th 
boiled  do\MTi  to  was:  The  recession  stai 
ed  in  March,  but  it  might  not  ha\ 
started  in  March.  I'm  sorry,  that's  in 
possible  to  respect. 

That  the  nber  was  not  correctly  a\ 
plying  its  own  four  criteria  raises  th 
even  more  pointed  question  of  whethe 
the  call  was  political.  What  they  wer 
really  saying  was:  The  recession  starte 
in  March,  just  two  months  after  Presi 
dent  Clinton  left  oflBce,  so  Clinton  ere 
ated  the  recession.  Considering  tha 
three  of  the  six  nber  members  are  ac 
tive  Republicans,  this  is  not  so  far 
fetched.  The  implication  is  that  defici 
spending  is  entirely  inappropriate. 

Vic  Simor 
Kensington,  Md 

USE  THE  U.N. 

TO  FIGHT  TERRORISM 

"What  kind  of  superpower?"  (Spe- 
cial Report,  "5  Critical  Questions,"  Feb 
11)  noted  that  an  aspect  of  the  Bush 
doctrine  would  be  the  "use  of  American 
status  as  the  sole  superpower,  not  only 
to  fight  terrorism  and  the  countries 
that  harbor  them,  but  also  help  weak 
and  unstable  states  that  might  natu- 
rally attract  terrorists."  This  should  be 
accomphshed  through  the  auspices  of 
the  U.N.  To  attempt  to  "go  it  alone" 
will,  I  fear,  only  engender  greater 
animosity  toward  the  U.S.  as  a  dicta- 
torial   and    domineering    power    to 
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someone  already  spent  5  hours  entering. 
What  can  be  learned,  other  than 
It  was  a  waste  of  time  and  money? 


Well,  for  one,  your  company  needs  IVJicmson""  ureal  Klains®  financial  software. 
Once  the  data  is  in  the  system,  everyone  knows  it  and  has  access.  Helping 
departments  work  together  and  employees  to  be  more  efficient  and  less 
frustrated.  In  fact,  you'll  find  all  our  applications  engineered  to  provide  an 
integrated  set  of  crystal-clear  data  to  guide  your  business.  Want  to  improve 
productivity?  Start  by  improving  your  software.  Software  for  the  Agile  Business. 
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Microsoft" 

Great  Plains 

Business  Solutions 


Microsott 


32001  Great  Plains  is  either  a  registeted  trademark  or  trademark  of  Great  Plains  Software  Inc.  in  the  United  States  and/or  other  countries.  Great  Plains  Software  Inc. 
IS  a  wholly-owned  subsidiary  of  Microsoft  Corporation.  IMicrosoft  is  a  registered  trademark  of  Microsoft  Corporatlori  in  the  United  States  and/or  other  countries. 
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be  resisted  and  persistently  attacked. 

R.  Noel  Mendoza 
Aptos,  Calif. 

MTV  IS  SELLING 

AMERICAN  MUSICIANS  SHORT 

What  MTV'  needs  is  to  get  back  to  its 
roots — way  back  ("mt\^'s  world,"  Enter- 
tainment, Feb.  18).  I  would  like  to  see 
MTV  promote  more  local  groups  in  the 
U.  S.  Rather  than  focus  on  the  covmtry 
as  a  whole,  it  should  look  to  regions, 
cities,  or  states — [similar  to  the]  chan- 
nels in  Europe  and  Russia.  California 
is  bigger  than  many  coimtries — ^why  not 
a  California  edition  of  MTV? 

As  a  musician,  I  feel  MTV  has  been  a 
mixed  blessing:  Yes,  it  provides  expo- 
sure, but  only  to  those  with  a  huge 
budget  and  backing.  If  you  watch  MTV 
you  w^ould  think  there  are  four  types  of 
music:  rap,  pop  stars/divas,  superhard 
heavy  grunge,  and...uh,  never  mind, 
can't  think  of  a  fourth.  Where  is  rock, 
jazz,  blues,  covmtry,  folk,  classical?  MTV  is 
really  selling  the  listener/viewer,  the 
musician — and  our  culture — short. 

Scott  Martin 
Brisbane,  Calif. 

MORE  OF  WHAT'S  WRONG 
WITH  PENSION  PLANS 

"The  pension  bomb"  (Finance,  Feb. 
18)  was  the  first  comprehensive  treat- 
ment of  pension  plan  earnings  and  ac- 
counting that  I  have  ever  seen.  But  it 
had  certain  omissions  [concerning]  the 
valuation  of  the  plans'  future  liabilities. 
The  heart  of  the  matter  is  that  one  "en- 
rolled actuary"  (as  defined  in  the  Inter- 
nal Revenue  Code)  is  charged  with  set- 
ting the  appropriate  rate  of  return  to  be 
used  to  measure  future  liabilities.  Is  the 
enrolled  actuary  truly  independent,  or 
must  he  go  along  with  the  wishes  of 
the  plan  sponsor?  If  he  doesn't,  there  is 
always  one  such  person  who  will.  So 
the  plan  sponsor,  in  direct  conflict  with 
the  laws,  gets  to  set  the  rate  of  return 
and  then  has  to  defend  it.  This  is  a  pat- 
tern throughout  the  tax  administration 
system  on  pension  plan  costs  and  is  just 
one  example  in  which  well-meaning  tax 
laws  are  impossible  to  administer 

Paul  C.  Cowan 
Ft.  Myers,  Fla. 

HOW  TO  BE  A  GOOD  CLIENT 

TO  YOUR  BROKER 

I  have  worked  in  retail  brokerage  for 
20-plus  years.  You  would  do  a  great 
service  if  you  would  give  equal  space 
and  time  to  brokers  and  their  assistants 
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and  would  remind  cUents  that  their  be- 
havior is  just  as  important  ("Is  your 
broker  leaving  you  out  in  the  cold? 
Biisi7iessWeek  Investor,  Feb.  18). 

Here  is  my  Top  10  Ust  of  how  to  be  a 
good  client:  1)  Read  your  statements 
and  confirmations  on  a  timely  basis.  2) 
Save  them.  3)  Pay  for  your  purchases 
on  time.  4)  Understand  that  when  our 
day  is  done,  we  like  to  go  home;  we 
have  families  and  lives,  too.  5)  Know 
your  limits.  6)  Don't  ask  us  to  take  re- 
tiims;  we  are  not  a  department  store.  7) 
Don't  blame  us  for  a  hot  tip  you  got 
that  went  cold.  8)  Be  responsible  and  in- 
formed about  your  investments.  9)  Be 
pohte  and  courteous  to  the  receptionist 
and  support  staff.  10)  Don't  ask  us  to 
break  industry  rules,  because  we  can't 
and  we  won't. 

Diane  E.  Alter 
Long  Branch,  N  J. 

WIRELESS  NETWORKING: 

STILL  FAIRLY  THANKLESS 

Indeed,  consumer  wireless  network- 
ing is  not  yet  ready  for  serious  use 
("Wireless  networking:  Misery  awaits 
you,"  BusinessWeek  Lifestyle,  Feb.  11). 
The  problem  is  interference.  WiFi  de- 
vices operate  in  the  same  frequency 
band  as  microwave  ovens,  cordless  tele- 
phones, and  wireless  devices  from  your 
neighbors.  Although  I  purchased  aU  my 
WiFi  equipment  from  the  same  manu- 
factvu*er,  they  were  unrehable  even  in 
the  same  room — let  alone  across  the 
apartment. 

Alex  Matulich 
Mountain  View,  Cahf. 

MEDICAL  COVERAGE  SHOULD  BE 
FOR  CATASTROPHES 

Medical  care  in  the  U.  S.  could  be 
fixed  by  the  fairly  radical  device  of  elim- 
inating virtually  the  entire  current  pub- 
lic and  private  health-insurance  infra- 
structure and,  instead,  providing  only 
catastrophic  coverage  to  every  citizen 
("The  new  powder  play  in  health  care," 
Social  Issues,  Jan.  28).  Funding  would 
be  through  income  tax.  Catastrophe 
would  be  defined  on  an  economic  (not 
medical)  basis  and  strictly  means-tested. 
Nobody  would  be  aUow-ed  to  suffer  eco- 
nomic catastrophe  before  backup  cov- 
erage kicked  in. 

In  such  a  system,  your  assertion  that 
"finally,  w^e  all  may  have  to  learn  how  to 
shop  for  health  care,  paying  as  much 
mind  to  doctor  bills  as  we  do  to,  say,  car 
prices"  may  in  fact  come  to  pass. 

Michael  D.  Zigelman,  M.D. 
Arroyo  Grande,  Calif. 
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THE  FINE  LINE  BETWEEN 
GENIUS  AND  INSANITY 

"Just  another  Hollywood  mad  scier 
tist"  (Science  &  Technology,  Jan.  21 
advances  a  thoughtful  thesis:  that  ^ 
Beautiful  Mind  does  moviegoers  a  dis  f 
service  by  "insinuating  that  scientifi  I 
genius  goes  hand-in-hand  with  insanity.  * 
I  W'onder,  though,  if  the  article  over  I\ 
reaches  in  accusing  David  Auburn'  I  ' 
Proof  of  pushing  the  same  unwelcom(*' 
moral. 

As  the  drama  makes  clear,  especiall; 
in  its  pivotal  scene,  [the  lead  charac 
ter's]  mathematical  prowess  cnimble^ 
in  his  advancing  illness'  wake.  More  P^: 
over.  Auburn  portrays  mathematical  in'^'^ 
quiry  as  "slogging,"  a  matter  o^"^ 
painstakingly  "connecting  the  dots,"  anc  '^' 
as  something  requiring  perseverance — ^ 
which  is  far  more  edifying  than  the^ 
feverish  jags  Hollywood  uses  to  drama- 
tize  genius.  ' 

Timothy  Chamber^ 
Providence' 
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'piloting  PALM 
The  Inside  Story  of  Palm,  Handspring,  and  the  Birth  of  the  Billion-Dollar  Handheld  Industry 

3y  Andrea  Butter  and  David  Pogue 
Mley  353pp.  $27.95 


•ITHE  WHOLE  WORLD 
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any  successful  high-tech  start- 
ups follow  a  familiar  trajectory: 
After  an  initial  struggle  with 
)roducts  and  funding,  the  business  takes 
)ff.  But  growth  quickly  outstrips  the 
ij  managerial  abilities  of  the  founders.  If  it 
■vveathers  the  crisis,  professional  man- 
gers take  the  company  to  the  next  lev- 
1,  and  the  business  makes  the  transition 
f^jfjj.  rom  startup  to  enterprise. 

I  Palm  Inc.  should  have  been  so  lucky. 
^JT^jj  [\lthough  the  company  has,  by  any  rea- 
sonable standard,  been  successful  since 
he  day  in  1996  when  it  began  taking 
)rders  for  the  original  Palm  Pilot,  there 
las  hardly  been  a  moment  in  its  history 
vhen  Palm  was  not  in  crisis.  Following 
he  departure  of  founders  Jeff  Hawkins 
ind  Donna  Dubinsky  in  1998,  Palm  has 
lad  no  fewer  than  five  chief  executives. 
Piloting  Palm  offers  an  insider's  ver- 
ion  of  the  melodrama.  It  is  told  well,  al- 
)eit  in  flat  prose,  by  Andrea  Butter, 
'aim's  former  vice-president  for  mar- 
eting,  and  tech  journalist  David  Pogue. 
/luch  of  the  tale  is  well-known  to  fol- 
3wers  of  the  industry,  but  Pogue  and 
Gutter  add  welcome  detail. 

The  Palm  handheld  very  nearly  nev- 
r   happened.    It   was    conceived   by 
lawkiiis  at  a  time  when  a  pen-based 
omputer  was  about  as  likely  to  get  a 
arm  reception  from  the  venture  capi- 
lists  of  Sand  Hill  Road  as  a  new  dot- 
iom  is  today.  Just  to  get  the  product  to 
arket,  the  founders  had  to  sell  the 
ompany  to  U.S.  Robotics  Corp.   It 
roved  an  unhappy  marriage,  but  he- 
re relations  got  truly  terrible,  USR 
/as  swallowed  by  3Com  Corp.  This 
rought  a  new  set  of  problems,  as  the 
jrmer  usR  modem  business  cratered, 
iUowed  by  a  collapse  of  demand  for 
Com's  core  networking  products. 

Along  the  way,  Palm  had  to  fight  off 
licrosoft  Corp.'s  attempt  to  name  a 
ew  product  the  Palm  PC,  while  losing 
^e  rights  to  the  Pilot  name  to  an  Asian 
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pen  company.  Yet  through  it  all,  Palm 
sales  soared,  and  an  industry  was  bom. 

The  better  Palm  did,  the  more  Palm 
execs  wanted  control  of  their  own  com- 
pany back.  But  3Com's  then-CEO,  Eric 
A.  Benhamou,  wouldn't  spin  off  his  most 
successful  operation.  Frustrated,  Du- 
binsky quit  (announcing,  as  Butter  and 
Pogue  recount,  that  Hawkins  was  out, 
too,  without  asking  him  first).  They  left 
with  the  parting  gift  of  a  license  to 
build  Palm-compatible  products.  Al- 
though they  had  no  clear  plans,  the  duo 
soon  attracted  Palm  mar- 
keting chief  Ed  Colligan, 
and  most  of  the  engineers 
who  had  made  Palm  what 
it  was,  to  their  new  ven- 
ture. Handspring  Inc. 

The  book  comes  at  a 
critical  juncture  as  Palm, 
once  again  without  a  per- 
manent CEO,  is  struggling 
to  finish  new  products  \ital 
to  its  future.  Recent 
months  have  been  tough 
on  everyone  in  the  hand- 
held industry.  Although  the 
long-term  prospects  are 
bright,  it's  not  clear  what 
the  industry  landscape  will  eventually 
look  nke.  Palm  is  in  the  process  of  split- 
ting itself  into  two  companies — one  to 
sell  hardware,  the  other  to  hcense  the 
Palm  platform  to  partners  such  as 
Handspring,  Sony,  and  Samsung.  Mi- 
crosoft and  its  partners,  after  several 
miscues,  are  turning  out  excellent  hand- 
helds  that  threaten  Palm's  high-end 
business,  especially  in  corporations.  Palm 
has  made  a  bid  to  buttress  its  corporate 
standing  with  its  new-  wireless  i705,  but 
prospects  are  unclear,  especially  since 
the  software  designed  to  make  it  easier 
for  enterprises  to  manage  large  num- 
bers of  Palms  and  to  forw^ard  wireless 
mail  to  them  won't  be  ready  for  months. 

Meanwhile,  the  relationship  between 


Pabn  and  Handspring  is  odd  and  getting 
odder.  Palm  controls  the  platform,  but 
Handspring  has  the  creative  talent.  The 
authors  make  clear  the  extent  to  which 
Palm  has  been  living  off  products  that 
were  well  under  way  before  Hawkins  & 
Co.  left.  Indeed,  the  new  1705  is  the 
first  significant  effort  of  the  new  Palm 
team.  Meanwhile,  the  most  important 
Palm-based  product  since  the  original 
Pilot  comes  from  Handspring:  the  new 
Treo  Communicator,  w^hich  combines 
voice,  basic  Palm  functions,  and  wireless 
data  into  a  small,  well-designed  package. 
Hawkins  has  done  little  to  hide  his  frus- 
tration with  his  lack  of  control  over  the 
core  software  and  Palm's  slowTiess  at 
revising  the  operating  system  to  allow 
for  faster  processors  and  higher-resolu- 
tion displays. 

Although  Butter  was  one  of  the  few 
early  Palm  employees  to  remain  long 
with  the  mother  ship  after  Dubinsky 
and  Haw'kins  left  (she  has  since  resigned 
to  focus  on  a  wTiting  career),  her  s;yTn- 
pathies  seem  to  lie  with  the 
charismatic  founders.  The 
senior  managers  w^ho  fol- 
lowed don't  come  alive  in 
the  book — perhaps  because 
few  stayed  around  long 
enough  to  put  much  of  an 
imprint  on  the  company. 
And  it's  hard  to  care  about 
managers  whose  muffed 
product  introductions  and 
botched  inventories  led  to 
ruinous  price-cutting. 

At  the  end  of  the  book, 
the  authors  fall  into  a  com- 
mon trap.  Their  assessment 
of  the  fight  between  Palm  and  Mi- 
crosoft's increasingly  capable  handheld 
software  seems  to  assume  that  this  is  a 
winner-take-all  row.  In  fact,  there  is 
plenty  of  business  to  go  around.  Palm 
faces  some  big  challenges,  particularly 
pulling  off  a  planned  split  of  its  plat- 
form and  hardware  operations  into  sep- 
arate entities  and  the  completion  of  the 
new  operating  system.  If  it  can  achieve 
some  management  stability  and  maintain 
its  focus,  and  if  Palm  and  its  partners 
continue  to  turn  out  breakthrough  prod- 
ucts like  the  Treo,  the  future  may  still 
be  bright. 

BY  STEPHEN  H.  WILDSTROM 
Technology  &  You  columnist  Wild- 
strom  has  been  using  Palm^  since  he 
got  a  preproduction  Pilot  in  1996. 
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PALM'S  LEADERS  LURCHED  FROM  CRISIS  TO  CRISIS, 
BUT  THE  BUSINESS  MAY  HAVE  A  BRIGHT  FUTURE 
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THE  SKINNY  ON 
ULTRATHIN  LAPTOPS 


Can  a  notebook  computer  be  too  light?  Alas, 
that  seems  to  be  the  case.  Laptop  design- 
ers have  seemingly  defied  the  laws  of 
physics  by  cramming  features  and  power  into 
wafer-thin  boxes.  But  they  haven't  had  much 
luck  with  the  laws  of  chemistry,  which  dictate 
that  the  capacity  of  a  battery  is  proportional  to 
its  size  and  weight.  So  making  a  laptop  very 
light  may  be  easier  than  making  it  useful. 

The  new  Toshiba  Portege  2000  is  a  case  in 
point.  It's  a  handsome  laptop,  just  three-quarters 
of  an  inch  thick,  and  weighing  3K  lb.  with  its  AC 
adapter.  Unlike  most  ultrathin  models,  it  has  a 
well-laid-out  keyboai-d  \\'ith  the  vertical  key  trav- 
el and  good  feel  required  for  accurate  typing. 
The  12.1-in.  display  is  crisp  and  bright.  Wire- 
less Ethernet  is  bmlt  in,  though  Toshiba  engi- 
neers seem  to  have  done  a  poor  job  with  the  an- 
tennas. The  reception  is  the  worst  I  have  seen; 
it  often  failed  to  detect  a  wireless  network  even 
in  locations  where  I  have  used  other  laptops 
without  problems.  And  at  $2,199  (a  promotional 
price  that  includes  a  free  CD-ROM  drive,  normal- 


Toshiba's  chic 
Portege  2000 
is  slender  all 
right,  but  it's 
outperformed 
by  Dell's  less 
comely  C400 


DELL'S  LATITUDE 
C400 


not  available  for  testing,  but  I  have  found 
temal  batteries  in  general  to  be  troublesor 
and  frequently  unreUable.  I  wish  the  designei^ 
had  gone  for  a  slightly  larger  box  to  begin 
one  with  room  for  an  adequate  primary  batter 

The    Dell    Latitude    C400   seems   like 
Portege's  polar  opposite.  Although  it  is  onlj 
about  a  quarter  of  an  inch  thicker,  it  seems  pos- 
itively chubby  in  comparison.  And  while  it 
the  same  sort  of  magnesium-alloy  case  as  thl 
Portege,  the  Dell's  battleship-gray  paint  jof 
somehow  makes  it  look  like  cheap  plastic. 

UgUness,  however,  is  only  skin  deep,  and  th^ 
C400  is  an  appeaUng  workhorse.  Its  most  ir 
portant  distinction,  compared  with  the  Toshiba: 
hefty  37  watt-hour  batterj'  that  weighs  10.4  oz.  I| 
gave  more  than  three  hours  of  life  on  the  mode 
I  tested,  which  had  a  relatively  power-hung 
1.2-gigahertz  Pentium  III-M  processor.  For  b 
ter  battery  life  and  a  $300  savings,  I  wouk 
choose  the  866-megahertz  version,  which  haJ 
plenty  of  power  for  all  typical  notebook  tasks! 
Avoid  the  temptation  to  save  $49  and  a  couple  ol 
ounces  by  choosing  the  "standard"  battery;  i| 
will  cut  your  running  time  by  a  third. 

Like  the  Toshiba,  the  C40b  has  a  12.1-in.  disj 
play  and  a  well-designed  keyboard,  though  it'^ 
stUl  not  quite  up  to  the  standard 

a  similar  competitor,  the 
IBM   ThinkPad 


Two  New  Lightweights 


DELL 

TOSHIBA 

PROCESSOR    866  MHz  Pentium  III-M 

750  MHz  Pentium  III-M 

SIZE               11.4x9.4x1  in. 
4.6  lb. 

ll.4x9x.75  in. 
3.3  lb. 

PRICE 


$2,577 


$2,199 


Data:  Dell  Computer,  Toshiba  America  Information  Systems 
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ly  a  $149  option),  it's  $400  or  more  below 
competition  from  Compaq,  Dell,  or 

IBM. 

What's  wrong  with  this  pic- 
ture? The  Portege  only  has 
room  for  a  tiny  battery  that  is 
less  than  half  an  inch  thick  and  weighs  just  5.5 
oz.  Its  capacity  is  a  puny  17.3  watt-hours,  less 
than  half  that  of  many  lightweight  laptops,  and  I 
found  that  it  gave  out  after  a  bit  more  than  90 
minutes.  To  make  the  laptop  useful  when  you  are 
more  than  five  feet  or  so  from  a  power  outlet, 
Toshiba  includes  an  external  batterj"  that  clamps 
to  the  bottom  of  the  Portege  and  should  bring 
your  total  battery  life  to  AVi  or  5  hours.  But  the 
auxihary  battery  weighs  more  than  11  oz.  and 
adds  a  half-inch-thick  bump  to  the  rear  three 
inches  of  the  laptop.  The  auxiliary  battery  was 


X23.  Unlike 
the  Portege,  whicl 
offers  only  a  touch  pad  foH 
cursor  control,  or  the  ThinkPadJ 
which  has  only  a  pointing  stick 
the  keyboard,  the  Dell  comes  withl 
both.  This  is  a  bit  less  than  optimall 
for  those  who  prefer  the  touch  pad, I 
since  the  placement  of  mouse  but- 1 
tons  between  the  pad  and  the  space- 1 
bar  means  that  the  touch  pad  is  far- 
ther from  the  keyboard  than  is  ideal.  I 
But  with  corporations  increasingly 
specifying  both  tj^es  of  pointing  devices  on  their 
laptop  bid  sheets,  such  dual  models  are  the  wave 
of  the  future. 

The  Dell's  wireless  Ethernet  worked  as  well  as 
any  I've  tried,  but  had  one  quirk.  When  no  net- 
work was  available,  the  C400  tended  to  freeze  for 
a  minute  or  so  at  odd  inters^als,  then  go  back  to 
normal.  I  found  that  I  could  avoid  this  by  tem- 
porarily disabling  the  wireless  connection  in  Win- 
dows XP  when  I  was  out  of  network  range,  but 
that  is  a  nuisance.  Dell  engineers  are  attempting 
to  diagnose  and  fix  the  problem. 

If  you  want  maximimi  portability  and  are  will- 
ing to  make  do  with  verj'  limited  battery  life,  the 
Toshiba  makes  sense.  But  if  your  usage  is  more 
typical  and  you  need  to  squeeze  every  second 
you  can  get  out  of  the  battery,  the  Dell  is  a 
more  practical  choice. 
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Ve  integrate.  You  communicate 


^■''•"H^x,-v-, 


»-A!l-,-iH>.: 


£  Wouldn't  it  be  better  if  -^ 


factories  kept  tli  em  selves  healthy? 


m^ 


Someday  factories  will  not  only  schedule 
their  own  checkups,  but  also  automatically 
detect  and  diagnose  potential  problems. 
Industrial  automation,  Internet  and  encryption 
technologies  will  come  together  to  make 
remote  maintenance  a  reality. 


The  factory  will  become  a  highly  connected 
and  supremely  efficient  production  network. 
We'll  help  far-flung  managers  make  the  most 
of  it— all  the  facts  and  know-how  they  need  will 
be  as  close  as  their  Internet  connections. 

IT  integration  is  making  things  better  all  over. 
www.mitsubishielectric.com/IT 


IT   Infrastructure 
for 

Society      I     Individuals!       Industry 
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Economic  Viewpoint 
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BY  ROBERT  KUTTNER 


HOW  THE  DEMOCRATS 
LOST  THEIR  FASTBALL 


MIRROR: 

They  can 
hardly  take 
on  Bush 
when  they, 
too,  pander 
to  corporate 
interests 
and  act  Uke 
Republicans 
on  taxes,  the 
budget,  and 
deregulation 


Robert  Kuttner  is  co-editor  of 
The  American  Prospect  and 
author  of  Everything  for  Sale 


President  Bush  seems  impregnable  to  par- 
tisan criticism.  Polls  show  the  opposition 
Democrats  with  latent  voter  support  on 
economic  issues — everything  from  unemployment 
to  Enron  to  health  insurance.  But  the  Democrats 
seem  utterly  unable  to  exploit  these  voter  sen- 
timents. Supposedly,  it's  Bush's  wartime  popu- 
larity that  gives  him  cover  on  other  issues.  But 
the  real  explanation  is  deeper. 

The  Democrats  have  essentially  been  neutered 
as  an  opposition  party  because  their  basic  Niews 
on  fiscal  and  regulatoiy  issues  have  so  converged 
with  Republican  views.  And  while  no  corporate 
leader  was  closer  to  the  Bush  operation  than 
Enron  Corp.'s  former  CEO,  Kenneth  L.  Lay,  the 
Democrats  have  been  unable  to  exploit  the  En- 
ron scandal  because  too  many  fingers  were  in  the 
same  corporate  cookie  jars  and  too  many  De- 
mocrats were  complicit  in  the  corrupted  regula- 
tory climate.  Consider: 

■  Deregulation.  Ever  since  economic  adviser 
Charles  L.  Schultze  sold  Democrat  Jimmy  Carter 
on  deregulation  in  1977,  resurrection  of  the  in- 
visible hand  has  been  a  bipartisan  project.  In 
principle,  regulatory  reform  made  sense.  But 
typically,  the  actual  deregulation  has  been  less  a 
gift  to  consumers  than  to  well-placed  corpora- 
tions. Airline  deregulation  has  brought  monopoly 
hubs,  deteriorating  ser\ice,  and — paradoxical- 
ly— uncertainty  for  airlines  that  compensate  by 
gouging  travelers  wherever  possible. 

Electricity  deregulation  has  produced  higher 
retail  prices  and  opportunistic  profiteering  by 
players  with  market  power — like  Enron.  Cable 
deregulation  has  yielded  pure  monopoly  and  high- 
er prices  for  consumers.  Deregulation  of  broad- 
casting is  producing  a  few^  mega-conglomerates 
and  a  dwindling  public  domain.  Looser  regulato- 
ry constraints  on  drug  companies  have  brought 
safety  lapses  and  astronomical  prices.  Lax  stan- 
dards for  hospitals  and  nursing  homes  have 
caused  dangerously  low  staffing  levels. 

In  no  area  was  the  move  to  deregulation  more 
bipartisan  than  in  financial  senices.  Deregulation 
of  the  saWngs  and  loan  industry  allowed  once- 
nonprofit  institutions  to  speculate  with  federally 
insured  deposits.  In  Congress,  Democrats  like 
Rhode  Island  Representative  Femand  J.  St.  Ger- 
main led  the  charge  (and  was  richly  rewarded  by 
the  thrift  industry.) 

Congress'  new  indulgence  of  conflicts  of  in- 
terest, CTohninating  in  repeal  of  the  Glass-Steagall 
Act.  was  Ukewise  bipartisan.  Securities  &  Ex- 
change Commission  Chaimian  Arthur  Le\itt  Jr., 
an  old-fashioned  Democrat,  sought  to  reassert 


I 


authority  over  such  abuses  as  derivatives,  di; 
closure  of  true  costs  of  stock  options  for  execi 
tives,  and  the  faltering  independence  of  aud 
tors.  His  congressional  adversaries  were  ofte| 
Democrats,  most  prominently  Senator  Joseph 
Lieberman  of  Connecticut.  Newi;  Gingrich's  CorF" 
tract  with  America  included  legislation,  passe- 
with  bipartisan  backing  over  President  Clinton 
veto,  making  it  easier  for  stock  touts  to  lie  with 
out  fear  of  investor  litigation. 

■  Money  and  Politics.  Seemingly,  the  Shays-Mee 
han  bill  shows  that  Democrats  are  serious  abou 
campaign  finance  reform  and  Republicans  aren'i 
The  measure  w-as  a  largely  Democratic  creatior 
which  passed  with  41  Republicans  defying  thei 
own  leadership.  But  the  biU  was  w-atered  down 
to  include  a  loophole  allowing  unlimited  corporat 
donations  to  state  parties,  the  doubling  of  limit 
on  hard  money,  and  free  rein  for  ostensibly  "in 
dependent"  issue  campaigns. 

Whenever  Democratic  reformers  try  to  poin 
to  the  countless  GOP  entanglements  with  Enroi 
(Attorney  General  John  Ashcroft,  Marc  Racicot 
chairman  of  the  Republican  National  Commit 
tee,  and  Vice-President  Dick  Cheney),  Republi 
cans  need  only  cite  Terry  McAuMffe,  chairman  o 
the  Democratic  National  Committee,  who  per 
sonally  pocketed  $18  million  from  a  $100,000  in 
vestment  in  Global  Crossing  Ltd. 

■  Taxes  and  Budget.  If  George  W.  Bush  shoulc 
be  vulnerable  anj'where,  it's  on  his  tax  and  budg 
et  program:  big  cuts  for  the  upper  brackets 
yielding  deficits  that  jeopardize  popular  socia 
outlays.  You  might  think  the  opposition  partj 
would  be  demanding  repeal  of  last  year's  tax 
break  (most  of  which  takes  effect  after  2004),  anc 
its  replacement  with  expanded  social  benefits 
But,  no.  The  New  Democrat  wing  of  the  party — 
in  this  case,  former  Treasury  Secretary  Robert 
E.  Rubin — sold  the  people's  party  on  the  idea 
that  budget  discipline  was  the  road  to  political 
and  fiscal  heaven,  while  other  leading  Democ 
rats  were  complicit  in  the  Bush  tax  cut.  Fiscal 
discipline  plus  a  tax  cut,  of  course,  mean  dwin- 
dling social  outlays.  So  rather  than  offering  a 
robust  alternative,  the  opposition  party  is  quib- 
bling about  relative  crumbs  and  bleating  about 
the  effronter}'  of  the  President's  running  a  small 
budget  deficit  (during  a  war  and  a  recession!) 

Ah,  the  Democrats,  an  opposition  party  Re- 
publicans could  love.  Once  they  offered  the  coun- 
tr}^  an  alternative  philosophy  on  how  to  reconcile 
a  dynamic  economy  with  prudence  and  equity, 
and  they  rallied  voters  on  these  issues.  With 
leadership,  they  could  again.  ■ 
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Four  smarter  solutions  to  keep 
you  on  course  from  start  to  finish. 
And  then  some. 


■•? 


To  help  you  reach  your  goals,  you  need  an  advisor  who's  with  you 
for  the  long  haul.  At  Ernst  &  Young,  our  people  are  among  the 
most  experienced,  knowledgeable  and  committed  in  the  profession. 
Bringing  a  comprehensive  approach  to  your  vital  business  needs. 
We  have  focused  our  resources  to  offer  four  new  solution  areas: 
Risk  Solutions,  Financial  Performance  Solutions,  Transaction 
Solutions  and  Emerging  Growth  Company  Solutions.  All  to  deliver 
smarter  solutions  to  your  business.  All  together  now.  ey.com 


Risk  Solutions 
Transaction  Solutions 
Financial  Performance  Solutions 
Emerging  Growth  Company  Solutions 


Ernst   Young 


FROM  THOUGHT  TO  FINISH:' 


32002  Ernst  &  Young  ilp 
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Economic  Trends 


BY  GENE  KORETZ 

DIVORCE  AND 
WOMEN  VOTERS 

Being  single  pushes  them  to  the  left 

If  there's  one  long-term  electoral  trend 
worrying  Republicans,  it's  the  widen- 
ing gender  gap  in  voting  behavior.  In 
the  early  postwar  period,  a  majority  of 
women  favored  Republican  candidates, 
while  men  were  more  inclined  toward 
Democrats.  In  recent  decades,  however, 
voting  patterns  have  reversed  sharply, 

A  GROWING  POLITICAL 
GENDER  GAP 

15 

PERCENT  OF  WOMEN  WHO  ARE  DEMOCRATS 
10  -MINUS  PERCENT  OF  MEN  WHOi 

ARE  DEMOCRATS* 
5 


'52  '56  '60  '64  '68  '72  '76  '80  '84  '88  '92  '96  '00 
▲  PERCENTAGE  POINT  DIFFERENCE 

•BASED  ON  NATIONAL  ELECTION  STUDIES  DATA  EXCEPT 
FOR  2000  ELECTION  YEAR  WHICH  IS  BASED  ON  EXIT  POLLS 

Data:  National  Election  Studies,  Voter  News  Service 

with  far  more  women  supporting  De- 
mocrats and  men  voting  RepubUcan. 

Recent  elections  highlight  the  shift. 
The  support  of  women  was  a  big  factor 
in  Bill  Clinton's  victories,  and  if  women's 
votes  alone  had  been  coimted  in  2000,  Al 
Gore  would  have  won  by  a  landslide. 
While  polls  suggest  that  George  W.  Bush 
has  at  least  temporarily  closed  the  gen- 
der gap  after  September  11,  it  still  ex- 
ists at  the  Congressional  level. 

The  crucial  question  for  political 
strategists  of  both  parties,  of  course,  is 
just  why  this  has  occurred.  Conven- 
tional explanations  center  on  such  de- 
velopments .is  the  sharp  increase  in  the 
ranks  of  working  women,  the  rise  of 
feminism,  and  women's  concern  over  so- 
cial issues  such  as  abortion  rights. 

In  a  new  study,  however,  economists 
Lena  C.  Edlund  and  Rohini  Pande  of 
Coliunbia  University  conclude  that  the 
major  cause  is  the  differing  impact  of 
the  decline  in  marriage  on  the  economic 
well-being  of  men  and  women.  Since 
the  early  1960s,  as  the  proportion  of 
marriages  ending  in  divorce  has  risen  to 
nearly  50%  and  as  more  people  have 
chosen  to  defer  marriage  or  remain  sin- 
gle, the  unmarried  share  of  the  adult 
population  has  surged  to  44%.  In  the 
study,  which  will  appear  in  The  Qicar- 
terly  Journal  of  Economics,  Edlund  and 


Pande  relate  this  trend  to  the  reversal 
in  men's  and  women's  party  allegiances 
and  the  subsequent  widenir\g  of  the  po- 
litical gender  gap. 

Arguing  that  the  decline  in  marriage 
has  tended  to  make  men  richer  and 
women  poorer,  they  find  that  states  with 
rising  divorce  rates  have  seen  a  decline 
in  support  for  Democrats  among  men 
and  a  marked  rise  in  such  support 
among  women.  The  data  also  show  that 
women  become  more  likely  to  vote 
Democratic  after  a  divorce  and  less  like- 
ly after  marriage. 

Such  gender  shifts  seem  largely  lim- 
ited to  middle-income  voters.  Why?  The 
authors  theorize  that  some  poor  men 
might  become  a  bit  richer  via  divorce, 
but  not  enough  to  turn  them  into  Re- 
pubhcans.  And  affluent  single  women 
may  be  less  well  off  than  their  married 
peers,  but  not  enough  to  spur  them  to 
vote  Democratic. 

The  authors  also  find  no  evidence  that 
women's  views  on  social  and  religious  is- 
sues affect  the  political  gender  gap.  And 
working  seems  to  make  only  middle-in- 
come women — ^not  poor  or  rich  women — 
more  Ukely  to  support  Democrats. 

In  sum,  the  decline  in  marriage,  and 
especially  its  effect  on  the  relative  eco- 
nomic fortunes  of  a  majority  of  women, 
seems  to  be  pushing  them  to  the  left. 
And  that  suggests  that  Republicans  may 
face  an  uphill  battle  with  female  vot- 
ers unless  marriage  stages  a  comeback. 


CHALK  IT  UP  TO 
TEAMWORK 

Stable  rosters  are  a  plus  in  the  NBA 

While  companies  often  fret  about 
the  balefiil  effects  of  rising  em- 
ployee turnover,  many  professional 
sports  teams  seem  increasingly  willing 
to  shake  up  their  player  rosters  to 
achieve  winning  records.  At  least  as  far 
as  professional  basketball  is  concerned, 
however,  that  strategy  has  often  back- 
fired, reports  a  study  in  the  current 
Academy  of  Management  Journal. 

In  the  study,  Shawn  L.  Berman  of 
Santa  Clara  University,  Jonathan  Dowti 
of  Oregon  State  University,  and  Charles 
Hill  of  the  University  of  Washington 
compared  the  records  of  23  National 
Basketball  Assn.  teams  from  1980  to 
1994  to  the  amount  of  "shared  experi- 
ence" racked  up  by  team  members.  To 
measure  a  team's  shared  experience, 
the  authors  looked  at  both  its  members' 
overall  tenure  on  the  team  and  their 
actual  on-court  minutes.  Adjusting  for 


other  factors  that  affect  performam 
(such  as  player  quality  and  age),  th( 
found  that  teams  with  low  tumov^ 
tended  to  improve  their  win-loss  recon 
significantly. 

One  sign  that  this  wasn't  due  simp' 
to  the  tendency  of  winning  teams  1 
keep  their  lineups  intact  is  that  membt 
stability  also  gave  a  big  boost  to  losin 
teams,  which  presumably  had  Uttle  ii 
centive  to  stay  with  their  old  roster 
Teams  with  more  losses  than  wins  i 
one  year  won  an  average  of  5.7  moi 
games  in  the  following  year  if  their  le^ 
el  of  shared  experience  also  rose — ^bi 
only  1.2  more  games  on  average  if  the 
had  shuffled  their  rosters.  In  othe 
words,  teams  that  stayed  together  tern 
ed  to  play  a  lot  better  together. 


FALLING  PRICES: 
A  MIXED  BLESSING! 

They  could  imperil  the  recovery 


Analysts  puzzling  over  the  surpris 
ing  strength  of  consumer  spendin; 
through  the  recession  should  take 
close  look  at  consumer  inflation,  say 
economist  James  Paulsen  of  Wells  Cap 
ital  Management.  As  measured  by  th 
impUcit  price  deflator  for  personal  con 
sumption  expenditures,  consumer  price 
rose  a  mere  1.1%  in  2001.  And  retai 
prices,  which  don't  include  services,  ac 
tually  declined  by  some  2.5%. 

All  of  this  adds  up  to  a  real  shot  ii 
the  arm  for  wage  earners,  note; 
Paulsen.  Adjusted  for  inflation,  average 
hourly  earnings  rose  2.9%  last  year 
their  largest  annual  increase  since  th( 
early  1970s.  Bolstered  by  weak  anc 
falling  prices,  the  purchasing  power  o 
paychecks  has  risen  a  hefty  12%  in  the 
past  five  years  (chart). 

The  other  side  of  the  coin,  of  course 
is  that  low  inflation  has  hit  corporate 
profitability  hard, 
helping  to  inspire 
that  cutback  in 
business  spending 
that  touched  off 
the  recession.  The 
question  now  is 
whether  business 
can  restore  mar- 
gins in  a  low-infla- 
tion recovery.  It's 
one  reason  why 
Paulsen  expects 
the  upturn  to  be 
unusually  sluggish, 
despite  strong  con- 
sumer spending. 
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Quite  possibly  the  only  way 
to  make  your  Honda  cleaner. 


m 


It's  true.  If  you  own  a  new  Honda,  a  few  suds  and  a  little  elbow  grease  are  just  about 
the  only  way  to  make  it  cleaner  You  see,  Honda  believes  automobiles  can  coexist  with 
a  clean  environment.  Today  every  new  Honda  and  Acura  sold  in  the  United  States  is  a 
Low-Emission  Vehicle  or  cleaner  And  our  entire  line  of  vehicles  combined  is  above  and 
beyond  what  current  government  regulations  require.  So,  you  keep  the  car  you  drive 
clean,  and  well  help  do  the  same  for  the  air  you  breathe. 


f 


The  power  of  dreams: 


lb  team  more,  visit  our  \\feb  site  al  honda.com.  of  write  to:  American  Honda  Gjrporale  Aflain  &  Gxnmunications.  MS  100  3C  2A.  1919  Ibnance  Btv&.  Ibnance.  CA  90501.  ©2001  Honda  North  America.  Inc 


Internetworld  Spring  2002 


Conference:  April  22-26 
Exhibits:  April  24-26 
Los  Angeles  Convention  Center 
Los  Angeles 


Providing  solutions  for  ten  years 


Internet  World  has  been  bringing  people  together  to 
share  technology  solutions  for  10  years.  Don't  nniss 
this  opportunity  to  network  with  your  peers  and  find 
solutions.  Internet  World  is  your  solution  this  Spring. 

Internet  World's  conference  program  covers  leading 
industry  trends  and  developments. 

-^  Web  Services 

•^  Security 

^  CRM 

->  Content  and  Knowledge  Management 

->  E-Learning 

■^  Media  and  Entertainment 

-^  Interactive  Intelligence 

-^  Web  Marketing  &  Online  Advertising 

-^  Webmasters 

-^  Wireless  Internet 

Find  still  more  solutions  on  the  show  floor  of 
Internet  World,  Streaming  Media  West,  Security  Matters 
and  eCRM,  where  you  can  meet  with  colleagues  and 
experience  the  latest  innovations  from  leading  technology 
companies  including  Microsoft,  AOL,  AT&T,  Sprint, 
RealNetworks,  and  WorldCom. 


INTERNETWORLD 

Spring  2002 
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To  register  for  discount 
packages  or  FREE  exhil 
admission 


^spring  2002 


9rld.com/registerspring 


Interested 


e-mail  eventsalesOiw.com  or 
call  203-559-2866 
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WEST 


PREPARE  TO   BE   RAMPERED. 
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complimentary  upgrade. 
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^     -    Buy  a  full  fare  Economy 

Class  ticket  to  Asia  on  Malaysia 

Airlines  and  we'll  upgrade  you  to 

our  award-winning  Business  Class. 

A  full  Business  Class  fare  entitles 

you  to  our  luxurious  First  Class 

cabin.  Fly  aboard  our  B747-400s 

'Flights  must  originate  from  Nortti  America  and  must  be 
booked  by  6/30/02  witti  travel  completed  by  12/31/02. 
Upgrades  are  subject  to  seat  availability  at  time  of  reservation. 


A 
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direct  to  Kuala  Lumpur  from 

Los  Angeles,  via  Taipei  or  Tokyo. 

Continue  on  to  any  of  our  more 

than  110  destinations  worldwide. 

Call  your  travel  agent 

or  Malaysia  Airlines 

at  (888)  627-8477. 

Some  restrictions  apply  Partners  in 

Norltiwest  Airlines'  WorldPerks'  and  Delta  Skyt^iles' 

frequent  flyer  programs.  ©2002  Malaysia  Airlines. 


www.malaysiaairlines.com 


With  Blue  Cross  of  California^ 
all  your  out-of-state  employees 
can  be  covered. 


Employees  living  out  of  state?  No  problem.  Employees  traveling  throughout  the  50  states?  Again,  no  problem. 
Because  California-based  companies  with  over  50  employees  can  have  everyone  under  coverage  administered 
through  Blue  Cross  of  California.  We  can  offer  PPOs  and  other  plans  with  national  capabilities  that  provide  a 


single  point  of  administration,  uniform  procedures  and  timesaving  online  services. 
And  your  employees  get  the  nation's  largest  preferred  provider  network:  over 
560,000  physicians  and  over  5,000  hospitals.  Our  national  capabilities  are  working 
for  hundreds  of  California  companies.  Call  us,  and  see  how  we  can  cover  yours. 


The  Power  of  Blue. 


For  more  information,  call  your  E! ue  Cross  broker  or  visit  us  at  www.bluecro55ca.com. 

Medical  coverage  in  California  (CA)  provided  by  Blue  Cross  ofCa  vnia  (BCC).  Medical  coverage  outside  ofCA  provided  by  8C  Life  *  Health  Insurance  Co.  (BCL&H)  under  a  group  policy  issued 
in  CA.  BCC  and  BCL&H  are  Independent  Licensees  of  the  Blue  Cross  Association  (BCA).  9  Registered  Mark  and  SM  Service  Mark  of  the  BCA.  ©  2001  BCC. 


CommCorp  Technology 
Services 

Voice/Data 
Petaluma,  CA 
800.494.2220 
www.uscommcorp.com 

■ 

CompuWave  Inc. 

Voice/Data 
Kentfield,  CA 
888.321.9283 
www.compuwave.com 

■ 

Salient  Networks 

Voice/Data 
Carlsbad,  CA 
800.434.2577 
www.salientnetworks.com 

■ 

Unified  TelData 

Voice/Data 

San  Francisco,  CA 

888.898.6901 

www.utdi.com 


EMPOWERMENT.  Can  an  advanced  voice 

^;  network  truly  improve  your  company's  performance? 

y  It  can  if  it  combines  the  experience  of  Avaya  and  the  expertise  of  our 

K:  BusinessPartners.  You  see,  Avaya  and  our  BusinessPartners  offer  a  full  range  of 

■•,,  voice  and  data  solutions  that  ennpovi/er  businesses  of  all  sizes. 

i-  Whether  you're  looking  for  a  scalable  voice  systenn...are  eager  to  add  voice 

,-;:  to  your  existing  IP  network... or  are  ready  to  deploy  a  100%  IP  network,  Avaya 

I  and   our   BusinessPartners   have  the   solutions  you   need.    Plus,   our   local 

'.■  BusinessPartners  offer  the  specialized  skills,  service  and  support  to  manage  your 

i  ■  communication  requirements  reliably  and  securely. 

:•  To  see  what  we  can  do  for  your  company  -  and  why  more  than  90%  of  the 

i 

y  Fortune  500*  use  Avaya  products  and  solutions  -  call  one  of  our  BusinessPartners 

'/  listed  on  the  right... and  learn  what  empowerment  truly  means. 


AVAVA 


Business  Partner 


^aat 


Creating  solutions 

for  you  and  your  employees 


Introducing  Health  Net  PPO*  First  Advantage  and  ELECT 
Open  Access  20.  Both  options  offer  affordability,  choice 
and  flexibility  for  you  and  your  employees.  Health  Net  - 
delivering  plans  designed  to  keep  you  well. 

►   _FIRST  OF  ITS  KIND  ON  THE  l\dARKEIl 


Health  Net  PPO  First  Advantage  for  Large  Groups 

(51  or  more  eligible  employees) 

•  First  dollar  benefit  -  100  percent  of  covered  medical  services 
paid  up  to  a  predetermined  amount  before  member  pays 
any  coinsurance  or  deductible 

•  Affordable  for  employers  and  employees 


^      NE^^ 


PTION  OFFERS  A  LOWER  PREMIUl 

ELECT  Open  Access  20  for  Small  Business  Groups 

(2-50  eligible  employees) 

•  Self-referral  for  office  visits  to  specialists  in  the  PPO  network 

•  Affordable  for  employers  and  employees 

Call  your  Health  Net  Sales  Representative  or  Account  Services 
at  1-800-547-2967  for  more  information. 


^ 


Health  Net' 


•Underwritten  by  Health  Net  Ufe  Insurance  Company 
of  California,  Inc. 


©  2002  Health  Net 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


THERE'S  A  CLOUD 

INSIDE  THAT  SILVER  LINING 

A  strengthening  U.S.  economy  will  come  with  a  cost — a  wider  trade  gap 


U.  S.  ECONOMY 


THE  DOLLAR  DEFIES 
RECESSION'S  GRAVITY 


JAN  '02 


Recessions  have  always  been 
both  painful  and  salutary. 
While  they  bring  distress  to  households  and  corpora- 
jtions,  they  also  have  a  cleansing  effect  on  the  economy's 
unbalances,  such  as  excess  inventories  and  burden- 
Some  debt,  that  build  up  during  the  good  times. 

However,  this  business  cycle  is  different  in  one  key 
respect:  The  U.S.  trade  deficit  and  the  enormous  ex- 
ternal debt  it  created  still  hang  ominously  over  the 
economy.  Both  the  trade  gap  and  its  financing  needs 
will  swell  further  as  the  recovery  picks  up  speed.  That 
will  hamper  the  upturn  in  manufacturing,  and  it  could 
set  up  potential  problems  for  the  dollar  later  this  year. 

During  a  recession,  curren- 
cies usually  lose  value  and 
trade  gaps  typically  narrow. 
True,  the  December  deficit 
shrank  by  $3.3  billion,  to  $25.3 
billion.  But  much  of  the 
shrinkage  came  from  lower  oil 
prices,  and  when  adjusted  for 
inflation,  December's  trade  gap 
was  not  much  lower  than  its 
year-ago  level. 

The  amazingly  strong  per- 
formance of  the  U.S.  dollar  has  helped  to  keep  the 
trade  deficit  wide.  Since  the  economy  began  to  slow  in 
early  2000,  the  broad  trade-weighted  dollar  has  ap- 
preciated 12%,  to  levels  not  seen  since  the  superdollar 
of  the  mid-1980s  (chart).  Moreover,  since  the  official 
start  of  the  recession  in  March,  2001,  the  greenback  has 
gained  nearly  3%,  a  decidedly  atypical  recession  pattern, 
especially  for  a  country  that  has  external  debts  to- 
talling more  than  4%  of  its  gross  domestic  product. 

The  dollar's  rise  indicates  foreigners  are  still  willing 
to  buy  and  hold  American  assets,  in  part  because  no 
other  economy  offers  the  potential  payoffs  the  U.S. 
does.  And  the  strong  greenback  helps  to  finance  the 
U.  S.'s  propensity  to  consume  more  than  it  produces, 
with  no  threat  from  inflation. 

THAT  WINDFALL,  though,  comes  at  a  price.  In  the 
short  run,  U.S.  manufacturers,  who  now  export  about 
20%  of  their  output,  will  continue  to  get  hammered  by 
the  strong  dollar,  which  makes  their  goods  less  com- 
petitive in  foreign  markets.  Plus,  since  the  recovery  in 
the  rest  of  the  world  will  lag  behind  the  U.  S.  upturn, 
foreign  demand  will  be  slow  to  strengthen.  At  the 


JAN.  '00 
▲  INDEX:  MAR.  1973=100 

Data;  federal  Resenre 


same  time,  a  pickup  in  U.S.  demand  will  draw  in 
cheaper  imports  at  a  faster  rate. 

The  result  will  be  a  wider  trade  gap  by  the  end  of 
this  year,  which  may  trigger  a  longer-run  cost  for  the 
U.  S.  Financing  the  trade  gap  will  require  one  of  two 
things:  Ever-increasing  amounts  of  foreign  capital  at- 
tracted by  high  expected  rates  of  return.  Or  a  weaker 
dollar  that  would  force  a  realignment  of  the  U.  S.  trade 
balance.  The  worry:  a  suddenly  weaker  dollar  that 
could  lift  inflation  and  interest  rates  in  2003,  and  choke 
off  the  recovery. 

For  now,  investors  are  not  thinking  that  far  ahead. 
Instead,  they  are  focused  on  the  economy's  increas- 
ingly bright  recovery  prospects,  a  key  factor  keeping 
the  dollar  strong.  The  latest  data  on  the  leading  index, 
consumer  confidence,  and  durable  goods  orders  are 
generally  upbeat.  And  Federal  Reserve  Chairman  Alan 
Greenspan  sounded  cautiously  optimistic  when  he  de- 
livered his  semiannual  report  on  monetary  policy  and 
the  economy  to  Congress  on  Feb.  27,  which  included 
the  Fed's  latest  economic  forecast  (table). 

The  Fed  chief  suggested 
that  any  tightening  of  mone- 
tary policy  this  year  won't 
come  anytime  soon,  because 
the  Fed  expects  only  a  moder- 
ate recovery  and  because  the 
inflation  outlook  is  excellent.  In 
fact,  the  dollar's  brawn  in  the 
past  year  is  a  key  reason  for 
inflation's  subdued  performance. 
Over  the  past  year,  prices  of 
imported  goods  excluding  pe- 
troleum have  plunged  5.2%,  the  largest  yearly  drop 
since  records  began  in  1988.  Plus,  inflation  tends  to  de- 
cline in  the  first  year  of  a  recovery,  because  the  economic 
slack  created  by  the  recession  limits  pricing  power. 

uREENSPAN  S  COMMENTS  were  consistent  with  the 
latest  data,  which  suggest  that  the  upturn  is  coming  on 
a  bit  stronger  than  anyone  thought  possible  late  last 
year.  In  particular,  the  Conference  Board's  composite  in- 
dex of  leading  indicators,  those  that  foreshadow  the 
economy's  path,  rose  0.6%  in  January,  following  jumps 
of  1.3%  in  December  and  0.8%  in  November.  That  adds 
up  to  the  strongest  three-month  advance  since  1982, 
just  before  the  powerful  1983  recovery. 

Consumers  say  they  were  more  cautious  in  February, 
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according  to  the  latest  reading  of  consumer  confidence. 
But  that  hasn't  stopped  them  from  shopping.  Store 
sales  remain  healthy,  and  car  sales  are  holding  up  far 
better  than  anyone  thought  possible  after  the  late- 
2001  boost  from  dealer  incentives.  As  a  result,  more 
and  more  economists  are  boosting  their  forecasts  for 
first-quarter  and  first-half  economic  growth. 

However,  what's  good  for  the  recovery  will  not  be  so 
good  for  the  trade  gap.  The  U.S.  still  imports  34% 
more  goods  and  services  than  it  exports.  That  means, 
just  to  keep  the  deficit  from  widening  further  in  the 
coming  year,  exports  will  have  to  grow  a  third  faster 
than  imports.  But  that's  not  going  to  happen,  as  the 
U.  S.  leads  the  global  recovery. 

The  capital-goods  sector  will  probably  account  for 
much  of  the  trade  gap's  deterioration  this  year.  Both 
imports  and  exports  of  tech  equipment  stabilized  at 
the  end  of  2001,  after  declining  for  a  year  (chart).  And 
the  recent  increases  in  factory  orders,  including  a  2.6% 
gain  in  January  bookings  for  diu'able  goods  and  anoth- 
er rise  in  capital-goods  orders,  suggest  that  U.  S.  com- 
panies are  starting  to  lift  their  capital  spending.  That 
means  imports  of  business  equipment,  especially  high- 
tech  goods,  should  bounce  back  before  exports  do. 

DESPITE  THE  WORSENING  OUTLOOK  for  trade,  the 

dollar  is  likely  to  retain  its  lofty  status  among  the 
world's  currencies  at  least  through  most  of  this  year. 
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That's  because  the  U.  S.  is  still  the  world's  preeminer 
site  for  investment  opportunities. 

Clearly,  the  Japanese  yen  will  offer  no  competitio 
this  year.  Japan's  economy  remains  a  basket  case,  wit 
little  progress  on  restoring  health  to  its  banking  secto 
or  on  broader  reform  efforts.  In  fact,  much  of  the  do' 
lar's  appreciation  in  the  past  year  has  come  at  the  ex 
pense  of  the  yen.  The  greenback's  main  potential  chal 
lenge  will  come  fi-om  the  euro.  But  even  here,  Europe' 
recovery  wdll  be  restrained  by  tight  monetary  policy 
growing  fiscal  excess,  and  only  a  modicum  of  reforms  t' 
its  labor  markets  and  pension  systems. 

As  the  trade  deficit  widens, 
though,  the  U.  S.  will  continue 
to  pile  up  debts  owed  to  the 
rest  of  the  world.  By  the  end 
of  next  year,  the  current  ac- 
count deficit,  the  broadest  def- 
inition of  U.  S.  foreign  obliga- 
tions, is  likely  to  hit  a  record 

5%  of  GDP. 

At  some  point,  investors 
will  bring  about  a  balancing 
of  the  lopsided  U.  S.  position, 
most  likely  by  bidding  dowTi  the  dollar.  But  with  U.  S 
grovtlh  prospects  for  2002  looking  better  than  those  ol 
anyplace  else,  the  dollar's  day  of  reckoning  is  most 
likely  to  come  later  rather  than  sooner. 


TRADE  IN  TECH  GOODS 
IS  SET  FOR  A  TURN 
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THE  TIGERS  ARE  CHEERING  ON  A  U.S.  RECOVERY 

The  economies  of  Southeast  jobs  for  Indonesia's  population  of  Southeast  Asia  has  stimnbled 

Asia  have  endured  one  of  207  million.  The  surge  in  jobless-  badly  because  global  demand  for 

their  worst  years  since  the  end  of     ness  has  stoked  political  and  reli-  its  major  high-tech  exports,  such 

World  War  II.  Now,  hopes  for  gious  violence  in  the  island  nation,  as  semiconductors,  was  slammed 

growth  are  pinned  on  the  U.  S.  Then  on  Feb.  22,  Taiwan  said  its  by  the  U.  S.-led  global  slowdowTi. 

recovery.  economy  fell  1.9%  in  the  fourth  In  response,  central  banks  have 

Many  governments  quarter,  compared  cut  interest  rates,  in  some  cases 

have  recently  reported      THE  WORST  MAY  BE  OVER     with  a  year  ago.  For  quite  sharply.  And  weaker  curren- 

their  respective  coun-  ^ **"  SOUTHEAST  ASIA        ^j^g  ye^r,  real  GDP  was  cies  have  helped  make  exports 

i.    •„„)   „ 1    ,._ „        1  PERCENT  CHANGE  FROM  A  YEAR  AGO  ,  j  -,   c\nf     j-V.  •  i.-4.- 

tries  real  gross  do-  j^^j^^      real  eop  2001      2002      ^^^°  do\vTi  1.9%,  the  more  pnce-competitive. 

mestic  products  for  the    countries       ag       4q    fohegast    first  annual  drop  in  But  in  the  final  analysis,  gov- 

fourth  quarter  and  to-      ""NfiKONQ  -p.3% -2.0%*  1.5%    output  in  the  postwar  emments  are  mostly  counting  on 

tal  2001.  The  numbers      "'°'"*"'*  -2-3.. r  1-2... 3.0      era.  Malaysia  reported  a  turnaround  in  world  growth  to 

have  been  dismal  pmuppmEsa  7  '^'"7     11      ^  ^•^^''  ^^^^  ^^  ^^^  ^^^^  ^°°^^  ^^^^  export  growth  and, 

(table),  leading  institu-     Singapore  -5  5    -76* "  2  3      ^^^  ^^  ^^^  fourth  thus,  lift  overall  output  and  jobs, 

tional  investors  such         taiwah       4  2    -19     2.4      quarter  and  grew  only  This  forecast  depends  greatly  on 

as  CalPERs  to  pull  out       oata  8i«mb«g Fn.,,  ai  0.4%  for  the  whole  a  rapid  U.S.  recovery.  In  particu- 

of  Asian  equity  mar-        "a-tets  jPMorga.chaseico    -prokted     ^^^  ^^^^  j^^^^  ^^^  j^^  Southeast  Asian  exporters  are 

kets.  On  Feb.  18,  Indonesia  said         Singapore  also  are  expected  to  re-  hoping  that  the  U.  S.  capital-goods 

its  economy  fell  1.2%  in  the  fourth     port  declines  in  fourth-quarter  sector  picks  up  this  year.  Unfortu- 

quarter,  compared  with  the  third.       output.  The  only  major  Southeast  nately,  the  U.  S.  tech  sector  may 

For  the  year,  real  GDP  rose  3.2%,       Asian  economy  bucldng  the  trend  not  turn  around  quickly  enough  in 

less  than  expectations  and  not  is  the  Philippines,  where  real  GDP  2002  to  stop  Asian  unemployment 

nearly  fast  enough  to  create  many     grew  3.4%  for  all  of  2001.  from  rising  further.  ■ 
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Chapter 6  ManaginlT^P"! 


How  a  couple 
of  investors 

avoided  being 
bitten  by  taxes 

by  choosing  a  fund  that 
knew  how  to  hold  still. 


^X/hen  comparing  mutual  fund  tax  advantages,  how  a  fund  is 
managed  can  make  a  big  difference.  What  should  you  watch  for? 

A  high  turnover  rate. 

Aggressively  managed  funds  that  are  constantly  adjusting 
their  positions  turn  over  a  lot.  And  all  that  turnover  can  mean 

higher  taxes. 

Tax-managed  funds,  on  the  other  hand,  stay  the  course  to 
keep  turnover  low.  Which  can  make  for  less  churning  in  your 

stomach  around  tax  time. 

If  smaller  bites  sound  better,  call  us  at  1-800-962-5040,  or 

visit  us  at  vanguard.com.'" 
We  can  help. 


1-800-962-5040 
www.vanguard.com 


TH^^uiguarciGRoup. 

Invest  in  our  way  of  investing.' 


^or  more  information,  including  risks,  charges,  and  expenses,  about  any  Vanguard  fund,  obtain  its  prospectus  from  The  Vanguard  Group. 
Read  it  carefully  before  you  invest  or  send  money.  Tax-managed  funds  may  or  may  not  meet  tfieir  objective  of  being  tax  efficient. 
©  2002  Tfie  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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'THE  HOMES 

KEEP  SELLING' 


Even  Realtors  are 
surprised  by  the 
market's  strength. 
But  will  it  last? 

When  Laura  and  John  Bur- 
gos put  their  house  in 
Wayland  (Mass.)  on  the 
market  in  mid-Februar\', 
they  didn't  know  how 
buyers  would  react  to  the 
$365,000  price  tag — a  stiff  74%  premium 
over  what  they  paid  for  the  1950s  ranch 
home  less  than  three  years  ago.  But 
with  30  prospective  buyers  trooping 
through  in  just  the  first  week  on  the 
market,  even  a  realtor  who  is  not  work- 
ing for  the  Burgos'  predicts  that  "this 
house  will  sell  in  a  heartbeat." 

Housing,  which  sagged  briefly  dur- 
ing the  recession,  is  hot  again,  and  not 
just  around  Boston.  The  latest  numbers 
from  the  National  Association  of  Real- 
tors (XAR)  show  that  nationwide  sales  of 
existing  single-family  homes  jumped 
16%  in  .January,  to  6.4  million  homes, 
after  declining  slightly  in  November  and 
December.  Compai'ed  with  a  year  earli- 
er, prices  of  existing-home  sales  were  up 
10%,  despite  a  downturn,  higher  imem- 
ployment,  and  the  September  11  ter- 
rorist attacks.  While  some  cities,  such  as 
Atlanta,  Detroit,  and  Seattle,  are  still 
weak,  markets  have  exploded  in  cities 
such  as  Washington,  D.  C,  Miami,  and 
New  York. 

Is  this  latest  housing  boom  sustain- 
able, or  a  real  estate  bust  waiting  to 
happen?  The  implications  for  the  econo- 
my are  enormous.  New-home  spies — 
more  than  901,000  new  single-family 
homes  in  2001  alone — piunp  up  home- 
builders  and  creates  demand  for  lum- 
ber, carpeting,  washing  machines,  furni- 


ture, and  all  the  other  things  that  go 
into  homes  (page  29).  Perhaps  more  im- 
portant, rising  housing  wealth,  which 
increased  by  roughly  $1  trillion  in  2001, 
puts  money  into  consumers'  pockets  by 
means  of  home-eqmty  loans  and  mort- 
gage refinancings.  That  has  fueled  con- 
sumer spending,  which  has  stayed 
strong  despite  the  weak  stock  market. 

A  sharp  drop  in  housing  prices, 
though,  could  hurt  consumer  spending 
as  much  as  price  hikes  have  helped  it 
so  far.  "The  importance  of  hous- 
ing market  wealth  in  consump- 
tion is  bigger  than  stock  market 
wealth,"  says  John  M.  Quigley, 
an  economist  at  the  University 
of  CaMfomia  at  Berkeley  who  did 
a  study  on  the  subject.  "If  there  is  a 
plateau  or  a  downturn  in  housing  mar- 
ket wealth,  it  could  come  out  pretty 
quickly  in  consumption." 

That's  no  idle  worrj".  There's  much  to 
suggest  that  the  housing  boom  is  being 
fueled  by  unrealistic  expectations  on  the 
part  of  homebuyei-s  and  by  low  interest 
rates  on  the  part  of  the  Fed.  Since  Oc- 
tober, 2001,  short-term  interest  rates 
have  been  below  the  core  inflation  rate, 
which  excludes  food  and  energy.  That 
makes  holding  cash  or  money  market 
funds  a  losing  proposition.  At  the  same 
time,  many  investors  have  been  scared 
away  from  stocks  by  the  bear  market, 
accounting  scandals,  and  a  torrent  of 
downbeat  profit  reports. 

That  now  makes  buying  a  home  by 
far  the  most  attractive  place  to  put 
money.  But  if  the  economy  is  starting  to 
recover,  as  Alan  Greenspan  suggested  in 
his  Feb.  27  testimony  to  Congress,  the 
Fed  will  have  to  begin  raising  rates. 
That  will  cut  off  the  easy  money  that 
has  been  propping  up  the  housing  mar- 
kets and  lead  savers  to  put  their  money 
elsewhere. 

Until  that  happens,  though,  con- 
sumers are  piling  on  new  mortgage  debt 
at  a  9%  annual  growlh  rate — far  ex- 


ceeding household  income  growth  of  less 
than  4%.  And  to  keep  their  businesses 
growing,  mortgage  lenders  appear  to 
be  increasingly  willing  to  offer  debt  to 
so-called  sub-prime  borrowers — home- 
buyers  with  lower  incomes  and  less  es- 
tablished credit  who  might  not  have 
qualified  for  mortgages  in  the  past. 
"[Lenders]  are  taking  on  higher  risk 
than  they  have  before,"  says  Jack  C. 
Harris,  a  real  estate  economist  at  Texas 
A&M  University. 

Demographics,  too,  may  soon  start 
operating  against  the  housing  market 
as  older  members  of  the  baby  boom 
generation  hit  their  mid-50's.  "Baby 
boomers  are  emerging  from  the  years  of 
their  lives  when  they  have  kids,"  says 
Robert  J.  Shiller,  the  Yale  University 
economist  who  con'ectly  forecast  the 
stock  market  bust.  "They  may  not  have 
the  same  demand  for  houses  in  good 
school  districts." 
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To  be  sure, 
it's  nearly  impos- 
sible to  distinguish 
a  bubble  from  the  normal  workings  of 
supply  and  demand  until  it  bursts.  And 
there  are  certainly  plenty  of  people  who 
believe  housing  prices  can  keep  climb- 
ing. "I  don't  think  this  is  a  bubble  wait- 
ing to  burst,"  says  Kenneth  T.  Rosen, 
chairman  of  the  Fisher  Center  for  Real 
Estate  &  Urban  Economics  at  the  Uni- 
versity of  California  at  Berkeley's  Haas 
School  of  Business. 

Optimists  such  as  Rosen  expect  low 
mortgage  rates,  now  below  7%  for  both 
15-  and  30-year  loans,  to  continue  to 
fuel  demand.  "A  lot  of  people  who  were 
unable  to  buy  in  the  late  1990s  are  tak- 


ing advantage  of  low  interest  rates,"  he 
says.  Meanwhile,  a  key  change  in  tax 
law,  which  took  effect  in  July,  1997,  has 
made  real  estate  investment  even  more 
attractive.  Home  sellers  can  avoid  pay- 
ing capital-gains  tax  on  up  to  $500,000  in 
profits  on  the  sale  of  a  house  as  long  as 
they  don't  sell  more  than  once  every 
two  years. 

Optimists  also  point  to  demographic 
factors  that  are  sustaining  demand.  Im- 
migration is  continuing  at  high  levels, 
and  the  fertility  rate  has  been  inching 
up  in  recent  years  as  a  new  generation 
begins  forming  families.  Meanwhile,  tough 
zoning  and  land  restrictions  will  continue 
to  limit  supply.  "We  may  very  well  be  in 
a  world  where  growth  controls  and  in- 
frastructure restraints  have  slowed  the 


market's  response  to  an 
increase  in  demand,"  says 
Susan  M.  Wachter,  professor  of 
real  estate  at  the  University  of  Penn- 
sylvania's Wharton  School  of  Business. 

The  return  of  housing  mania  has  real 
estate  professionals  overjoyed  and,  at 
the  same  time,  somewhat  perplexed. 
"We  continue  to  ask  ourselves  what  is 
driving  this,"  says  Pat  R.  Casey,  execu- 
tive vice-president  at  Bankers  Finan- 
cial Group  Inc.,  a  Dallas  mortgage  bank. 
"While  we  haven't  been  able  to  answer 
that,  the  homes  keep  selling." 

Especially  surprised  are  real  estate 
brokers  and  mortgage  lenders  in  Silicon 
Valley,  where,  despite  the  continuing  tech 
bust,  the  housing  market  has  exploded 
recently  after  a  year  and  a  half  of  steep 
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HOME  SALES 
REMAIN  STRONG. 


..AS  HOMEOWNERS 
PILE  ON  DEBT... 


..SENDING  PRICES 
SKY-HIGH... 


...EVEN  AS  OTHER 
PRICES  FALL 
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price  declines.  Prices  in  the  San  Francis- 
co Bay  area  have  fallen  by  1.3%  over 
the  last  year.  The  declines  in  Silicon  Val- 
ley have  been  far  sharper.  Still,  "over 
the  last  month,  the  market  has  gotten 
hot  again,"  says  Joel  Spolin,  president  of 
Absolute  Mortgage  Banking  in  Palo  Alto. 
"It's  almost  like  it  was  18  months  ago." 

Even  the  beneficiaries  of  the  hot 
housing  market  are  questioning  its  un- 
derpinnings. "If  you  had  asked  me 
three  weeks  ago  if  it  would  go  crazy 
like  this,  I'd  have  told  you  you  had  a 
hole  in  your  head,"  says  Nancy  Mott,  a 
Realtor  for  Alain  Pinel  Realtors  in  Palo 
Alto,  Calif.  "My  gut  feeling  is  that  this 
may  be  just  another  bubble." 

Certainly,  hous- 
ing prices  are  on  a  WINDOW-SHOPPING: 
far  different  trajec-   The  FHA  has  seen 
tory  than  the  rest  delinquencies  and 
of  the  economy.  By  foreclosures  jump 
the   measure   that 

the  Bureau  of  Labor  Statistics  uses,  the 
price  of  shelter  has  been  rising  at  rough- 
ly a  4%  clip,  while  low  inflation  or  even 
deflation  rules  in  the  rest  of  the  economy. 
Indeed,  according  to  the  Bureau  of  Labor 
Statistics,  consumer  prices,  excluding 
housing,  fell  over  the  past  year.  That 
hasn't  happened  since  the  1950s. 

Fast-rising  housing  prices,  combined 
with  a  low-inflation  economy,  means  that 
homes  are  steadily  getting  more  expen- 
sive compared  with  other  goods  and 
services  that  households  can  buy.  More- 
over, gains  in  home  prices  are  outstrip- 
ping wage  gains.  That  creates  a  gold- 
rush  mentality  in  which  potential 
homebuyers  rush  to  grab  a  house  as 
quickly  as  possible,  even  if  they  overpay. 

And  mortgage  lenders  are  willing  to 
oblige,  even  in  the  case  of  buyers  who 
might  not  have  qualified  before.  The  av- 
erage downpayment  has  dropped  to  only 
5%  to  10%  over  the  past  decade  rather 
than  the  10%  to  20%  it  was  in  the  past, 
according  to  Doug  Perry,  a  first  vice- 
president  at  mortgage  lender  Country- 
wide Home  Loans  Inc.  Under  the  right 
conditions,  Countrywide  is  even  willing 


to  lend  homebuyers  103%  of  the  value  of 
their  new  home  to  cover  their  closing 
costs,  too. 

In  part,  the  aggressive  tactics  of 
mortgage  lenders  have  been  made  pos- 
sible by  the  automated  underwriting 
systems  developed  in  recent  years  by 
the  Federal  National  Mortgage  Associ- 
ation (Fannie  Mae)  and  the  Federal 
Home  Loan  Mortgage  Corporation 
(Freddie  Mac).  These  two  government- 
created  companies  buy  70%  of  new 


mortgages  in  the  U.S.  and  repackage 
them  as  mortgage-backed  securities, 
which  they  then  sell  to  investors. 

The  new  underwriting  systems  being 
used  by  Fannie  Mae  and  Freddie  Mac, 
which  are  analogous  to  the  credit-scoring 
systems  used  by  banks,  allow  for  higher 
loan-to-income  ratios  than  in  the  past 
to  encourage  home  buying.  That's  good 
for  borrowers,  but  the  relaxed  ratios 
could  pose  serious  problems  in  the  fu- 
ture. For  one,  there  is  already  evidence 
that  defaults  are  rising,  particularly  at 
the  low  end  of  the  market,  where  there 


is  a  concentration  of  homeowners  wh 
might  not  have  owned  houses  withou 
the  mortgage  boom.  The  Federal  Hous 
ing  Administration  (fha),  which  make 
low-income  loans,  saw  mortgage  delin 
quencies  and  foreclosures  jump  to  0.719 
of  its  portfolio  in  the  middle  of  last  year 
"That  number  has  been  hanging  aroimc 
0.59%  for  years,"  says  Wharton'i 
Wachter,  who  vised  to  work  at  the  Office 
of  Housing  &  Urban  Development  (hud) 
which  collects  these  statistics.  That  maj 
not  sound  hke  much  of  a  jump,  but  it 
amounts  to  about  a  $600  million  increase 
in  delinquencies. 

For  Fannie  Mae  and  Freddie  Mac 
which  only  began  expanding  into  sub- 
prime  mortgages  two  years  ago,  dete 
riorating  credit  quality  may  be  a  new 
and  unpleasant  experience.  Since  they 
control  such  a  big  chunk  of  the  market, 
if  their  portfolios  are  perceived  to  be 
more  vulnerable  to  credit  issues,  that 
could  boost  mortgage  rates  across  the 
country. 

Moreover,  investors  in  mortgage- 
backed  securities  have  always  assumed 
that  the  two  mortgage  companies  are 
backed  by  an  implicit  government  guar- 
antee that  investors  would  be  bailed 
out  in  the  event  of  big  mortgage  de- 
faults. But  some  Republicans  in  Con- 
gress have  recently  challenged  these 
guarantees.  If  investors  begin  to  worry 
that  these  guarantees  won't  be  upheld, 
that  could  trigger  a  quick  rise  in  mort- 
gage rates,  which  would  undercut  the 
housing  market. 

Of  course,  the  pessimists  could  be 
wrong,  and  the  housing  market  could 
continue  to  sail  upward.  But  remember 
that  in  the  late  1990s,  few  people  ex- 
pected technology  stocks  to  go  bust. 
Now,  it's  housing  that  is  supposed  to 
be  a  no-lose  proposition.  As  the  old  say- 
ing goes:  "Fool  me  once,  shame  on  you. 
Fool  me  twice,  shame  on  me." 

By  Margaret  Popper  in  New  York, 
mth  William  C.  SymxjTids  in  Boston, 
Andrew  Park  in  Dallas,  Linda  Himel- 
stein  in  San  Mateo,  and  bureau  reports 
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THEY  CANT  BUILD  EM 
FAST  ENOUGH 


For  the  nation's  home  builders, 
what  a  difference  a  decade 
makes:  When  the  economy 
plunged  into  recession  in  1990,  much 
of  the  industry  was  caught  unpre- 
pared. Vast  holdings  in  raw  land  and 
unsold  houses  eventually  drove  many 
home  builders  into  bankruptcy.  Now 
fast  forward  to  the  present:  Despite 
a  recession,  many  builders  are  boast- 
ing record  profits,  lean  inventories, 
strong  balance  sheets,  and  hefty 
order  backlogs  that  portend  a  strong 
2002  as  well.  'The  best  is  yet  to 
come  for  us,"  says  Robert  I.  Toll, 
chief  executive  of  Toll  Brothers  Inc., 
a  Huntingdon  Valley  (Pa.)-based 
builder  which  on  Feb.  26  reported  an 
11%  rise  in  earnings  for  the  quarter 
ended  Jan.  31. 

If  the  economy  recovers  as  expect- 
ed, many  economists  are  predicting 
that  new-home  sales  could  ecUpse 
the  record  901,000  homes  sold  in 
2001.  Still,  all  troubling  signs  haven't 
disappeared.  Although  highly 
volatile,  the  monthly  new-home  sales 
figures  for  January  fell  14.8%.  That 
could  simply  reflect  a  statistical  fluke 
during  what  is  typically  one  of  the 
industry's  slowest  months.  Or  it 
could  portend  the  onset  of  a  cooHng- 
off  trend  in  the  market. 

Wall  Street  has  long  been  skeptical 
of  what  could  happen  when  the  hous- 


ing boom  slows.  The  publicly  traded 
builders  trade  on  average  at  just 
eight  times  their  projected  2002  earn- 
ings— about  the  level  where  they've 
been  for  the  past  three  years.  That's 
just  a  fraction  of  the  20  times  pro- 
jected 2002  earnings  that  Standard  & 
Poor's  500  companies  trade  for. 

Clearly,  it  wouldn't  take  much  to 
reverse  the  industry's  good  fortune. 
Some  developers  admit  that  back- 
logs— homes  secured  by  downpay- 
ments,  often  refundable,  of  as  little 
as  5% — may  not  be 
as  soUd  as  they 
seem.  "If  the  econo- 
my were  to  weaken, 
backlogs  could  dry 
up,"  admits  Stuart  A 
Miller,  chief  execu- 
tive of  Miami-based 
builder  Lennar 
Corp.,  which 
nonetheless  boasts 
nearly  $2  billion  in 
booked  orders. 

Still,  even  if  sales 
slow,  few  are  predict- 
ing the  kind  of  builder  bankruptcies 
associated  with  past  recessions.  Ana- 
lysts credit  a  combination  of  regula- 
tory and  zoning  trends  for  helping  to 
smooth  out  the  boom-and-bust  cycles 
long  associated  with  housing.  For 
one,  a  series  of  moves  during  the 


STILL  GOING  STRONG 


SALES  OF  NEWLY  CONSTRUCTED 
SINGLE-FAMILY  HOUSES 
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BLUE  SKIES:  New-home 
builders  are  boasting 
record  profits 

1990s  by  bank  regulators  to 
tighten  capital  standards  dis- 
couraged banks  from  financ- 
ing speculative  building. 
That  in  turn  has  prodded 
many  builders  to  break 
ground  only  after  they  have 
a  buyer  in  hand.  Tougher 
land-use  restrictions  in  many 
Sun  Belt  markets,  a  backlash 
to  the  sprawl  of  the  1990s, 
have  also  helped  serve  as  a 
brake  on  overbuilding. 

Structural  changes  in  the 
industry  have  also  helped.  A 
wave  of  industry  mergers 
has  given  larger  builders 
more  geographical  diversity 
and  the  financial  scale  to  tap 
the  cheaper  public  debt 
markets.  That  lessens  their  depend- 
ence on  more  costly — and  more 
fickle — bank  lending.  A  merger 
boom  has  also  given  many  builders 
more  purchasing  clout  with  suppli- 
ers. Bruce  Karatz,  chief  executive  of 
KB  Home,  whose  1999  acquisition  of 
San  Antonio-based  Rayco  made  it 
the  nation's  largest  builder,  notes 
that  the  resulting  increase  in  pur- 
chasing power  has  helped  KB  lower 
its  cost  of  construction  by  as  much 
as  $2,000  per  house. 

A  new  crop  of  executives  may  also 
be  showing  more  financial  sophistica- 
tion than  in  previous  recessions.  The 
industry's  debt-to-capital  ratio,  his- 
torically above  70%,  has  dropped  be- 
low 50%,  as  builders  who  once  stock- 
piled land  for  future  developments 
are  taking  cheaper  options  to  lock  up 
that  same  land.  The 
result:  Merrill  Lynch 
&  Co.  analyst  Joseph 
Sroka  estimates  that 
home  builders  are 
sitting  on  an  average 
four  months'  supply 
of  unsold  homes,  vs. 
a  seven-month  sup- 
ply in  1995  and  a 
nine-month  supply 
during  the  1990-1991 
recession.  That 
should  leave  them 
better  prepared  to 
weather  an  unexpected  drop  in  de- 
mand. "The  industry  has  been  un- 
characteristically disciplined,"  muses 
Miller.  The  infamous  boom-and-bust 
mentaUty  of  home  builders  may  now 
be  a  thing  of  the  past. 

By  Dean  Foust  in  Atlanta 
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ACCOUNTING 


THE  CFOs  WEIGH  IN 
ON  REFORM 

BusinessWeek''^  poll  uncovers  some  surprising  responses 


The  Enron  Corp.  debacle  may  for- 
ever change  the  way  Corporate 
America  deals  with  auditors,  reg- 
ulators, and  investors.  From  blue 
chips  like  General  Electric  Co.  and  IBM 
Corp.  to  tech  upstarts  like  PeopleSoft 
Inc.,  managers  have  been  scrambling 
to  improve  their  disclosure  and  ease 
investor  doubts.  Board  members,  fear- 
ful of  ending  up  under  the  same  glaring 
spotlight  as  Enron's  complacent  direc- 
tors, are  rethinking  the  ways  they 
work  with  auditors.  And  everyone  from 
Congress  and  the  Securities  &  Ex- 
change Commission  to  shareholder  ac- 
tivists and  the  nation's  big  accounting 
firms  are  debating  what  changes  are 
needed  to  restore  confidence  in  Corpo- 
rate America's  books. 

But  will  the  suggested  reforms — 
which  range  from  new  disciplinary 
boards  and  regular  rotations  for  auditors 
to  increased  disclosvu-e  and  stiffer  penal- 
ties for  financial  malfeasance — actually 
work?  And  what  do  the  financial  man- 
agers, who  will  have  to  put  any  changes 
into  place,  think  of  them?  To  find  out, 
BusiyiessWeek  teamed  up  with  Finan- 
cial Executives  International,  a  Morris- 
town  (N.J.)  professional  association, 
many  of  whose  members  are  CFOs,  con- 
trollers, and  treasurers.  FEI  sent  an  e- 
mail  survey  to  3,222  members  with  senior 
positions  in  corporate  finance  and  re- 


ceived 355  responses  during  the  week 
ended  Feb.  15. 

Like  many  Americans,  a  considerable 
number  of  respondents  from  the  corpo- 
rate finance  trenches  say  reforms  such 
as  separating  auditing  and  consulting 
are  overdue.  Although  they  pan  the  idea 
of  letting  stock  exchanges  appoint  audi- 
tors, they  echo  public  calls  for  more  dis- 
closure of  off-balance-sheet  debt.  By  a 
strong  majority,  respondents  say  it's 
time  to  get  tough  on  financial  miscre- 
ants— even  to  the  point  of  jailing  of- 
fenders. "Until  we  have  harsher  penal- 
ties, we're  going  to  continue  to  have 
problems,"  says  FEI  Chief  Executive 
Philip  B.  Livingston.  "There  has  to  be 
real  prosecution." 

The  FEI  scan  represents  a  fair  sample 
of  Corporate  America.  Some  299  work 
for  publicly  traded  companies,  and  29% 
hail  from  outfits  with  over  $1  billion  in 
annual  sales.  In  all,  105  of  the  respon- 
dents work  for  companies  in  the  Stan- 
dard &  Poor's  500. 

These  are  the  people  who  know  how 
Corporate  America  keeps  its  books  and 
how  it  works  with  its  accounting  firms. 
The  respondents  include  124  CFOs,  80 
executive  vice-presidents,  senior  vice- 
presidents,  or  vice-presidents  for  finance, 
and  95  controllers.  Managers  for  bank- 
ing and  financial-ser\aces  firms  make  up 
the  largest  set  of  respondents — just  un- 


HARSHER  PENALTIES-TO  START  WITH 

During  the  week  ended  Feb.  15,  BusinessWeek  and  Financial 
Executives  International— a  professional  organization  of  financial 
managers— surveyed  3,222  members  about  post-Enron  auditing 
reforms.  Some  355  responded.  Here  are  highlights  from  the  poll: 


der  10% — ^while  some  7%  work  in  t 
energy  and  utilities  sectors.  The  re 
work  in  more  than  40  other  Industrie 

So  what  did  the  poll  show?  Nearl 
half  the  managers,  166,  say  that  Enri 
is  not  an  isolated  situation.  It  is  mere' 
the  most  extreme  example  of  proble 
atic  financial  reporting,  some  manage 
suggest.  "I'm  sure  there  are  instances 
other  beha\ior  that,  while  not  ident 
cal,  are  parallel,"  frets  Douglas  J.  We 
more,  CFO  of  International  Flavors 
Fragrances  Inc.  That's  an  impressioi 
shared  by  investigators:  The  scand 
highlights  "a  number  of  problems  whic 
are  common  to  more  than  one  comp; 
ny,"  says  Senator  Carl  Levin  (D-Mich. 
who  chairs  a  subconmiittee  currentl 
investigating  Enron. 

What  safeguards  do  financial  execu 
tives  think  wiU  prevent  more  Enrons' 
Some  65%  believe  that  federal  legisla 
tion  barring  corporations  from  hirin| 
their  audit  firms  for  nonaudit  or  nontax 
related  consulting  work  is  a  good  idea 
Consulting  fees  raise  "the  potential  fo: 
impaired  independence,"  argues  Kat( 
Asbec,  Coming  Inc.  senior  vice-presi- 
dent and  controller.  Already,  the  re- 
striction has  been  voluntarily  acceptei 
by  Enron's  ex-auditor,  Arthur  Ander- 
sen, and  other  Big  Five  accounting 
firms.  Meanwhile,  biUs  proposed  by  Sen- 
ator Richard  J.  Durbin  (D-IU.)  and  Rep- 
resentative Michael  G.  Oxley  (R-Ohio) 


How  do  you  feel  about  these 
potential  reforms: 

►  Government-mandated  auditor  rotation? 


►  Legislation  or  regulation  barring  corpo- 
rations from  hiring  their  audit  firms  to  do 
nonaudit  and  nontax-related  consulting? 


would  halt  the  practice  of  consulting  for 
audit  clients. 

Many — although  hardly  aU — believe 
that  better  poUcing  of  auditors  should 
also  be  a  priority.  Some  55%  of  the  re- 
spondents say  it  would  help,  for  in-1 
stance,  to  set  up  a  new  regulatory  or- 
ganization. But  many  managers  would 
like  to  see  it  independent  of  the  Big 
Five  and  the  industry's  own  profession- 
al organization,  the  American  Institute 
of  Certified  Public  Accountants.  The 
AICPA  favors  a  disciplinary  board  with  a 
majority  of  public  members  that  would 
also  include  industry  representation. 

Given  how  career  prospects  in  the  in- 
dustry would  be  affected,  it's  surprising 
that  many  of  the  executives  say  they 
would  happily  eliminate  the  revolving 
door  between  auditing  firms  and  client 
companies.  "It  would  enhance  the  credi- 

►  Creation  of  a  new  regulator,  indepen 
of  the  Big  Five  and  the  AICPA,  to  overs 
audit  quality  assurance  and  discipline? 
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bility  of  the  profession,"  says  Stephen  E. 
Shelton,  vice-president  of  internal  audit 
for  Belo  Corp.  of  DaUas.  Some  58%  of 
the  FEI  managers  favor  imposing  a  two- 
to  five-year  waiting  period  during  which 
auditors  would  be  prohibited  from  mov- 
ing to  top  jobs  in  their  clients'  offices. 

That  support  seems  to  contradict 
many  of  the  respondents'  own  behav- 
ior: Just  over  one-third  had  been  part- 
ners or  senior  managers  in  major  ac- 
counting firms  themselves.  At  least  39 
had  moved  directly  from  such  posts  to 
become  controller  or  CFO  at  a  client. 
Plenty  of  the  managers  believe  the  pro- 


posed solution  could  create  problems  of 
its  own.  International  Flavors  CFO  Wet- 
more,  a  former  auditor  for  iff,  argues 
that  such  a  rule  would  unfairly  restrict  a 
company's  choices.  "If  I  walked  in  front 
of  a  bus,  maybe  the  person  most  suit- 
able and  knowledgeable  and  skilled  at 
this  point  [to  replace  me]  could  be  some- 
body from  our  audit  firm." 

Other  reforms  also  inspire  passion- 
ate nays.  Some  59%  of  responding  man- 
agers nix  the  idea  of  government-man- 
dated auditor  rotation,  which  would 
force  auditing  firms  to  change  clients 
every  few  years.  "It  has  more  curb  ap- 


Many  execs  want  to 
eliminate  the  revolving 
door  between 
auditing  firms  and 
client  companies 


peal  than  real  benefit,"  says  Allegheny 
Energy  Inc.  Controller  Thomas  J.  Kloc. 
Others  argue  that  such  a  measure  would 
mean  constantly  reeducating  new  audi- 
tors and  losing  a  great  deal  of  valuable 
experience.  "In  both  the  early  and  late 
years  of  a  firm's  rotation,  you  just  get 
poor  service,"  says  Ernst  &  Young  In- 
ternational CEO  James  S.  Turley. 

Nonetheless,  some  reforms  seem  to 
be  clear  winners.  Tougher  discipline  for 
officers,  directors,  and  auditors  who  se- 
riously fall  down  on  the  job  won  the 
backing  of  88%  of  the  managers. 
"When  you  willfully  mislead  the  public, 
there  should  be  stiff  penalties,"  de- 
clares Wisconsin  Energy  Corp.  Con- 
troller Stephen  P.  Dickson.  Says  Belo's 
Shelton:  "There  needs  to  be  account- 
ability." And  some  75%  support  mea- 
sures to  protect  whistle-blowers  like 
Enron's  Sherron  S.  Watkins. 

Perhaps  the  biggest  concern  of  many 
financial  execs  is  that  if  reforms  are 
too  rapidly  put  into  place,  they  could 
lead  to  changes  that  make  their  jobs 
tougher  instead  of  truly  improving  cor- 
porate reporting.  Bad  policy  could  wind 
up  "punishing  the  innocent"  by  over- 
burdening companies  with  too  much 
regulation,  argues  Allegheny  Energy's 
Kloc.  Adds  Intuit  Inc.  CFO  Greg  Santo- 
ra:  "None  of  the  proposals  feel  to  me 
like  they  solve  the  problem."  That  may 
be,  but  some  of  them  are  likely  to  be 
adopted  nonetheless. 

By  Joseph  Weber  in  Chicago,  loith 
Nanette  Byrnes  in  New  York  and  Mike 
McNamee,  Laura  Cohn,  and  Lorraine 
Woellert  in  Washington 
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For  full  poll  results,  go  to  the  Mar.  1 1  issue 
online  at  www.businessweek.com 


arsher  penalties  for  executives, 

ctors,  and  auditors  who  fail  to  properly 

harge  their  responsibilities? 


►  A  two-  to  five-year  waiting  period 
during  which  time  auditors  may  not  accept 
senior  positions  with  audit  clients? 


►  Increased  disclosure  of  the  major  risks 
and  assumptions  built  into  financial 
statements,  as  proposed  by  the  SEC? 
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REGULATION 


O'NEILL  HAS  THE  WHITE  HOUSE 
RUNNING  SCARED 

The  big  fear:  His  tough  talk  on  accountability  will  box  Bush  in 

As  the  famously  hands-on  CEO  of 
Alcoa  Inc.,  Treasury  Secretary 
Paul  H.  O'Neill  was  loath  to 
miss  a  stray  carpet  tack,  let  alone 
an  anomaly  in  his  company's  finan- 
cial data.  That's  why,  as  the  official 
charged  with  giving  President 
George  W.  Bush  a  report  in  the 
coming  weeks  on  Enron  Corp.'s  im- 
plications for  corporate  governance, 
O'Neill  is  talking  tough.  His  big 
idea:  requiring  CEOs  to  sign  a  finan- 
cial-health affirmation  statement 
that  would  make  them  more  liable 
for  Enron-style  misrepresentations, 
whether  intentional  or  not. 

O'Neill's  desire  to  increase  cor- 
porate accountability — outlined  in  a 
Feb.  12  interview  with  Business- 
Week and  touched  on  in  a  speech  to 
the  Economic  Club  of  Chicago  on 
Feb.  25 — is  music  to  shareholder 
advocates'  ears.  But  it  has  ignited  a 
furious  debate  inside  the  White 
House,  pitting  the  President's  more 
ideological  economic  advisers  against 
the  pragmatic  Treasury  chief. 

On  one  side  of  the  spat  is  the  plain- 
talking  O'Neill,  who  is  outraged  by  the 
insistence  of  Enron's  top  brass  that  they 
had  no  knowledge  of — and  no  responsi- 
bility for — the  financial  shenanigans  go- 
ing on  at  the  energy- trading  giant.  On 
the  other  is  White  House  economic  czar 
Lawrence  B.  Lindsey  and  Council  of 
Economic  Advisers  Chairman  R.  Glenn 
Hubbard,  who  fear  that  O'Neill's  efforts 
will  cause  untold  numbers  of  frivolous 
investor  lawsuits  against  "negligent" 


CEOS.  Indeed,  several  members  of  Team 
Bush  sport  an  ill-concealed  hatred  of 
trial  lawyers,  a  group  well-known  for 
bankrolling  Democrats. 

Another  big  concern  is  that  O'Neill's 
outspokenness  could  risk  boxing  Bush 
in.  Down  the  road,  that  could  make  it 
harder  for  him  to  spurn  the  Treasury 
chief's  plan  without  being  accused  of 
caving  in  to  CEO  big  shots. 

O'Neill's  forum  is  the  Administration's 
Working  Group  on  Financial  Markets,  a 


Tightening  the  Screws 

Here's  what  T^-easury  Secretary  O'Neill  is  considering  to  make 
company  directors  and  officers  more  accountable: 


LIABlUn 


Executives  who  negli- 
gently allow  investors  to 
be  misled  could  be  held 
responsible.  Currently, 
only  those  who  do  so 
intentionally  or 
recklessly  are  liable. 


INSURANCE 


Companies  would  no 
longer  be  able  to  fully  in- 
demnify directors  and  of- 
ficers against  fraud  law- 
suits. Execs  may  have  to 
cover  the  first  $1  million, 
or  a  year's  salary. 


CERTIFICATION 


CEOs  and  their  boards 
would  be  required  to 
certify  that  they  have 
told  investors  everything 
they  need  to  know  about 
a  company's  financial 
prospects. 


ONTHEAnACK 


Team  Bush  also 
worries  that 
Paul  O'Neill's 
reforms  will 
spur  litigation 


crisis-management  unit  formed  after  thi 
1987  stock  market  crash.  Besides  O'Neil 
the  current  group  comprises  Federal  Re 
serve  Chairman  Alan  Greenspan,  whi 
believes  the  Treasury  chief  is  heading  h 
the  right  direction;  Securities  &  Ex 
change  Commission  Chief  Harvey  L.  Pitt 
and  James  E.  Newsome,  head  of  th( 
Commodity  Futures  Trading  Commission 
In  a  sign  of  how  high  the  stakes  are 
both  Lindsey  and  Hubbard  are  sitting  ir 
on  the  panel's  deliberations.  Accordini 
to  Administration  sources,  Vice-Presi 
dent  Dick  Cheney,  the  official  widely 
credited  with  getting  O'Neill  his  job  at 
the  Treasury,  is  also  keeping  close  tab 
on  the  group's  doings. 

Much  of  what  the  working  group  wU 
propose  in  coming  weeks  will  be  rela- 
tively noncontroversial.  It  will  focus  on 
the  need  for  better  and  more  timely  re- 
lease of  a  company's  financial  vital  signs 
But  when  it  comes  to  addressing  a 
key  question  stem 
ming  from  the  En 
ron  collapse  and  i 
string  of  similar, 
accounting-driven 
crises — how  come 
top  company  ofBcials 
never  take  the  rap 
for  this  stuff? 
O'Neill  is  running 
into  a  political  roadblock.  In  his  inter- 
view with  BusinessWeek,  he  suggested 
that  corporate  CEOs  and  their  boards  be 
required  to  certify  that  they  have  told  in- 
vestors everything  they  need  to  know 
about  a  company's  financial  prospects. 
Asked  if  that  wouldn't  mean  that  corpo- 
rate execs  could  suddenly  find  themselves 
hit  by  legal  action,  O'Neill  replied:  "Not  if 
[they]  do  the  right  thing."  In  his  Chicago 
speech,  O'Neill  said  CEOs  should  be  held 
accoimtable  not  only  when  they  inten- 
tionally mislead  investors — ^the  legal  stan- 
dard for  taking  criminal  action  against 
them — ^but  also  if  they  fail  to  stop  corpo- 
rate wTongdoing  out  of  negligence. 

Lindsey  and  Hubbard  fear  that  low- 
ering the  standard  to  negligence  would 
be  a  legal  nightmare.  CEOs  and  CFOs 
would  be  vulnerable  to  lawsuits  when- 
ever disgruntled  investors  think  share 
prices  are  too  low  or  earnings  prospects 
change.  O'Neill  insists  that's  not  his  in- 
tention and  beUeves  that  problem  can 
be  avoided. 

The  upshot:  Some  of  O'Neill's  most 
controversial  recommendations  may  be 
watered  douTi  by  the  time  the  forum's 
report  hits  Bush's  desk.  In  the  mean- 
time, O'Neill  is  continuing  to  speak 
out — even  as  his  more  ideological  coun- 
terparts try  to  dilute  his  ideas. 

By  Rich  Miller  in  Washington 
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COMMENTARY 

By  Mike  France 


PUNISHMENT  FOR  CORPORATE  FRAUD?  HOW  RADICAL 


Executives  almost  never  go  to  jail 
for  cheating  shareholders.  That's 
not  news.  What  is  surprising  is 
how  rarely  they  face  financial  penal- 
ties. White-collar  wrongdoers  often 
manage  to  walk  away  from  corporate 
disasters  without  paying  a  dime. 

Treasury  Secretary  Paul  H. 
O'Neill  has  floated  some  surprisingly 
radical  proposals  to  redress  this 
problem  (page  32).  Among  other 
things,  he  wants  to  force  CEOs  to 
certify  the  accuracy  of  their  compa- 
nies' financial  statements,  make  it 
easier  for  the  government  to  punish 
executives,  and  reduce  the  ability  of 
officers  and  directors  to  insure  them- 
selves against  fi-aud  claims. 

Despite  pubhc  outrage  about  the 
collapse  of  Enron  Corp.,  these  ideas 
are  getting  a  mixed  reception.  Some, 
such  as  having  CEOs  vouch  for  their 
lOKs,  may  survive.  Others  are  al- 
ready all  but  dead.  One  of  the  casu- 
alties appears  to  be  the  notion  of 
giving  directors  and  officers  some  fi- 
nancial Uability  for  shareholder  fi-aud. 
Critics  warn  that  if  companies  can't 
fully  indemnify  executives  and  board 
members  from  financial  penalties, 
they  could  have  trouble  attracting 
candidates,  especially  in  industries 
prone  to  securities  litigation  such  as 
finance  and  technology.  "It's  a  crazy 
idea,"  says  B.  Kenneth  West,  a  cor- 
porate governance  consultant  for 
TIAA-CREF,  the  teacher's  pension  fund 
often  at  the  forefront  of  calls  for  in- 
creased management  accountability. 

While  the  concerns  are  vaUd,  the 
idea  of  limiting  corporate  indemnifi- 
cation would  have  one 
enormous  benefit:  It 
would  create  an  effec- 
tive disincentive  by 
making  executives  who 
mislead  shareholders  bear 
some  of  the  pain  caused  by 
their  misdeeds.  That's  all  too 
rarely  the  case  these  days.  And 
nothing  else  the  Bush  Admin- 
istration is  considering  will 
make  much  of  a  difference  if 
most  executives  can  count  on 
a  big  Director  &  Officer  in- 
surance policy  to  bail  them 
out  of  trouble. 

The  system  isn't  meant  to 
work  that  way.  Executives  at 
companies  suspected  of  en- 


gaging in  financial  shenanigans  are 
often  sued  by  the  Securities  &  Ex- 
change Commission  and  aggressive 
plaintiffs'  law  firms.  But  charges  of 
fraud  are  exceedingly  difficult  to 
prove.  That's  a  big  reason  why  the 
SEC  and  private  lawyers  often  settle. 
Without  a  finding  of  fraud,  however, 
the  D&o  pohcies  shield  executives 
from  any  financial  liabiUty.  So  most 
directors  and  officers  who  have  com- 
mitted financial  malfeasance  get  away 
essentially  scot-free  financially.  "It  is 
absolutely  necessary  to  find  some 
way  of  creating  a  sting  for  executives 
without  sending  them  to  jail,"  says 
Georgetown  University  securities 


Financial  penalties 

for  executives 

would,  at  least, 

spread  the  pain 


law  expert  Donald  C.  Langevoort. 

In  the  absence  of  any  real  prospect 
of  financial  loss,  much  less  time  be- 
hind bars,  executives  face  a  distorted 
set  of  incentives.  While  the  risk  of 
punishment  from  exaggerating  a  com- 
pany's performance  is  low,  the  reward 
can  be  tens  or  hundreds  of  millions  of 
dollars.  For  many  executives,  the 
math  couldn't  be  more  clear:  All  of  the 
benefits  of  cooking  the  books  are  pri- 
vate, while  the  costs  are  held  largely 
by  the  company  and  its  investors. 

To  be  sure,  threatening  executives 
with  unlimited  personal  liability  is  a 
bad  idea.  It  would  make  them  too 
cautious  and  discourage  many — ^par- 
ticularly tmiversity  professors,  com- 
munity representatives,  and  others  of 
more  modest  means — from  ever  serv- 
ing on  boards.  But  this  problem  might 
be  managed  by  limiting  the  liability 
to,  say,  one  or  two  years'  worth  of 
compensation.  The  key  would  be  in 
striking  the  right  balance.  "You  would 
want  to  increase  the  tension  to  the 
point  where  people  were  more  care- 
ful, but  not  so  much  that  it  would 
drive  away  every  candidate,"  says 
University  of  Texas  School  of  Law 
professor  Henry  T.  C.  Hu. 

Nobody  pretends  that  this 
would  be  easy.  Any  new 
laws  would  have  to  be 
crafted  to  prevent 
execs  from  side- 
stepping the  rules. 
They  would,  for  ex- 
ample, have  to  pre- 
vent them  from  buying 
their  own  private  insur- 
ance against  fraud  liabili- 
ty and  then  getting  their 
companies  to  compensate 
them  for  the  premiums. 
Closing  such  loopholes 
would  be  difficult,  if  not 
impossible.  But  it  is 
worth  the  effort  to  try. 
As  would  be  making  ex- 
ecutives face  direct  lia- 
bility for  shareholder 
fraud.  It's  a  worthy  al- 
ternative for  a  system 
in  need  of  serious 
reform. 


France  follows 
securities  law  from 
New  York. 
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INVESTIGATIONS 

THE  DREXEL 
CONNECTION 
AT  GLOBAL 

How  the  firm's  alumni  helped 
launch  the  telecom  startup 

A  swanky  office  in  Beverly  Hills,  brash 
investment  bankers  scoring  hundred- 
miUion-dollar  paydays,  a  spectacular 
collapse  ending  in  federal  investigations. 
The  belly  flop  of  Global  Crossing  Ltd. 
seems  remarkably  similar  to  the  saga  of 
Drexel  Bumham  Lambert  Inc.,  the  in- 
vestment bank  that  imploded  a  dozen 
years  ago.  In  fact,  it  may  be  more  than 
coincidence.  At  least  five  key  players  in 
the  startup  of  Global  Crossing  were 
prominent  executives  at  Drexel. 

Gary  Winnick,  Global  Crossing's 
founder  and  chairman,  ran  Drexel's  con- 
vertible bond  desk  in  the  early  1980s 
and  sat  just  a  few  feet  from  junk-bond 
king  Michael  R.  Milken.  Less  weU-knowTi 
are  four  of  Winnick's  Drexel  colleagues, 
now  at  Toronto-based  Canadian  Imperial 
Bank  of  Commerce  (CIBC),  which  provid- 
ed a  healthy  chimk  of  Global  Crossing's 
initial  capital.  Because  of  its  investment, 
CIBC,  one  of  Canada's  five  largest  banks, 
has  realized  more  than  $L3  billion  in 
profits  from  Global. 

Even  as  other  shareholders  have 
watched  the  stock  sink  to  pennies  a 
share,  CIBC  continues  to  coin  money — 
$200  million  in  profits  in  the  past  three 
months,  thanks  to  shrewd  financial  ma- 

CIBC,  GLOBAL  CROSSING, 
AND  DREXEL 
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MARCH,  1997 

Gary  Winnick,  a  former 
Drexel  exec,  and  CIBC 
are  brought  together  by 
Bruce  Raben,  a  dealmaker 
for  the  bank  in  L.A.  who 
also  worked  for  Drexel. 
CIBC  pays  $41  million 
for  a  25%  stake  in  Global. 

AUGUST,  1998 

Global  sells  stock  to  the 
public,  valuing  CIBC's 
stake  at  $926  million.  Of 
the  19-member  board,  3 
out  of  5  CIBC  seats  are 
filled  by  Drexel  alums. 


JUNE,  2000 

All  CIBC  directors  have 
resigned. 

OCTOBER,  2000 

CIBC  hedges  on  Global; 
locks  in  gains  of  about  $800 
million. 

FEBRUARY,  2002 

To  date,  CIBC  has  sold 
$1.3  billion  worth  of  Global 
shares.  It  has  locked  in 
profits  on  an  additional 
$300  million,  yet  to  be  re- 
alized. Write-offs  on  loans 
and  preferred  shares  may 
hit  $242  million,  however. 


neuvering.  'This  isn't  about  hedging,  it's 

about  insider  trading Over  a  period  of 

five  years  [they  were]  impeccable  in  their 
timing,"  says  Jay  Province,  who  owns 
35,000  shares  and  founded  a  Web  site 
for  Global  Crossing  investors.  A 
spokesman  says  CIBC  had  no  knowledge 
that  Global's  business  was  souring.  He 
adds  that  the  bank  always  regards  such 
investments  as  short-term. 

But  ciBC's  ties  to  Global  may  be  more 
complex  than  a  short-term  investment. 
CIBC  has  a  banking  relationship  with 
Hutchison  Whampoa  Ltd.,  the  Hong 
Kong  conglomerate  that,  in  partnership 
with  another  company,  has  offered  to 
buy  Global's  assets  out  of  bankruptcy. 
Hutchison  Chairman  Li  Ka-shing  is  one 
of  ciBC's  largest  individual  shareholders. 
ciBC's  role  in  Global  Crossing,  the 
fourth-largest  bankruptcy  in  U.S.  his- 
tory, begins  \\'ith  Bruce  Raben,  a  former 
Drexel  dealmaker  who  joined  CIBC  in 
Los  Angeles.  In  late  1996,  after  Winnick 
came  to  him  with  a  plan  to  lay  fiber-op- 
tic cable  under  the  Atlantic,  Raben  took 
the  idea  to  his  colleagues 
in  New  York. 

Dean  C.  Kehler,  Andrew 

R.    Heyer,    and    Jay    R. 

Bloom,  who  ran  ciBC's 
high-yield  bond  depart- 
ment, had  all  w^orked  xm- 
der  Drexel  dealmaker 
Leon  D.  Black.  Kehler  and 
Bloom  helped  finance  many 
of  the  high-profile  buyouts 
of  the  1980s,  including  rjr 
Nabisco.  Heyer  bankrolled 
takeover  artists  Uke  Saul 
R  Steinberg.  Under  the  di- 
rection of  this  group,  CIBC 
in  March,  1997,  ponied  up 
$41  million  for  a  25%  stake 
in  Global  Crossing.  Fifteen 
months  later  when  Global 
Crossing  sold  stock  to  the 
public,  that  stake  was 
worth  $926  million.  ciBC 


CIBC 


BIG  BACKER:  The  old  and  new  offices 
of  the  Canadian  Imperial  Bank  of 
Commerce,  which  got  behind  Winnici 


served  as  an  imderwTiter  for  the  initio 
offering,  earning  $20  million  in  fees  fo 
that  and  other  Global  Crossing  work,  ac 
cording  to  Thomson  Financial.  CIBC  als 
received  $12  million  in  stock  from  a  con 
suiting  contract  with  Global. 

According  to  sources  famihar  witl 
ciBC's  investment,  Kehler,  Heyer,  anc 
Bloom  invested  the  bank's  money  througl 
a  partnership  that  allowed  them  to  keej 
18%  of  the  profits  from  the  deal.  In 
March,  2000,  fiMng  with  the  Securities  & 
Exchange  Commission,  Kehler  and  Bloorr 
claimed  voting  control  of  11.4  millior 
Global  Crossing  shares  worth  $680  million 
Both  Kehler  and  Bloom,  as  well  as  Raben 
and  two  other  CIBC  colleagues,  served  on 
the  Global  board  at  various  times  fi*om 
August,  1998,  to  June,  2000.  A  bank's 
spokesman  confirmed  that  the  group  has 
disposed  of  many  of  their  shares.  Kehler 
declined  to  comment.  The  others  did  not 
respond  to  a  request  for  comment. 

As  Global  Crossing  stock  climbed  in 
1999  and  2000,  CIBC  was  a  steady  seller. 
In  October,  2000,  it  announced  that  it 
had  hedged  the  bulk  of  its  remaining 
holdings  with  other  parties,  ensuring  that 
CIBC  would  get  no  less  than  $20  per 
share.  The  bank  still  has  unrealized  gains 
of  $300  million  on  that  position. 

In  late  January,  however,  CIBC  an- 
nounced that  it  may  have  to  write  off 
$242  million  in  Global  Crossing  loans  and 
preferred  stock  that  it  had  not  hedged. 
But  as  any  ex-Drexel  alum  might  tell 
you,  that's  chump  change  compared  with 
the  killing  the  bank  made. 

By  Christopfier  Palmeri  in  Los  Ange- 
les, with  Mark  Clifford  in  Hong  Kotig 
and  Mike  McNamee  in  Washinglmi 
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The  hp  omnibook. 

Fully  loaded, 

yet  totally  mobile. 


'^  For  a  limited  time,  get  an  HP  Omnibook  at  a  price 
that's  ready  to  move.  The  Omnibook  is  fast  and  powerful, 
featuring  a  Mobile  Intel*  Pentium®  III  processor  -  M. 
And  Omnibook  is  your  best  value  in  notebooks,  v^ith 
a  large,  clear  display  and  a  powerful  battery  that 
allows  you  to  cruise  for  up  to  four  hours  without 
recharging.  But  if  you  want  an  Omnibook  at  this 
incredibly  low  price,  don't  delay  -  they're  going  fast. 


tip  omnibook  xe3  -  Mobile  Intel*  Pentium^  III 
^^rocessor  -  M  1 .06GHz,  1 4-inch  XGA  TFT  display,  i 
Hi  2MB  SDRAM,  20GB  HDD,  8x  Max-speed  DVD-  | 
^■OM,  Microsoft*  Windows*  XP  Professional  edition.  ^ 
^■Aicrosoft*  Windows*  2000  recovery  CD  included^J 

H^  F3467JT     1/3W 


You  save  $100 


L^ei 


n  V  e  n  t 


® 


ip  omnibook  xt6050  -  Mobile  Intel*  Pentium*  III 
processor  -  M  1 .06GHz;  1 4-inch  XGA  TFT  display, 
i56MB  SDRAM,  30GB  HDD,  8x  Mox-speed  DVD-     « 
^OM,  Microsoft*  Windows*  XP  Professional  edition. 
\icrosoft*  Windows*  2000  recovery  CD  included. 

I/O  W  You  save  $loW 


F4511JT 


HP  PCs  use  genuine  Microsoft  Windows 
www.microsoft.com/piracy/hov/totell 


Register  to  ^n 

an  HP  Jornada  Pocket  PC. 

Visit  www.hp.com/go/bizsku57 


Hurry,  offer  ends  soon. 


Save  now!  Call  1.800.256.5346,  contact  your  local  reseller,  or  visit  www.hp.com/go/bizsku57 

Price  is  estimated  street  price.  Actual  price  may  vary.  Photographs  moy  not  accurately  represent  exact  configurations  priced.  Offer  good  only  in  the  U.S.  Offer  expires  April  30,  2002. 
Intel,  Intel  Inside,  the  Intel  Inside  logo,  Pentium  and  Celeron  are  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Microsoft  and 
Windows  are  either  registered  trodemorks  or  trademarks  of  the  Microsoft  Corporation  in  the  United  States  and  other  countries.  ©2002  Hewlett-Packard  Company.  All  rights  reserved. 
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ANTITRUST 


BILL  ISN'T 
HOME  FREE 
JUST  YET 

Will  recent  allegations  alter 
Microsoft's  deal  with  Justice? 

Is  Mierosofr  Corp.  up  to  its  old  bare- 
knuckled  tactics?  That's  the  allega- 
tion being  made  by  once-reticent  com- 
panies now  trying  to  scuttle  a  proposed 
settlement  between  the  software  giant 
and  the  U.S.  Justice  Dept.  With  hear- 
ings on  the  proposed  deal  slated  for 
Mar.  6,  companies  such  as  Sony,  Palm, 
and  SBC  Communications  charge  that 
Microsoft  is  still  bullying  its  rivals  and 
trying  to  leverage  its  desktop  monopoly 
into  new  areas  as  diverse  as  handheld 
software  and  Internet  telephony. 

The  companies  are  already  having  an 
impact.  Microsoft  and  Justice  have  agreed 
to  "clarifications"  to  their  pact  that  v^dll 
require  Microsoft  to  better  interconnect 
its  software  with  other  companies'  pro- 


grams. Now  the  new 
complaints  aim  to  con- 
vince Judge  Colleen 
Kollar-Kotelly  to 
do  more  than 
strengthen  the 
settlement  to 
remedy  Mi- 
crosoft's past  mo- 
nopolistic behavior. 
They  also  seek  to 
prevent  Microsoft 
from  continuing  to  use 
its  power  to  gain  unfair 
advantages  in  new  markets. 
The  companies  certainly 
have  compelling  stories  to 
tell.  Handheld-device  maker 
Palm  Inc.,  for  instance, 
^"^  has  been  fighting  for  18 
months  to  have  Microsoft 
include  tools  to  create 
Palm  programs  in  Visual 
Studio.NET,  Microsoft's  just- 
released  package  for  soft- 
ware applications  develop- 
ers. If  Palm  is  shut  out  of 
Visual  Studio,  independent 
developers  specializing  in  handheld  de- 
vice applications  could  churn  out  loads 
of  nifty  new  networked  products  for 
Microsoft's  PocketPC  while  Palm  would 
be  left  high  and  dry.  That  would  give 
PocketPCs  a  big  competitive  advantage 
over  handhelds  using  the  Palm  operat- 
ing system. 

Palm  says  the  giant  has  fought  it  at 
every  turn.  First,  say  execs  at  Santa 
Clara  (Calif.)-based  Palm,  in  the  sum- 
mer of  2000  Mi- 


eral  high-end  PC  models,  says  Microso: 
is  using  the  proposed  settlement  as  a 
excuse  to  force  PC  makers  to  accept  m 
favorable  Windows  licensing  deals.  SB 
Communications  Inc.  accuses  Microsof 
of  trying  to  dominate  the  Internet  tele 
phony  business  by  embedding  key  soft 
ware  into  Windows  XP. 

But  Palm's  complaints  may  have  th 
biggest  impact.  Besides  opposing  th 
settlement,    the    company    has    als 
agreed  to  be  a  witness  for  nine  state 
proposing  much  tougher  penalties  i 
hearings  beginning  on  Mar.  11.  Chie 
Competitive  Officer  Michael  Mace  wi' 
argue  that  even  prior  to  the  problem 
vdth  Visual  Studio,  Palm  was  deniec 
information    needed    to    connect    it 
equipment  with  Microsoft's  desktoj 
programs.  Mace  says  he's  troubled  b} 
the  forces  Microsoft  is  "aligning  againsi 
us,"  adding,  "we  just  want  a  level  play- 
ing field." 

Microsoft,  for  its  part,  denies  it  hat 
done  anything  vvrong.  Officials  say  they 
made  an  offer  allowing  Palm  to  write 
programs  for  Visual  Studio  in  January 
and  have  yet  to  hear  back.  More  broad 
ly,  Microsoft  argues  that  none  of  the  is 
sues  raised  by  Pahn  relate  to  the  find 
ings  against  it  in  the  current  case  and 
therefore  shouldn't  play  into  the  remedy. 
"These  issues  don't  have  anything  to 
do    with    the    case,"    says    company 
spokesman  Vivek  Varma. 

Judge  Kollar-Kotelly's  reaction  to 
Palm's  arguments  may  indicate  what 
she  thinks  of  the  entire  case.  If  she 
agrees  that  Microsoft's  behaAior  in  hand- 


crosoft  didn't  re- 
turn their  calls 
concerning  Visual 
Studio.  Then,  they 
say,  Microsoft 
claimed  that  it 
didn't  have  the  re- 
sources to  accom- 
modate Palm.  As 
the  months  wore 
on,  Palm  execu- 
tives grew  more 
concerned.  They 
worried  that  Palm 
could  suffer  the 
same     fate     as 


Netscape  Commu- 
nications or  Microsoft's  desktop-soft- 
ware competitors.  "Ultimately,  Mi- 
crosoft's behavior  would  have 
eliminated  Palm  as  a  competitive  plat- 
form," Palm's  lawyers  complained  in  a 
Jan.  2S,  2002,  memo  to  the  Justice 
Dept.  opposing  the  settlement. 

Other  companies  have  similar  com- 
plaints. Sony  Corp.,  which  makes  sev- 


NEW  aUESTIONS  ABOUT  MICROSOR 

With  its  landmark  antitrust  case  set  for  another  round  of 
hearings,  some  rivals  fear  the  proposed  Justice  Dept.  set- 
tlement wont  constrain  the  software  giant 

PALM  contends  it  has  been  denied  technical  informa- 
tion needed  to  develop  software  and  make  its  devices 
function  smoothly  with  Windows.  That  could  give  an 
edge  to  handhelds  using  Microsoft's  software. 

SONY  argues  that  Microsoft  is  using  its  settlement  with 
the  Justice  Dept.  as  leverage  against  PC  makers,  forcing 
them  to  accept  unfavorable  licensing  deals. 

SBC  charges  that  Microsoft  will  leverage  its  operating- 
system  monopoly  to  dominate  phone  service  on  the  Net. 


helds  is  a  recurrence  of  the  monopolistic 
behavior  it  displayed  in  desktops,  she 
might  side  with  the  states  or  tell  Justice 
to  renegotiate  its  deal.  Were  that  to 
happen,  Microsoft  would  soon  be  the 
one  complaining. 

By  Dan  Carney  in  Washington,  with 
Cliff  Edwards  in  San  Mateo,  Calif, 
and  Jay  Greene  in  Seattle 
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The  hp  PC. 

Filled  to  the  rim 

^th  manageability. 


For  a  limited  time,  get  an  HP  e-PC  or  Vectro  desktop 
computer  at  a  refreshing  price.  Easy  to  manage  and 
support,  HP  business  PCs  have  a  lower  total  cost  of 
ownership  than  many  other  computers.  And  the  Intel^ 
Pentium*  4  processor  and  128MB  of  SDRAM  give  you 
the  power  and  performance  you  demand.  But  if  you 
want  a  smart,  powerful  HP  PC  at  a  great  price,  don't 
delay  -  this  is  one  of  HP's  hottest  deals  ever. 


# 


hp  e-pc  -  Intel*  Pentium*  4  processor  1.7GHz, 
128MB  SDRAM,  20GB  IDE  HDD,  24x  Max-speed 
slim  CD-ROM,  Integrated  ATI  Rage  Pro  128  (16MB), 
Microsoft®  Windows®  XP  Professional  edition  + 


Wind 


ows 


2000 


A7652T 


«979 


m 


t^^ 
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hp  vectra   vl420  -  Intel*  Pentium®  4 
processor  1.8GHz,  256MB  SDRAM,  20GB  Ultra 
ATA/ 100  HDD,  48x  Max-speed  CD-ROM,  ATI  Rage 
128  ULTRA  (32MB),  Microsoft*  Windows*  XP 
Professional  edition  -^  Windows*  2000 


I 


A8386T 


^  1099. 


HP  PCs  use  genuine  Microsoft  Windows 
www.microsoft.com/piracy/howtotell 


Register  to  ^n 

an  HP  Jornada  Pocket  PC. 

Visit  ww^.hp.com/go/bixsku57 


Hurry,  offer  ends  soon. 


Save  now!  Call  1.800.256.5346,  contact  your  local  reseller,  or  visit  www.hp.com/go/bizsku57 
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TECHNOLOGY 


HIGH  TECH  COMES 
INCHING  BACK 

But  big  corporate  customers  aren't  opening  their  wallets  yet 

Is  the  tech  wreck 
over?  Evidence  of 
a  technology-sec- 
tor recovery  from 
the  worst  downturn 
in  history  is  starting 
to  trickle  in.  On 
Feb.  27,  Federal  Re- 
serve Chairman  Alan 
Greenspan  told  Con- 
gress that  expendi- 
tures on  computers 
hit  double-digit  gains 
in  the  final  quarter 
of  2001.  Durable 
goods  orders  jumped 
in  January.  And 
James  C.  Morgan, 
chief  executive  of 
Applied  Materials 
Inc.,  says  the  bell- 
wether semiconduc- 
tor equipment  industry  is  finally  begin- 
ning to  show  signs  of  life  as  factories 
begin  to  chum  out  more  chips  for  every- 
thing from  PCS  to  cellular  phones  to  In- 
ternet routers.  "The  industry  is  begin- 
ning to  make  progress,"  Morgan  says. 

Slowly,   that   is.   According  to   the 
durable  goods  report  fit)m  the  Commerce 
Dept.,  orders  picked  up  for  computer 
chips,  PCs,  and  communications  equip- 
ment— the  first  time  all  three  sectors 
have  seen  upticks  since  November  2000. 
In  January,  orders  for 
computer    gear    rose 
4.8%,    semiconductors 
jumped  142%,  and  com- 
mimications  picked  up 
4.9%.  "Obviously,  we're 
seeing  a  quicker  re- 
bound than  expected  in 
telecom  and  tech,"  says 
David  A.  Wyss,  senior 
economist  at  Standard 
&   Poor's  Corp.  "The 
leading   edge    is    con- 
sumer computer  pur- 
chases." Prices  for  su- 
perfast  PCs  have  fallen 
below  $1,000  on  aver- 
age, prompting  consumers  to  buy,  says 
Wyss.  And  some  of  the  heavy-duty  com- 
puters that  many  corporations  bought  in 
1998-99  in  anticipation  of  a  Y2K  disaster 
are  starting  to  feel  rickety  and  need  re- 


IS  TECH  TURNING? 
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placing.  Also  contributing  to    IN  THE  FAB:  High-power,  low- 
the  uptick  is  one-time  re-   cost  chips  for  wireless 
placements  of  depleted  in-  devices  are  high  on  agendas 
ventories  and  purchases  of 
new  equipment — ^although  analysts  point 
out  that  those  orders  could  quickly  evap- 
orate if  the  economy  doesn't  pick  up. 

The  biggest  surprise  is  the  order  im- 
provement in  the  beleaguered  communi- 
cations-gear sector.  "It's  positive,  but  it's 
still  too  early  to  call  a  bottom  [in  tele- 
com]," says  James  Glen,  a  telecom  econ- 
omist   at    researcher 

Economy.com  Inc.  He 

says  a  turnaround  in 

telecom  will  be  under 

way  when  the  ratio  of 

communications    gear 

orders  to  shipments — 

the  so-called  book-to-bill 

ratio — rises   above    1. 

That    ratio   was    only 

0.97  in  January,  indicat- 
ing the  market  is  still 

weak.  But  it's  up  from 

0.91  in  December  and 

0.95  in  November.  "If 

aU  goes  well  with  the 

economy,  we'll  see  an 
upturn  in  telecom  spending  at  the  end  of 
this  year,"  Glen  says. 

That  would  be  good  news  for  the  econ- 
omy. Telecom  has  been  a  big  driver  of 


all  economy.  During  2000,  telecom 
counted  for  12%  of  all  business  spendini 
on  equipment  and  software,  according 
the  Commerce  Dept.  Sim  Microsyste: 
Inc.,  for  example,  derived  36%  of  its  rev] 
enue  fi"om  telecom  in  fiscal  2000,  accord 
ing  to  Sanford  C.  Bernstein  &  Co. 

Nevertheless,  tech  execs  aren't  read 
to  celebrate.  Craig  R.  Barrett,  chief  ex 
ecutive  officer  of  chipmaker  Intel  Coi-p. 
said  on  Feb.  25  at  tht 
company's  U.S.  de 
velopers  conference 
that  he's  not  counting 
on  tech  to  be  out  ol 
its  sickbed  for  some 
time.  Barrett's  cau 
tious  view  no  doubt 
reflects  the  fact  that 
many  tech  CEOs  were 
burned  by  their  over- 
ly optimistic  sales 
projections  when  the 
downturn  began. 
They're  also  worried 
because  corporate 
customers  have  yet  to 
open  their  wallets 
^\•ide.  Corporate  cus- 
tomers account  for 
84%of  U.S.  technolo- 
gy purchases  and 
"enterprise  spending 
has  not  picked  up," 
says  Steven  Miluno- 
vich,  chief  technology 
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^ncfS  FOR  COMPUTERS, 
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growth  for  the  tech  sector  and  the  over- 


strategist  at  Merrill  Lynch  &  Co. 

Even  successful  Dell  Computer  Corp.  fe 
is  subdued.  Despite  its  market  share  ' 
gains,  CEO  Michael  S.  Dell  believes  a 
slow  recovery  in  PC  demand  is  on  tap. 
So  the  company  is  undertaking  a  new 
roimd  of  cost  reductions,  which  could 
include  consolidating  call  centers  and 
factories.  "I  don't  expect  the  economy  is 
going  to  come  roaring  back  in  one  quar- 
ter," says  Dell. 

Still,  after  ruthlessly  slashing  jobs  and 
excess  inventory,  semiconductor  compa- 
nies, PC  and  server  makers  are  hoping  for 
better  days.  Many  are  replacing  depleted 
inventories  and  switching  to  new  manu- 
facturing technologies.  Companies  such 
as  Sim,  Sony,  and  IBM  are  rolling  out 
new  products  this  year  to  entice  corpo- 
rate buyers.  High-powered,  low-cost  chips 
for  notebook  PCs,  handhelds,  and  other 
wireless  devices  are  high  on  the  agenda, 
as  is  software  that  helps  with  revenue- 
management  and  supply-chain  efficiency. 

So  what  should  investors  think?  The 
good  news  is  that  orders  are  up.  The 
bad  news  is  that  any  return  to  the  olden 
days  of  exuberance  are  a  ways  off. 

By  Cliff  Edwards  in  San  Mateo, 
Calif.,  with  Andrew  Park  in  Dallas 
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A  PERSPECTIVE  ON  GLOBAL  INVESTING 


\f  YOU'RE  SEARCHING 
POR  BARGAINS,  IT  PAYS  TO 
"^KMOW  WHERE  TO  LOOK 


When  you  realize  that  95%  of  the 
world's  population  and  almost 
half  of  the  world's  investment 
opportunities  reside  overseas, 
you  gain  a  perspective  on  what 
global  investing  con  do  for  your 
portfolio.  Our  analysts  search  the 
world  for  stocks  that  we  believe 
are  priced  low  relative  to  their 


To  uncover  hidden  investment  opportunities, 
you  must  often  travel  the  globe. 


by  swings  in  the  market,  they 
generally  have  performed  well 
over  the  long  term.  For  example, 
the  Templeton  Growth  Fund 
received  a  5 -Star  Overall 

TM 

Morningstar  Rating      by 
Morningstor,  Inc.,  against  a  uni- 
verse of  1,376,  912  and  171 
international  equity  funds  for 


Templeton  Growth  Fundi    Morningstar  Ratings'  i/3i/02^ 


*••*• 


THREE  YEAR 


•  **• 


FIVE  YEAR 
•  *•• 


TEN  YEAR 


•  •*•* 


true  worth.  Then  we  subject  them  to  demanding 
research,  separating  actual  bargains  from  merely 
"cheap"  stocks. 

The  result:  Although  the  recent  performance  of 
some  Templeton  global  funds,  including  the 
Templeton  Growth  Fund,  has  been  adversely  affected 


the  3-,  5-  and  1 0-year  periods  respectively,  ended 
1/31/02.*  Of  course,  past  performance  does  not  guar- 
antee future  results. 

To  gain  further  perspective,  mail  in  the  postage-paid 
card,  call  1-800-FRANKLIN  Ext.  T478  or  visit  our 
website  at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE™  > 


Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Par1<way,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales  charges,  expenses 
and  risks.  Please  read  it  carefully  tiefore  you  invest  or  send  money.  Foreign  investing  involves  special  risks  including  cun-ency  fluctuations  and  political  uncertainty. 
tSource:  MORNINBSIUfl  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  perfonnance  as  of  1/31/02.  The  ratings  are  subject  to  change  every  month.  Past  perfomiance  does  not  guar- 
antee future  results.  Morningstar  ratings  are  calculated  from  ttie  fund's  three-,  five-  and  ten-year  average  annual  retums  in  excess  of  90-day  Treasury  bill  retums  with  appropriate  fee  adjustments 
and  a  risk  factor  that  reflects  fund  perfonnance  below  90-day  T-bill  retums.  Ttie  top  1 0%  of  the  funds  in  a  broad  asset  class  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3 
stars,  ttie  next  22.5%  receive  2  stars  and  the  bottom  1 0%  receive  1  star  Morningstar  does  not  guarantee  the  accuracy  of  this  infonnation.  Ratings  are  for  Class  A  shares  only;  other  classes  may  vary. 
For  more  cun-ent  performance  information,  please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  bwk3/02 


In  Business  This  Week 


EDITED  BY  MONICA  ROMAN 


HEWLEn-PAGKARD: 
DOWN  TO  THE  WIRE 

HEWLETT-PACKARD  CEO  CARLY 

Fiorina  has  gained  momen- 
tum for  HP's  $22  billion  bid 
to  buy  Compaq  Computer, 
but  will  it  be  enough  to 
overcome  the  proxy  fight  be- 
ing waged  by  dissident  board 
member  Walter  Hewlett? 
While  large  firms  such  as 
Putnam  Investments  and  Al- 
liance Capital  will  vote  for 
the  deal,  at  least  seven 
stockholders  representing  3% 
of  HP's  shares  expect  to  vote 
no  on  Mar.  19.  Among  them: 
Brandes  Investments  and 
Fifth  Third  Bank.  Opponents 
of  the  deal  say  buying  the 
world's  biggest  PC  maker 
would  dilute  the  value  of 
HP's  profitable  printer  busi- 
ness. And  while  Fiorina  has 
won  some  key  supporters, 
others  seem  beyond  the 
reach  of  any  sales  pitch.  The 
reason:  HP's  repeated  failure 
to  fix  its  ailing  computing 
business  makes  many  in- 
vestors dubious  that  man- 


CLOSING    BELL 


SECOND  CHANCE 

ImClone  Systems  shares 
climbed  32%,  to  $20.53,  on 
Feb.  27  after  a  meeting  with 
the  Food  &  Drug  Administra- 
tion. ImClone  learned  it  could 
resubmit  the  rejected  applica- 
tion for  its  Erbitux  cancer  drug 
using  existing  data,  avoiding 
lengthy  and  costly  new  trials. 
The  drug  could  reach  the  mar- 
ket by  mid-2003  (page  62). 
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agement  can  make  the  merg- 
er work. 


ENERGY  PAPERS: 
OUT  IN  THE  OPEN? 

ON    FEB.    27,     U.S.     DISTRICT 

Judge  Gladys  Kessler  notified 
the  Natural  Resources  De- 
fense Council  that  she  or- 
dered the  Energy  Dept.  to 
turn  over  documents  relating 
to  the  formulation  of  the 
Bush  Administration's  ener- 
gy poUcy.  By  Mar.  25,  Kessler 
said,  the  government  must  re- 
lease to  the  NRDC  the  "vast 
majority"  of  documents  about 
meetings  held  by  White 
House  officials  while  they 
were  drafting  energy  policy. 
After  the  Administration  re- 
buffed attempts  by  the  NRDC 
to  get  such  documents  last 
April,  the  NRDC  sued  under 
the  Freedom  of  Information 
Act.  The  ruMng  couldn't  come 
at  a  worse  time.  On  Feb.  22, 
the  General  Accounting  Of- 
fice sued  the  White  House  for 
meetings  records  relating  to 
the  national  energy  policy. 

BANKRUPTCY 
AT  WILLIAMS? 

IN     A    REVERSAL,     WILLIAMS 

Communications  said  on  Feb. 
25  that  it  may  file  for  Chapter 
11  protection  as  part  of  a  re- 
structuring plan  that  it  had 
earlier  said  would  not  include 
bankruptcy  or  shareholder  di- 
lution. The  Tulsa  network  op- 
erator has  total  debt  of  $5.2 
billion,  including  $2.4  billion  in 
bonds.  If  bankruptcy  indeed 
takes  place,  one  analyst  fig- 
ures the  stockholders  would 
be  wiped  out.  Bondholders 
would  Ukely  end  up  viith  no 
more  than  5<2  in  cash  and  15<Z 
in  recapitalized  stock  for  every 
dollar.  A  bankruptcy  would 
also  have  reverberations  for 
WiUiams  Communications'  for- 
mer parent,  Williams  Cos.  The 
energy  concern  would  be  on 
the  hook  for  some  $2.2  billion 
in  debt  it  guaranteed  for 
Williams  Communications. 


HEADLINER:   KENT   KRESA 


NORTHROrS  SHOPAHOLIC 


TIRED  OF  REJECTION,  KENT 

Kresa  quit  professional 
acting  in  his  teens  to  at- 
tend Massachusetts 
Institute  of  Tech- 
nology. Today,  the 
63-year  old 
Northrop  Grum- 
man chairman 
isn't  waiting 
around  for  rejec- 
tion. He  has 
launched  a  $5.9  bil- 
lion offer  to  buy  trw 
and  hired  proxy  outfit 
D.  F.  King  in  case  he  needs 
to  wage  a  hostile  battle. 
Kresa  wants  trw's  missile- 
defense  and  military  satel- 
lite business,  which  he  says 
fits  well  with  Northrop's 
military  space  business. 
But  he  has  little  interest  in 
trw's  lower-growth  auto- 
parts  business,  which  pro- 


vides 60%  of  its  $16  billion 
in  sales;  he  has  already 
sounded  out  potential  buy- 
ers. The  TRW  deal 
would  be  Kresa's 
third  major  acqui- 
sition in  the  past 
year,  including 
the  $5.1  billion 
purchase  of  Lit- 
ton Industries. 
With  possible  bids 
coming  from  Lock- 
heed Martin  or  other 
suitors,  though,  success 
isn't  certain.  TRW  says  it 
will  consider  the  Northrop 
bid  "promptly  and  in  an  or- 
derly manner"  but  will 
miss  Kresa's  Feb.  27  dead- 
line. If  he  wants  to  avoid 
rejection  again,  the  one- 
time child  actor  may  be 
forced  into  the  role  of  a 
hostile  bidder.  Ron  Grover 


CMS  UNINTENDED 
ACCELERATION 

GENERAL   MOTORS   LURED   SO 

many  new-car  buyers  late 
last  year  with  0%  financing 
that  forecasters  were  con- 
vinced that  GM  and  rivals 
who  offered  similar  deals 
were  pulling  sales  from  2002 
into  2001.  Industry  forecast- 
ers thought  that  sales  this 
year  would  plummet  by  as 
much  as  15%,  to  14.6  million 
vehicles.  Now,  GM  thinks  the 
year  will  be  a  bit  better.  On 
Feb.  25,  the  auto  maker 
upped  its  earnings  estimates 
and  boosted  its  industry  sales 
forecast  from  less  than  15.5 
million  to  16  million  vehicles. 
One  reason:  Cash  incentives 
have  kept  sticker  prices  low. 

IPOs  AT  CONTINENTAL 
AND  NORTHWEST 

CONTINENTAL  AIRLINES  IS  MOV- 

ing  ahead  with  a  $300  million 
initial  public  offering  of  its 


ExpressJet    Holdings    unit,! 
while  Northwest  Airlines'  re-j 
gional  unit  filed  for  an  ipol 
that's  expected  to  raise  $400l 
million.  Continental  will  sell  I 
about  31%  of  ExpressJet,  with 
the    rest    to    follow    in    six 
months.  Analyst  Susan  Donof- 
rio  of  Deutsche  Banc  Alex. 
Brown  notes  regional  carriers 
usually  trade  at  15  to  25  times 
earnings,  vs.  a  price-earnings  j 
ratio  of  8  to  10  for  major  air- 
lines, because  they're  growing  I 
faster.  But  a  sudden  influx  of  I 
ipos  could  limit  the  spin-offs' ' 
near-term  price  appreciation. 


ET  CETERA .,. 

■  A  Supreme  Court  ruling 
makes  it  easier  for  employees 
to  sue  for  discrimination. 

■  Clear  Channel  Communica- 
tions win  take  a  pretax  charge 
of  at  least  $15  billion  to  comply 
with  a  new  accounting  law. 

■  Integrated  Defense  Tech- 
nologies opened  trading  at 
$26.75,  above  its  $22  IPO  price. 


40  BusinessWeek  /  March  11,  2002 


^VJVSB^ 


O^^ 


^W 


HUBB'Sl 


I 


It's  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen. 

In  early  2000,  the  world's  number  one  computer  company  set  out 
to  upgrade  its  already  world-class  manufacturing  infrastructure 
with  a  bold  yet  simple  premise:  "build  more  systems  with  less 
inventory."  I  am  Dell's  idea,  delivered.  In  about  100  days, 
Accenture  and  Dell  conceived  and  implemented  an  approach  that 
allows  Dell  to  operate  on  no  more  than  two  hours  of  inventory 
at  a  time.  Now  in  place  in  Dell's  plants  around  the  world,  this 
system  has  already  generated  a  500%  return  on  investment, 
while  enabling  Dell  to  adapt  more  quickly  to  rapidly  changing 
technologies. 


Claims  is  the  nexus  of  cost  and  service  for  property  and 
casualty/general  (P&C)  insurers.  Improvements  to  the  claims  process 
represent  the  single  greatest  opportunity  for  P&C  carriers  to  reach 
the  next  level  of  profitability.  I  am  Chubb's  idea,  delivered. 

Accenture  is  partnering  with  the  Chubb  Group  of  Insurance 
Companies  to  develop  an  easy-to-use  Web-based  solution  to  manage 
Chubb's  claims  process  via  the  Internet.  Drawing  upon  the 
most  advanced  technology  available,  this  system  is  revolutionizing 
the  claims  process  by  allowing  claims  professionals  to  further 
improve  the  superior  service  for  which  Chubb  is  known. 
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As  one  of  Europe's  leading  automakers,  Peugeot  saw  the 
potential  of  eCommerce  as  a  means  to  enhance  and  strengthen 
relationships  among  manufacturer,  dealers  and  customers 
while  also  providing  an  opportunity  to  extend  its  market  reach. 
I  am  Peugeot's  idea,  delivered.  Drawing  upon  a  combination 
of  vast  auto  industry  experience  and  Internet  savvy,  Accenture 
helped  create  peugeot.fr,  a  b-to-c  website  that  includes  a 
state-of-the-art  showroom,  used  car  searches,  dealer  contact 
integration,  as  well  as  direct  purchase  options  to  customers  in 
countries  in  which  Peugeot  dealer  penetration  is  low. 


To  see  how  we  can  deliver  innovation  in  your  industry, 
visit  us  at  accenture.com 


accenture 


Consulting  •  Technology  •  Outsourcing  •  Alliances 


Innovation  delivered 
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It's  not  how  mInYl3eI§"you  have.  It's  how  many  you  make 
happen.  So  whether |t's  your  idea  or  Accenture's,  we'll  help  you 
turn  innovation  intoVesults.  See  how  at  accenture.com 

Consulting  •  Technology  ^Outsourcing  •  Alliances 
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Washington  Outlook 


BY  RICHARD  S.  DUNHAM 


BEYOND  THE  BELTWAY,  ENRON 
IS  ALREADY  A  POLITICAL  ISSUE 

M 


embers  of  the  Senate  Commerce  Committee  lined  up  at 
a  Feb.  26  hearing  to  take  whacks  at  that  pinata  of 
American  politics,  Enron  Corp.  But  the  bashing  doesn't 

[stop  at  the  Beltway.  Across  the  country,  candidates  are  test- 

I  marketing  the  scandal  as  a  political  issue. 

North  Carolina  Democrats  are  blasting  Senate  front-runner 
Elizabeth  Dole  for  holding  a  Sept.  20  fund-raiser  hosted  by 

[then-CEO  Kenneth  L.  Lay.  Florida  Dems  are  trying  to  make 
political  hay  out  of  GOP  Governor  Jeb  Bush's  extensive  Enron 
connections,  including  a  1995  investment  in  one  of  its  part- 

I  nerships.  And  in  California,  a  Republican  challenger  is  airing 
ads  criticizing  Democratic  Governor 

jGray  Davis  for  taking  sizable  contri- 

Ibutions  from  Enron. 

Capitalizing  on  an  anti-Enron  back- 

I  lash,  however,  may  be  difficult  in  a  po- 
litical landscape  littered  with  millions  in 

1  company  donations  to  both  parties.  The 
most  vulnerable  pols,  strategists  say, 
are  those  who  try  to  cover  up  their  En- 
ron ties.  Best  positioned:  "outsider  can- 
didates who  have  never  been  part  of 
the  Beltway  business,"  says  Democratic 
consultant  Jennifer  Laszlo  Mizrahi. 

That's  certainly  the  case  in  Texas. 
Representative  Ken  Bentsen,  a  Senate 
contender,  has  been  hampered  by  his  record  as  the  top  House 
recipient  of  Enron  largesse.  The  Houston  Democrat  is  trying 
to  defuse  "Kenron"  by  giving  thousands  of  dollars  to  charities 
aiding  ex-Enron  workers.  A  top  rival,  ex-Dallas  Mayor  Ron 
Kirk,  can  hardly  throw  stones:  His  law  firm  received  $180,000 
for  Enron  lobbying.  The  beneficiary?  Schoolteacher  and  self- 
styled  outsider  Victor  Morales,  who  is  leading  his  better- 
known  foes  in  the  Mar.  12  Democratic  primary. 

In  California,  Enron  is  the  target  of  both  Dems  and  Re- 
publicans. They  blame  it  for  the  state's  2001  energy  crisis. 
Davis,  whose  job-approval  ratings  plummeted  after  electrici- 


RIORDAN  WITH  ARNOLD:  No  Terminator 


ty  shortages  and  price  spikes,  accuses  Enron  of  plotting  "to 
make  a  killing  off  of  California"  through  "greed  and  manipu- 
lation." Commercials  run  by  former  L.A.  Mayor  Richard 
Riordan,  a  Republican  candidate,  tie  Davis  to  the  debacle  by 
claiming  he  received  more  Enron  cash  than  any  other  candi- 
date in  the  country.  Such  ads  may  have  helped  prevent  Davis 
firom  gaining  in  the  polls,  but  they  haven't  done  much  for 
Riordan.  The  momentum  in  the  Mar.  5  primary  has  shifted  to 
GOP  businessman  Bill  Simon,  a  political  neophyte. 

Democrats  think  their  best  target  this  year  could  be  Presi- 
dential brother  Jeb  Bush.  On  Apr.  17,  he  had  a  30-minute 

phone  conversation  with  Lay  about  elec- 
tricity deregulation.  When  asked  about 
it.  Bush  told  reporters:  "I  don't  think  I 
talked  with  him."  But  the  governor's 
records  confirm  the  chat  and  an  e-mail 
declaring:  "I  would  love  to  meet  with 
Ken."  Floridians  are  particularly  sensi- 
tive because  the  state  pension  fond  lost 
about  $330  million  on  its  heavy  invest- 
ment in  Enron. 

North  Carolina  Dems  are  having  a 
harder  time  getting  Enron  to  stick  to 
Dole.  After  being  pummeled  for  holding 
a  fund-raiser  while  she  claimed  to  have 
suspended  poHtical  activities  out  of  re- 
spect for  September  11  victims,  Dole  donated  $5,000  she  re- 
ceived from  the  Lay  family  to  an  Enron  employee  fund.  She 
also  criticized  Democrats  for  negative  politics.  Only  13%  of 
voters  are  less  likely  to  back  Dole  because  of  the  Dems'  at- 
tacks, according  to  a  Feb.  11-13  Elon  University  Poll. 

Still,  with  Congress  holding  hearings  and  considering 
changes  in  corporate  oversight,  the  Enron  scandal  is  unlike- 
ly to  fade  away.  If  nothing  else,  it  is  providing  a  sobering  les- 
son for  politicians  who  saw  Corporate  America  as  a  bottom- 
less well  of  campaign  cash.  This  year,  they  will  discover  if 
there  is  a  price  for  drinking  too  deeply.  ■ 


CAPITAL  WRAPUP 


GOINC  FOR  THE  GOLD 

►  There  must  be  something  about  run- 
ning the  Olympics  that  makes  you  want 
to  run  for  public  office.  Twelve  years 
ago,  Peter  V.  Ueberroth,  architect  of 
the  successful  1984  Los  Angeles  games, 
thought  about  a  campaign  for  governor 
of  California — ^but  decided  not  to  take 
on  Pete  W^son.  Now,  Mitt  Romney, 
CEO  of  the  Salt  Lake  City  games,  is 
considering  a  race  for  Massachusetts 
governor.  Romney,  son  of  the  late 
Michigan  CJovemor  George  Romney, 
was  defeated  in  1994  when  he  tried  to 


unseat  Senator  Ted  Kennedy.  If  he 
throws  his  Olympic  rings  into  the  ring, 
he'll  face  a  bitter  GOP  primary  against 
acting  Governor  Jane  Swift. 

NO  TAX  CUTS.  PLEASE 

►  Faced  with  a  disappearing  federal 
surplus,  more  than  two-thirds  of 
Americans  are  willing  to  sacrifice  some 
of  that  Bush  tax  cut  if  it  means  more 
money  for  domestic  programs  such  as 
education,  a  prescription-drug  benefit, 
and  extended  vmemployment  pay- 
ments, according  to  a  Feb.  15-17  Ip- 
sos-Reid  Poll.  But  while  Americans  fa- 


vor a  moratorium  on  tax  relief.  Demo- 
cratic leaders  are  shying  away  from  an 
election-year  confrontation  with  Re- 
publicans. The  reason:  They're  afraid 
they'll  be  viewed  as  advocates  of  high- 
er taxes  and  bigger  spending. 

DON'T  COUNT  ON  COAnAILS 

►  Despite  the  President's  popularity, 
some  Republicans  aren't  expecting  a 
halo  effect  this  year.  Connecticut  Gov- 
ernor John  Rowland,  chairman  of  the 
Republican  Governors  Assn.,  says 
Bush's  sky-high  approval  rating  won't 
help  statewide  candidates  get  elected. 
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THE  FALL  OF 


KIRCH 


All  the  media  baron's  connections  might  not  save  him  now 


Early  last  year,  Er\\in  Huber,  chief 
of  staff  to  Bavarian  Prime  Minis- 
ter Edmund  Stoiber,  placed  a 
phone  call  to  top  management  at 
Munich-based  HypoVereinsbank, 
German's  second-largest  publicly  traded 
bank.  The  subject  was  Formula  One  auto 
racing.  But  Huber  wasn't  calling  to  dis- 
cuss the  pre\ious  weekend's  wdnners  and 
losers.  He  was  encoui-aging  UVB  to  help 
finance  Munich  media  mogul  Leo  Kirch's 
acquisition  of  Formula  One  broadcasting 
rights.  Kirch  is  one  of  Bavaria's  largest 
employers,  not  to  mention  a  big  sup- 
porter of  the  GeiTnan  state's  conser\'ative 
politicians.  Although  Huber  later  denied 
trying  to  pressure  HVB,  he  admitted 
telling  a  member  of  the  bank's  manage- 
ment board  that  Formula  One  was  of 
"significant  economic  importance"  to 
Bavaria's  media  industry. 

StUl,  HVB  balked.  The  bank  had  al- 
ready fronted  Kirch  $400  miUion,  and 
his  pay-TV  unit  was  racking  up  multi- 
billion-doUar  losses.  In  most  free-market 
economies,  the  matter  might  have  ended 
there.  But  this  being  Bavaria,  there  was 
another  option:  Bayerische  Landesbank, 
a  lending  institution  50%  owTied  by  the 


state  government  and  overseen  largely 
by  Stoiber's  aides.  In  short  order,  the 
Landesbank  lent  Kirch  some  $1  billion — 
in  effect,  staking  taxpayer  money  on  a 
high-risk  venture.  A  bank  spokesman 
says  the  loan  conformed  to  accepted 
practices,  but  other  disagree.  "It  can 
only  be  political  influence,"  says  Peter 
Paul  Gantzer,  a  center-left  member  of 
the  Bavarian  parUament  who  is  critical 
of  the  government's  dealings  with  Kirch. 

This  is  how  business  has  long  been 
done  in  Germany.  Sure,  political  con- 
nections count  in  any  country.  But  in 
Germany,  where  state-controlled  banks 
can  lend  at  viiU  and  where  disclosure  of 
a  company's  books  is  rarely  a  top  prior- 
ity, a  tycoon's  Rolodex  can  carr\"  him 
pretty  far — maybe  too  far. 

That  certainly  seems  to  be  the  case 
with  Leo  Kirch,  one  of  Europe's  biggest 
media  magnates.  After  years  of  cajoling 
huge  loans  from  the  banks,  Kirch  has 
pushed  his  company  to  the  verge  of 
bankruptcy.  Panicked  creditoi^s  are  now 
installing  partners  of  a  top  law  firm  in 
Kirch  headquarters  to  represent  their 
interests.  Although  Kirch's  political  allies 
may  try  to  buy  him  some  time,  execu- 


tives at  other  media  companies  can't 
see  how  Kirch  can  keep  control  of  his 
life's  work.  "I  don't  think  he  has 
chance,"  says  one  media  executive  who 
has  done  business  with  Kirch. 

Like  any  great  melodrama,  the  Fall  o 
Kirch  features  dozens  of  players.  Banks 
and  business  partners  are  already  fight 
ing  over  the  remains  of  Kirch's  television 
rights  hbrarj'  in  a  fi*antic  attempt  to  re- 
coup at  least  $9  biUion  in  bank  debt  and 
other  obligations.  Germany's  biggest 
banks  stand  to  lose  hundreds  of  miUions 
each,  threatening  their  credit  ratings. 
Studio  owners  such  as  \^vendi  Universal 
and  \'iacom  Inc.  could  be  out  hundreds  of 
miUions  of  dollars,  too,  as  Kirch  refuses 
to  honor  agreements  to  pay  for  the  Ger- 
man rights  for  their  programming.  Also 
threatened  are  Kirch  investors  Lehman 
Brothers  Inc.  and  Saudi  Prince  Alwaleed 
bin  Talal  bin  Abdulaziz  Alsaud's  Kingdom 
Holding  Co. 

The  ramifications  of  this  full-blown 
disaster  extend  far  beyond  the  German 
media  world,  w^here  Kirch's  fall  could 
open  Europe's  largest  market  to  Ru- 
pert Murdoch's  News  Corp.  (page  46). 
The  Kirch  affair  will  increase  pressure 


CRUMBLING  EMPIRE     Leo  Kirch's  main  business  units 


COMPANY 

BUSINESS                                                                                      ;  SALES 

KIRCHMEDIA 

Sports  and  film-rights  marketing,  including                 $2.9  billion 
rights  to  the  2002  and  2006  World  Cups,  commercial  i 
TV  holdings  such  as  ProSiebenSat.l  group, 
film  productions  such  as  77?^  Bible 

KIRCHPAYTV 

Premiere  World,  German  pay-TV  service                    \  $700  million 

KIRCH  HOLDINGS 

Formula  One  broadcast  rights,  40%  stake  in               i  Not  disclosed;  at 
publisher  Axel  Springer,  and  other  holdings               :  least  $1  billion 

CONSULTING  WITH  STOIBER 


Data:  Kirch  Group.  WestLB  Panmure,  BusinessWeek 
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to  curtail  the  privileges  of  Germany's 
semipublic  Landesbanks.  It  wiU  affect 
national  politics,  threatening  Bavaria 
Prime  Minister  Stoiber's  chances  of  un- 
seating Chancellor  Gerhard  Schroder  in 
this  fall's  national  elections.  And  in- 
fighting among  German  banks  about 
how  to  cope  mth  Kirch's  problems  is 
already  corroding  the  financial,  corpo- 
rate, and  political  alliance  known  as 
Germany  Inc.  Creditor  banks  such 
as  HVB  are  miffed  at  Deutsche 
Bank  chief  Rolf  Breuer 
for  publicly  questioning 
Kirch     Group's     credit- 
worthiness. Leo  Kirch, 
Germany's  ultimate  insid- 
er, may  vdnd  up  helping  to 
bury  the  secretive,  incestuous 
system    that    helped 
create  him. 

There's   also   some- 
thing poignant  about 
the  downfall  of  this  75- 
year-old  entrepreneur, 
a  winemaker's  son  who 
built  a  $5  billion  media 
empire.  His  beginnings 
are  part  of  the  legend. 
In  postwar  Germany, 
29-year-old      Kirch 
roamed  southern  Eu- 
rope looking  for  films 
to  import,  so  poor  he 
sometimes  slept  in  his 
Volkswagen.  His  first 
success  was  La  Strada, 
the  sad  tale  of  a  circus  strongman,  di- 
rected by  Federico  Fellini.  Kirch  bor- 
rowed about  $58,000  from  his  wife's  fam- 
ily to  pay  for  La  Strada.  But  it  wasn't 
long  before  he  was  in  Hollywood,  cutting 
multimillion-dollar  deals  to  import  movies 
and  TV  shows,  dub  them  in  German,  and 
resell  them  to  Germany's  state-owned 
broadcasters.  Although  he  was  often 
reviled  in  much  of  Germany  as  a  se- 
cretive tycoon  with  major  political  con- 
nections, Bavarians  loved  the  suc- 
cessful  Kirch,   whose   companies 
employ  nearly  10,000  people 
there.  Kirch  was  good  at 
launching  charm  offensives: 
Those  who  have  met  him 
describe    the    tycoon    as 
charming  and  cultivated,  a  classical-music 
buff  who  helped  bankroll  Leonard  Bern- 
stein's vTV  performances. 

By  the  mid-1980s,  Kirch  was  ready 
to  make  the  leap  from  program- 
ming trader  to  media  mogul. 
Soon  after  the  govern- 
ment gave  up  its  mo- 
nopoly on  television 
in    1984,    Kirch 
was  among  the 
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founders  of  Sat.l,  one  of  Germany's  first 
private  broadcasters.  He  began  build- 
ing up  a  40%  stake  in  Axel  Springer 
Verlag,  publisher  of  Bild,  Germany's 
biggest  newspaper.  In  1996,  Kirch 
made  his  grandest  bet  of  all:  digital 
pay  TV.  The  dream  was  to  control 
a  promising  technology  and 
generate  new  markets  for 
his  films. 

Yet  Kirch  was  setting 
the  stage  for  a  disaster.  In 
its  first  year,  Kirch  Group's  digital-TV 
service  attracted  only  100,000  xiewers, 
a  fraction  of  what  it  needed.  Pay  TV 
cost  Kirch  $2.8  billion  through 
2000;  currently,  it  bleeds  some 
$1.3  million  a  day,  according  to 
investment  bank  WestLB  Panmure.  Un- 
derlying pay  TV's  woes  are  the  huge 
sums  Kirch  paid  for  rights  to  films  and 
sporting  events.  His  deals  Math  foreign 
media  companies  obligate  him  to  pay 
some  $2.6  biUion  for  films  through  2006, 
WestLB  estimates. 

The  crisis  became  acute  in  January 
when  Axel  Springer  Verlag  moved  to 


Kirch  owes  a  bundle  to 
soccer  teams  wKose 
games  he  broadcast 


exercise    a    put    option 
worth  $670  million — an 
agreement  obliging  Kirch 
to  buy  back  Springer's 
stake    in    a   joint    venture. 
That's  only  the  first  of  the  ominous 
deadlines  Kirch  faces  this  year:  Mur- 
doch wants  to  exercise  an  option  that 
his  pay-rv  company  British  Sky  Broad- 
casting Group  PLC  has  with  Kirch. 

Such  is  Kirch's  mystique  that  many 
people  beUeve  he'll  find  a  way  out.  The 
banks  are  seeking  a  solution  short  of 
bankruptcy.  Some  speculate  the  credi- 
tors will  do  Stoiber  a  favor  and  avoid  a 
collapse  until  after  September's  elec- 
tions. Whatever  the  outcome,  involved 
bankers  say  a  radical  restructuring  is 


inevitable.  Murdoch  might  take  pay  r 
off  Kirch's  hands.  Kirch's  stake  in  com 
mercial  broadcaster  ProSieben  could  b^ 
floated  on  the  bourse.  Carmakers  ma; 
be  interested  in  Formula  One  rights. 

If  Kirch  were  to  declare  insolvency,  i 
could  choke  off  the  $480  million  that  hi; 
rights-trading  arm  owes  to  German  soc 
cer  clubs.  That  would  threaten  their  fi 
nances  and  catapult  the  Kirch  affaii 
from  the  business  pages  into  couch-po 
tato  land.  Voters  would  want  to  know 
who  had  ruined  the  national  sport. 

And  what  of  Kirch?  He's  scrambling 
to  stay  liquid,  selling  his  Springer  stake 
and  25%  interest  in  Spain's  Telecinco 
Yet  if  he's  forced  to  exit  the  scene,  ever 
old  adversaries  will  feel  a  twinge  of  re- 
gret. "In  terms  of  understanding  the 
importance  of  content,  he  was  20  years 
ahead  of  everyone  in  Germany,"  says 
Michael  Domemann,  ex-Bertelsmann  en- 
tertainment chief.  What  Kirch  didn't  un- 
derstand w^as  Germany's  need  to  change 
the  w'ay  it  does  business. 

By  Jack  Ewing,  with  David  Fair- 
lamb  in  Frankfurt 


MURDOCH'S  BACK  DOOR  INTO  EUROPE 


It's  shaping  up  to  be  the  Battle  of 
the  Septuagenarians.  On  one  side 
is  75-year-old  Bavarian  Leo  Kirch, 
who  is  scrambling  to  hang  on  to  a 
heavily  indebted  empire  that  includes 
a  stake  in  Formula  One  motor  rac- 
ing, a  massive  film  library,  broadcast- 
ing rights  to  the  2002  Worid  Cup, 
and  German  pay-rv  ser\ice  Premiere 
World.  On  the  other  is  Rupert  Mur- 
doch, chairman  and  CEO  of  News 
Corp.,  who  turns  71  on  Mar.  11. 
There's  no  love  lost  between  the  two: 
Kirch  recently  described  Murdoch  as 
"a  shark"  in  Der  Spiegel. 

Both  are  master  negotiators,  but 
there's  little  doubt  as  to  who  has  the 
upper  hand.  Kirch  appears  resigned 
to  ceding  more  control  to  Murdoch, 
whose  broadcasting  business  BSkyB 
owTis  22%  of  Kirch's  Premiere.  When 
Kirch  sold  the  stake  to  Murdoch  in 
April,  2000.  for  $1.4  billion,  Murdoch 
acquired  a  put  option,  exercisable  in 
October,  2002,  that  would  force  Kirch 
to  buy  him  out  for  the  same  price. 
Now,  with  Premiere  floundering, 
Murdoch  says  he  intends  to  do  just 
that.  "We  want  our  monev  back," 
Murdoch  said  through  a  spokesman. 

Trouble  is,  Kirch  Group  doesn't 
have  the  dough  to  pay  Murdoch.  In- 


stead, it  is  considering  offering  him  a 
bigger  piece  of  the  company's  sports 
and  film-rights  division,  or  possibly 
even  full  control  of  a  restructured 
Premiere,  if  Murdoch  forgoes  the  op- 
tion. Industry  observers  say  that  if 
such  offers  aren't  forthcoming,  Mur- 
doch will  simply  wait  for  Kirch  to  go 
under  and  then  seize  the  best  assets 
from  the  wreckage. 

He  may  not  have  long  to  wait.  An- 
alysts say  Premiere  will  be  lucky  to 
survive  through  September.  The  pay- 
TV  unit's  troubles  stem  from  the 
hefty  fees  that  it  must  pay  for  rights 
to  Hollywood  films — $2.6  billion  over 


the  next  four  years.  It's  already  be- 
hind by  more  than  $300  million.  "It 
will  only  be  successful  if  these  con- 
tracts are  renegotiated,"  says  West- 
LB Panmure  analyst  Nicola  Stewart. 

That,  Murdoch  would  be  more 
than  willing  to  do.  But  he  has  to 
overcome  German  xenophobia.  The 
cartel  office  on  Feb.  26  blocked 
attempts  by  Colorado's  John  C.  Mal- 
one  to  buy  a  chunk  of  Deutsche 
Telekom's  cable-TV  system.  But  in 
the  Kirch  affair,  regulators  may 
have  no  choice:  No  other  investors 
have  the  money  and  know^how  to 
take  over  Kirch's  assets. 

Murdoch  may  well  prefer  to  be 
seen  as  Kirch's  savior,  not  his  grave 
digger.  In  late  February,  he  met  with 
Chancellor  Gerhard  Schroder.  Nei- 
ther will  reveal  details  of  the  discus- 
sion. But  there's  one  compromise 
that  might  save  Kirch,  enrich  Mur- 
doch, and  fly  with  the  German  public: 
Create  a  new  company,  fronted  by 
Leo  Kirch  or  another  German  but 
controlled  by  Murdoch.  Kirch  and 
Murdoch  are  two  old  dealmakers. 
But  in  the  end,  there  can  be  only  one 
real  winner. 

By  Kerry  Capell  in  London,  with 
Ronald  Grover  in  Los  Angeles 


46  BusinessWeek  /  March  11,  2002 


T 


H 


U 


R 


X 


Its  only  natural  for  the  Lexus  RX  300  to 
inspire  a  bit  of  wanderlust.  After  all 
its  unique  mix  of  luxury  and 
ruggedness  helps  to  make  it 
feel  right  at  home  practically 
anywhere  on  the  planet  Earth 

In  order  to  help  you  get  there,  we 
have  developed  a  sophisticated  DVD-based 


wil 


IT   FINDS   THE 

SHORTEST 

DISTANCE 

BETWEEN 

TWO  POINTS. 


If  you  happen  to  stray  off  course,  the  system 
11   then   automatically  recalculate 
and  guide  you  back. 

Now,  slide  the  shift  lever  into 
"D"  and  things  really  begin 
to  get  interesting.  The  engine 
of  the  RX  300  produces  a  formidable 
220  horsepower,  and  delivers  it  with  a  degree 


navigation  system.*  Just  key  the  destination 
in  and  the  system  will  offer  you  the 
fastest  route,  the  shortest  route 
and  an  alternate  route  in  less 


of  refinement  that  is  sure  to  astonish  even 


DELIVERS  THE 


the  most  cynical  of  drivers. 

That's  because  the  RX  300  is 


time    than    it    takes    some 


systems  to  find  a  single  one. 

Once  under  way,  it  gives  you  voice 
and  visual  guidance  to  keep  you  on  track 


SMOOTHEST 

RIDE 

BETWEEN  THEM. 


built  on  a  unibody  platform, 
just  like  our  sedans.  Taken 
as  a  whole,  these  systems  help 
ensure  that  the  RX  300  rides  like  no 


other  SUV  And  exactly  like  a  Lexus. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you?  Take 
lexus.com  for  a  test  drive  and  find  out.  The  Passionate  Pursuit  of  Perfection. 


(Z)i 


"Optional.  The  Lexus  DVD  Navigation  System  is  designed  to  assist  in  locating  an  address  or  point  of  interest.  Discrepancies  may  be  encountered  between  the  system  and  your  actual  location 
Changes  in  street  names,  road  closures,  traffic  flow  or  other  road  system  changes  may  affect  the  accuracy  of  the  mapping  software.  Rely  upon  your  common  sense  to  decide  whether  or  not  to 
follow  a  specified  route  Detailed  coverage  not  available  in  every  city.  See  the  Navigation  Owners  Manual  and  your  Lexus  dealer  for  further  details.  ©2001  Lexus,  a  Division  of  Toyota  Motor 
Sales.  USA.  Inc.  Lexus  reinmds  you  to  wear  seatbelts.  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly.  For  more  information,  call  800-USA-LEXl)S  (800-872-5398). 
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COMMENTARY 


By  Andy  Reinhcirdt 


WILL  MICROSOFT  OVERPLAY  ITS  WIRELESS  HAND? 


If  there  is  one  technology  in  which 
Europeans  can  claim  superiority, 
it's  mobile  phones.  Through  a  mix 
of  uniform  standards  and  technical 
prowess,  operators  like  Vodafone 
Group  PLC  and  suppliers  like  Nokia 
Corp.  dominate  the  A\ireless  scene. 
But  the  Americans  figure  it's  the  mo 
ment  to  seize  the  advantage.  That's 
because  mobile  phones  are  becoming 
more  like  computers,  and  wireless 
systems  are  merging  with  the  Inter- 
net— areas  where  the  U.S.  excels. 

Among  the  gate  crashers, 
none  is  causing  more  con- 
sternation than  Microsoft 
Coi^).  The  software  giant 
made  a  huge  splash  at  a  mo- 
bile-phone convention  in 
Cannes  in  mid-February.  In 
meetings  aboard  its  private 
yacht,  it  talked  up  an  al- 
liance with  chipmaker  Intel 
Corp.  to  define  the  next 
wave  of  high-end.  Web-en- 
abled mobile  devices.  It  was 
a  clear  challenge  to  the 
handset  makers,  especially  in- 
dustry leader  Nokia,  which 
aims  to  maintain  its  influ- 
ence over  the  ■wireless  Net. 
Microsoft  contends  phones 
using  its  software  will  be 
more  powerful,  flexible,  and 
user-friendly  than  any  other 
system.  "The  mobile  world 
is  moving  from  voice  to 
data,  and  data  is  what  we 
understand  best,"  says  Ben 
Waldman,  Microsoft's  vice- 
president  for  mobile  devices. 

The  giant  from  Redmond, 
Wash.,  is  a  force  to  be  reckoned 
with.  But  this  bid  by  Bill  Gates  to 
repHcate  his  PC  success  faces  daunt- 
ing odds.  True,  Microsoft  has  scored 
a  hit  in  the  fast-changing  videogame 
business  with  its  Xbox  console  and 
has  clawed  its  way  up  to  a  21% 
share  of  the  still-nascent  handheld 
computer  market.  But  it  has  had  a 
lot  less  luck  breaking  into  estab- 
Ushed  businesses  like  office  equip- 
ment and  cable  television.  One  com- 
mon critique:  Its  software  tends  to 
be  unwieldy  and  incompatible  with 
prevailing  standards. 

The  biggest  obstacle  to  Microsoft's 


wider  aspirations  is  the  mistrust  it 
engenders  among  potential  cus- 
tomers. Mobile-phone  makers  are  no 
exception.  They  have  w^atched  the 
software  giant  gobble  up  most  of  the 
profits  in  pes  and  fear  the  same  re- 
sult in  handsets.  Says  one  telecom 
exec:  "Everybody  hates  Microsoft." 

Such  hatred  is  not  stopping  the  fa- 
mously persistent  company.  Microsoft 
argues  that  it's  better  positioned  than 
its  rivals  to  offer  an  open  platform  on 
w^hich  third  parties  can  create  their 


"Everyone 

hates 

Microsoft, 


says  one 
telecom  exec 


sexy  new  wireless  ap- 
plications. "We're  de- 
mocratizing handsets," 
says  Waldman. 

Yet  smart  spin  can't 
make  up  for  the  fact 
that  Microsoft  is  the 
Johnny-come-lately  of 
wireless.  The  company 
is  racing  to  make  up 
for  lost  time  with  ap- 
pealing new-  products,  including 
stripped-down  versions  of  Windows 
designed  specifically  for  cell  phones 
and  handhelds.  These  operating  sys- 
tems, called  Smartphone  2002  and 
Pocket  PC  2002,  are  chock-fiill  of 
goodies  such  as  Web  brow^sing  and 
support  for  digital  music  and  photos. 
But  software  ghtches  have  delayed 
the  introduction  of  the  first  handset 
to  use  Smartphone  softw'are  for  more 
than  a  year.  The  snazzy  color-screen 
phone,  from  British  startup  Sendo, 
likely  won't  ship  until  the  middle  of 
2002',  and  a  price  tag  of  $500-plus 
could  well  limit  sales.  So  far,  none  of 


the  European  majors  has  announced 
plans  to  use  Smartphone  2002.  One 
reason:  Even  pared-down  models 
need  eight  times  as  much  memory 
and  processing  powder  as  today's 
handsets. 

An  even  larger  stumbling  block 
may  be  Microsoft's  own  oversized 
ambitions.  Even  if  the  company 
achieves  its  goal  of  getting  inside 
25%  of  the  world's  handsets  within 
three  years,  annual  revenue  from 
selling  its  software  might  amoimt  to 
only  2%  of  overall  sales.  The  serious 
bucks  have  to  come  from  sales  to 
phone  companies  of  Mi- 
crosoft's big-ticket  software 
and  services  for  running 
wireless  data  systems. 
The  handset  business 
"is  only  a  beach- 
head," says  Tim 
Daubenspeck,  an  an- 
alyst at  SG  Cowen  & 
Co.  in  London. 
Mobile  carriers 
Vodafone,  Telefonica 
Moviles,  T-Mobil,  Orange, 
and  mm02  have  announced 
deals  Avith  Microsoft,  though 
the  extent  of  the  relationships  isn't 
known.  But  many  are  wary  of  cast- 
ing their  lot  with  the  behemoth.  The 
fear  is  that  Microsoft  could  start  si- 
phoning away  some  of  their  revenues 
by  off'ering  its  own  wireless  services 
such  as  portals,  messaging,  and  on- 
line content.  If  Microsoft  pulled  mo- 
bile users  over  to  its  msn  instant- 
messaging  service,  wireless  operators 
could  see  billions  of  dollars  a  year  in 
text-messaging  business  slip  away. 
Nokia,  of  course,  is  also  compet- 
ing with  its  customers  by  luring 
consumers  to  its  Club  Nokia  wire- 
less portal.  But  the  Finnish  compa- 
ny has  a  lot  more  experience  deUv- 
ering  the  equipment  and  services 
that  carriers  want  and  need.  And 
that's  the  problem  for  Microsoft.  Its 
potential  customers  have  a  viable  al- 
ternative to  the  Gates  vision.  Unless 
Microsoft  learns  to  play  by  the  in- 
dustry rules,  it  could  leave  the  par- 
ty empty-handed. 

Reinhardt  covers  European  tech- 
nology from  Paris. 
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business  ground  delivery  service  with  a  FedEx  Guarantee.  Need  reliable,  affordable  ground  shipping? 

Don't  worry.  There's  a  FedEx  for  that.^" 

fedex.com 


FecEx 


GrouiKi 


International  Business 


EMERGING  MARKETS 

THE  ERA  OF 

BLIND  INVESTMENT  IS  OVER' 

CalPERS  sets  tough  new  governance  and  financial  standards 


India  boasts  a  pack  of  dynamic  com- 
panies selling  information-technologj' 
sendees  to  multinationals.  More  than 
1,000  listed  Chinese  companies  are 
poised  to  take  advantage  of  sweeping 
reforms  in  that  fast-growing  economy. 
Russian  stocks  have  roared  back,  thanks 
largely  to  the  policies  of  President 
Vladimir  V.  Putin.  Bargain  hunters  have 
been  snapping  up  the  dirt-cheap  shares 
of  Southeast  Asian  companies. 

Interesting  opportunities  to  some. 
But  not  to  the  California  PubUc  Em- 
ployees' Retirement  System  (CalPERs). 
The  giant  pension  fund  has  adopted  a 
policy  of  abstinence  in  all  these  coun- 
tries. The  reason:  tough  standards  un- 
veiled Feb.  20  for  rating  emerging  mar- 
kets. Among  the  criteria  are  labor 
standards,  press  freedom,  shareholder 
protections,  and  financial  transparency. 
CalPERS  picked  just  13  markets,  in- 
cluding Brazil,  Mexico,  South  Africa, 
and  Poland,  as  "investable"  under  its 
formula  (table).  Excluded  are  such  huge 
nations  as  China,  Russia,  India,  and 
Indonesia. 

It  may  sound  like  West  Coast  political 
con-ectness.  But  to  CaUfomia  Treasurer 
Philip  Angehdes,  who  as  a  CalPERS  di- 
rector instigated  the  review,  it's  just 
prudent  investing.  Soon  after  taking  of- 
fice in  1999,  Angelides  says,  he  looked  at 
CalPERs'  investment  record.  He  was 


struck  by  how  terribly  it  was  doing  in 
emerging  markets.  And  that  has  con- 
tinued. The  five-year  average  annual  re- 
turns for  Malaysia,  the  Philippines,  and 
Indonesia  as  of  yearend  2001  were 
-18.3%,  -29.3%,  and  ^1.1%,  respectively. 
CalPERS  ordered  up  a  $1  million 
study.  The  conclusion:  Many  developing 
nations  aren't  nurturing  the  political  and 
corporate  systems  needed  to  sustain 
growth  and  become  modern  financial 


How  CalPERS  Rates 
Emerging  Markets 

WEIGHTING 

POLITICAL  STABILITY* 

17% 

TRANSPARENCY" 

16 

LABOR  PRACTICES 

17 

MARKET  LIQUIDITY  AND  VOLATILITY 

10 

REGULATION,  LEGAL 

15 

SYSTEM,  INVESTOR  PROTECTION 
MARKET  OPENNESS 

10 

ABILITY  TO  SETRE  TRANSACTIONS 

10 

TRADING  COSTS  AND  TAXES 

5 

TOTAL 

100 

'Includes  civil  liberties,  judicial  independence, 

and  political  risk 
**lncludes  press  freedom,  accounting  standards, 

and  listing  requirements 

Data:  California  Public  Employees'  Retirement  System 

markets.  To  that  end,  factors  such 
fair-labor  practices,  a  free  press,  a 
impartial  courts  are  just  as  importar 
as  economic  policies.  "The  era  of  blinj 
investment  in  emerging  markets  i| 
over,"  says  Angelides. 

Few  international  fiind  managers  arJ 
ready  to  go  so  far  as  to  write  off  counl 
tries  like  China  and  India.  Stillf 
CalPERs'  move  could  prompt  other  pen! 
sion  systems  to  rethink  foreign  investi 
ment.  And  concern  for  corporate  govj 
emance  in  foreign  markets  was  alreadj 
on  the  rise.  "We  consider  corporate 
governance  to  be  as  important  as 
company's  fundamentals,"  asserts  Al| 
liance  Capital  Management  LP  Presij 
dent  Edward  Baker,  clsa  Emerging 
Markets  now  ranks  each  of  the  47? 
overseas  companies  its  analysts  tracP 
based  on  57  criteria,  including  whetheil 
they  file  timely  quarterly  reports,  fol-| 
low  international  accoimting  norms,  anc 
have  independent  board  members. 

For  developing  countries,  such  stan-l 
dards  heighten  the  competition  for  for-] 
eign  funds.  According  to  the  Institute  oi 
International  Finance  Inc.  (IIF),  a  WashJ 
ington  think  tank,  flows  of  private  capi-| 
tal  to  emerging  markets  plunged  bj 
nearly  a  third  last  year,  to  $115  billion,] 
the  lowest  level  in  a  decade. 

The  good  news  is  that  the  markets! 
seem  to  be  rewarding  reform.  Mexico,! 
Russia,  South  Korea,  and  Brazil  all  were| 
struck  by  crises  in  the  1990s.  But  large- 
ly because  of  big  strides  in  improving! 
transparency,  they  have  been  able  to  I 
raise  billions  lately  in  foreign  bonds, 
loans,    and    offshore    stock    listings. 
"There's  no  problem  for  us  to  borrow  as 
much  money  as  we  like,"  says  Korea 
Development  Bank  Senior  Manager  Cho  | 
Seung  HjTin. 

Certainly,  governance  isn't  the  only  I 
consideration  drivTng  fund  flows.  China 
is  notorious  for  murky  finances  and  cor- 1 
ruption.  But  thanks  to  its  huge  domestic 
market,  China  sucks  in  lots  of  direct  in- 
vestment. And  its  companies  raised  $20 
bUHon  in  offshore  stock  offerings  in  2000. 
But  Beijing  also  knows  it  will  take  in 
even  more  investment  if  it  carries 
through  on  plans  for  reforms  such  as 
the  creation  of  independent  directors 
and  auditing  committees.  "We  want  to 
get  across  the  message  that  we  are 
working  to  protect  shareholder  rights," 
says  China  Securities  Regulatory  Com- 
mission Vice-Director  Tong  Daochi.  With 
no  return  of  the  fast-money  days  in 
sight,  emerging  markets  everywhere 
have  little  choice  but  to  adopt  such  glob- 
al standards. 

By  Pete  Engardio  in  New  York,  unth 
bureau  reports 
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Developer  productivity 


300% 


Testing  time 
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Lump  in  throat 


1 00% 


Lies  damn  lies  and  statistics,  you  say?  Some  of  our  customers  used  to  be  cynical  too.  Before  they  were  customers. 
But  then  they  started  sending  us  these  numbers.  Telling  us  that  the  results  of  using  our  best  practices,  integrated  tools 
and  services  exceeded  their  expectations.  Cutting  test  time,  decreasing  development  cycles  and  reducing  bugs. 
Freeing  their  teams  from  the  obstacles  that  hinder  software  development.  Need  more  evidence?  There's  plenty 
available  at  www.rational.com/customersuccess4. 
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.  troducing  the  new  InFocus^LP^BSO  with  expansion  module.  Think  of  it  as  the  projector 
that  grows  with  your  needs.  Right  out  of  the  box,  the  new  LP530  gives  you  more  projector 
for  your  money.  Less  than  six  pounds,  2000  lumens,  Faroudja"  video,  XGA  resolution,  and  state- 
of-the-art  DLP"  technology  by  Texas  Instruments  for  unsurpassed  image  quality.  And  if  you 
decide  you  need  more  inputs,  simply  snap  in  the  optional  expansion  module  for  a  conference 
room  powerhouse.  More  modules  will  come  along  as  technology  becomes  available.  So 
whjje  other  projectors  become  obsolete,  your  LP530  will  just  keep  getting  better  and  better. 
Br  more  details,  including  a  3-D  view,  visit  www.infocus.com/bw  or  call  1-888-lnFocus. 
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ISRAEL:  A  SAUDI  PEACE  PROPOSAL 
PUTS  SHARON  IN  A  BIND 


As  the  Palestinian  intifada  against  Israel  moves  into  its 
18th  month,  momentum  is  gaining  for  two  opposing  plans 
that  reflect  just  how  desperate  the  situation  has  become. 
In  mid-February,  Saudi  Arabia's  Crown  Prince  Abdullah 
floated  a  radical  peace  proposal — the  first  from  that  powerful 
Arab  nation  in  21  years.  Still  vaguely  defined,  the  plan  would 
involve  the  granting  of  diplomatic  recognition  of  Israel  by  22 
Arab  governments  in  exchange  for  the  creation  of  a  Palestinian 
state  and  Israel's  complete  withdrawal  fi*om  the  West  Bank  and 
Gaza  to  borders  existing  before  the  1967  Six-Day 
War.  The  goal  would  be  the  normalization  of 
relations  between  Israel  and  the  Arab  states. 

Excitement  is  growing  around  the  world 
that  Abdullah's  suggestion  could  lead  to  a 
breakthrough.  Leaders  of  Jordan  and  Egypt,  as 
well  as  Palestinian  Authority  Chief  Yassir 
Arafat,  strongly  back  it.  Their  hope  is  that  the 
proposal  will  be  considered  at  an  Arab  League 
summit  on  Mar.  27-28.  European  leaders  and 
the  Bush  Administration  are  also  welcoming 
the  move.  "We  get  the  sense  that  Abdullah  is 
serious.  It's  a  very  interesting  proposal,"  says 
an  Administration  official.  Vice-President  Dick 
Cheney  is  likely  to  raise  the  issue  with  both  the 
Arabs  and  Israelis  when  he  heads  to  the  region 
in  mid-March.  On  Feb.  26,  even  IsraeH  Prime 
Minister  Ariel  Sharon  expressed  interest. 
"There  are  definitely  positive  elements  in  this 
initiative,  and  Israel  should  not  reject  it  out  of  hand,"  he  said 
in  a  statement  released  by  his  office. 

But  Sharon  is  also  moving  ahead  with  another  radical 
plan  that  is  widely  popular  in  Israel  and  could  well  scuttle  the 
Saudis'  regionwide  push.  The  Israeli  Prime  Minister  an- 
nounced on  Feb.  21  that  steps  are  under  way  to  impose 
"buffer  zones"  in  the  West  Bank  to  protect  Israelis  from 
Palestinian  militants.  The  policy,  known  as  "unilateral  sepa- 
ration," could  cost  up  to  $400  million  and  would  involve  the 


CONTESTED:  Buffer  zones? 


construction  of  elaborate  fences,  checkpoints,  and  military 
patrols  along  the  240-mile  1967  border  with  the  West  Bank. 
Some  150,000  Israeli  settlers  would  remain  in  place,  guarded 
by  the  Israeli  Army.  Defense  sources  say  the  Israeli  compa- 
ny Magal  Security  Systems  is  in  talks  with  the  government 
on  building  the  zones.  Work  could  start  within  weeks. 

This  could  be  bad  news  for  the  Saudi  effort  because  Arafat, 
along  with  Arab  governments,  including  the  Saudis,  strongly 
oppose  the  separation  policy.  They  say  it  would  lead  to  further 
Palestinian  isolation  and  economic  suffering. 
Some  analysts  think  it  will  spur  more  violence. 
"Any  unilateral  attempt  at  separation  is 
doomed  to  failure,  as  the  Palestinians  will  make 
every  effort  to  infiltrate  [Israel],"  says  Jonathan 
Fighel,  a  senior  analyst  at  Israel's  Internation- 
al Policy  Institute  for  Counter-Terrorism  and  a 
former  military  governor  of  Ramallah. 

The  trouble  is,  Sharon  is  under  pressure  to 
deliver  on  his  promises  to  improve  security. 
He  is  also  facing  a  challenge  from  former  Prime 
Minister  Benjamin  Netanyahu,  who  now  leads 
Sharon  in  polls  by  some  15  points.  Netanyahu 
advocates  sending  the  Israeli  Army  into  Pales- 
tinian cities  and  toppling  the  Palestinian  Au- 
thority. All  this  helps  explain  why  Sharon  re- 
versed his  previous  opposition  to  buffer  zones. 
Could  the  Saudi-led  effort  move  ahead  even  if 
Israel  sticks  to  its  separation  policy?  It's  hard  to 
see  how  AbduUah's  proposal  could  work  without  Sharon  back- 
ing down.  For  that  to  happen,  the  level  of  violence  would 
have  to  decline  over  a  subst^tial  period  of  time,  and  right  now, 
that  looks  unlikely.  The  Saudi  proposal  holds  promise  at  a 
dark  time  for  the  region.  But  much  will  have  to  change  if  the 
region's  inhabitants — and  the  world — are  to  avoid  disappoint- 
ment in  the  Mideast  peace  process  once  again. 

By  Neal  Sandler  in  Jerusalem  and 
Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


miORE  WOES  FOR  MEXICO'S  PRI 

►  Party  leadership  elections  were  sup- 
posed to  give  a  much-awaited  chance 
for  Mexico's  Institutional  Revolutionary 
Party  (pri)  to  revitalize  itself  after  its 
humilitating  defeat  in  the  2000  presi- 
dential vote.  Instead,  the  Feb.  24  lead- 
ership contest  turned  into  a  bitter  fight 
as  the  two  main  contenders  accused 
each  other  of  ballot  stuffing.  Former 
Tabasco  (Governor  Roberto  Madrazo's 
razor-thin  edge  over  the  PRi's  Congres- 
sional leader  Beatriz  Paredes  threatens 
to  cause  a  crippling  split  in  the  party. 


which  ruled  for  71  years  before  Vicente 
Fox  won  the  presidency. 

PRI  discord  is  also  bad  news  for 
Fox.  He  had  hoped  for  a  clear  result 
so  he  could  engage  in  serious  policy 
talks  with  the  party.  Fox  needs  its 
supp>ort  for  key  legislative  moves  but 
currently  has  to  deal  with  several 
feuding  PRI  factions  in  Congress, 

INDIA:  IS  REFORM  IN  DANOER? 

►  India's  ruling  Bharatiya  Janata  Par- 
ty (bjp)  was  routed  in  four  state  elec- 
tions in  February,  leaving  the  party  in 
control  of  three  Indian  states,  vs.  14 


for  the  opposition  Congress  Party. 
Even  so,  most  analysts  believe  Prime 
Minister  Atal  Bihari  Vajpayee  will 
hold  on  to  power  until  the  next  gener- 
al election  in  2004.  Congress  leader  So- 
ma Gandhi  is  seen  as  too  weak  to  chal- 
lenge the  BJP  on  a  national  level. 

Investors  fear  the  party's  electoral 
upset  may  slow  the  recently  regalva- 
nized  reform  process  if  Vajpayee 
comes  under  pressure  from  the  rjp's 
26  coalition  partners.  But  some  ana- 
lysts think  Vajpayee  will  use  his  last 
two  years  to  push  through  crucial  re- 
structuring— and  establish  a  legacy. 
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INTRODUCING  E-BUSINESS  ON  DEMAND 
THE  NEXT  UTILITY 
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You  don't  wrestle  with  electrical  wires.  You 
don't  wrestle  with  plumbing.  You  don't  wrestle 
with  telephone  cables.  So  why  wrestle  with 
e-business  infrastructure?  Leave  it  to  the 
specialists,  e-business  on  demand"  takes 
care  of  storage  solutions,  business  applications, 
hardware,  integration  and  consulting.  You 
just  close  the  door  and  walk  away.  Good 
riddance.  Good  news.  It's  The  Next  Utility.™ 
Visit  ibm.com/e-business/onclemand  or 
ask  for  on  demand  at  800  IBM-7080. 


Social  Issues 


STUDENT  BODIES:  Admissions 
policy  may  get  a  brush-up 


EDUCATION 


WANTED:  A  CAMPUS 
THAT  LOOKS  LIKE  AMERICA 

Guess  who's  pushing  a  bold  plan  for  diversity?  Big  Business 


For  more  than  two  decades,  U.S. 
courts  have  been  limiting  affirma- 
tive-action programs  in  universi- 
ties and  other  areas.  The  legal  rationale 
is  that  racial  preferences  are  unconsti- 
tutional, even  those  intended  to  com- 
pensate for  racism  or  intolerance.  For 
many  colleges,  this  means  students  can 
be  admitted  only  on  merit,  not  on  their 
race  or  ethnicity.  It  has  been  a  divisive 
issue  across  the  U.S.,  as  educators 
blame  the  affirmative-action  backlash 
for  declines  in  minority  ad-  ^^mh 
missions.  Meanwhile,  activists 
continue  to  battle  race  pref- 


corporations  want  a  workforce  that  re- 
flects their  customers.  "Our  audience  is 
growing  more  diverse,  so  the  communi- 
ties we  serve  benefit  if  our  employees 
are  racially  and  ethnically  diverse"  as 
well,  says  forum  member  W.  Don  Com- 
weU,  CEO  of  Granite  Broadcasting  Corp., 
which  owns  nine  television  stations. 

Among  the  steps  the  forum  is  pushing: 
finding  creative  yet  legal  ways  to  boost 
minority  enrollment  through  new  admis- 
sions poHcies;  promoting  admissions  de- 

TAKING  AFFIRMATIVE  ACTION 


erences  in  courts  from  Michi-  The  Business-Higher  Education  Forum,  a  group 

gan  to  North  Carolina.  of  companies  and  universities,  wants  to 

Now    chiei  executives  at  j^^   schools  circumvent  cmirt  restrictions  on 

State  i' arm;  BusiiiessWeeks  ^        j.-         ^-        t^,       • 

parent.  The  McGraw-Hill  Cos.;  '^lV?!^}}y.'.J^f}?J^:J}.^^^^^^  

Boeing;  GlaxoSmithKhne;  and  THE  10%  RULE  Accept  a  top  percentage  of  students  at 


about  two  dozen  other  compa- 
nies have  decided  to  plunge 
headfirst  into  this  politically 
volatile  debate.  In  January,  a 
group  of  25  corporations,  36 
universities,  and  7  nonprofits 
called  the  Business-Higher  Ed 
ucation  Forum  set  forth  an  ae 


each  high  school  into  public  colleges,  vs.  previous 
plans  that  applied  percentages  statewide. 

''WHOLE  PERSON"  ADMISSIONS  Admit  students 

based  on  everything  from  after-school  work  experience 

to  socioeconomic  background,  not  just  test  scores.  gan.  He  says  he  has  reviewed 

nNAr«;iArAiD>ushCong7ess'to"bo7sVfina"ncia7^^^^^^^  planning-meeting  notes  from 

some  schools  mdicatmg  that 


cisions  that  look  at  more  than 
test  scores;  and  encouraging  uni- 
versities to  step  up  their  minori- 
ty outreach  and  financial  aid.  And 
to  counter  avowals  by  critics  to 
challenge  these  tactics  in  court, 
the  group  says  it  will  give  legal 
assistance  to  colleges  sued  for 
trying  them.  "Diversity  dimin- 
ished by  the  courts  must  be 
made  up  for  in  other  legitimate, 
legal  ways,"  says  David  Ward,  a 
forum  member  and  head  of  the 
American  Council  on  Education, 
One  of  the  more  controversial 
methods  advocated  is  the  so-called  10% 
rule.  The  idea  is  for  public  universities — 
which  educate  three-qviarters  of  aU  U.  S. 
undergraduates — to  admit  students  who 
are  in  the  top  10%  of  their  high  school 
graduating  class.  Doing  so  allows  colleges 
to  take  minorities  who  excel  in  marginal 
urban  schools,  even  if  they  wouldn't  have 
made  the  cut  under  the  current  statewide 
ranking  many  universities  use. 

California  came  up  with  the  idea  in 
2000,  afl^r  voters  approved  a  1996  propo- 
sition outlawing  racial  preferences  at  the 
state's  colleges  and  universities,  where 
nearly  2  million  students  are  enrolled. 
(The  state  uses  a  4%  rule  to  avoid  dou- 
bling enrollment.)  Texas  adopted  the  con- 
cept last  year  after  losing  a  major  affir- 
mative-action case  known  as  Hopwood, 
also  in  1996.  Undergraduate  minority  en- 
rollments, which  plunged  in  both  states 
after  the  rulings,  have  recovered  almost 
completely  under  the  new  approach.  "We 
had  to  do  something  to  compensate"  after 
the  court  ruling  cut  minority  admissions, 
wmmi^mt  says  Robert  G.  May,  dean  of 
the  business  school  at  the  Uni- 
versity of  Texas  at  Austin. 

Such  statements  are  what 
draw  the  ire  of  affirmative-ac- 
tion foes.  "Even  if  a  policy  is 
facially  neutral,  if  the  intent 
was  racial,  it  is  just  as  uncon- 
stitutional," argues  Curt  Levey, 
a  lawyer  at  the  Center  for  In- 
dividual Rights,  a  conservative 
group  in  Washington  that  has 
imderwritten  anti-affirmative- 
action  suits  in  Texas  and  Michi- 


Hr\;io            .11^          ;     for  needy  students,  who  are  disproportionately  minority.      """'*^  ".'-™'"     T  ;7,^ 
tion  plan  essentially  designed      - I ."..r. J. :..      umversities  use  the  10%  rules 


to  help  colleges  circumvent 
court -imposed  restrictions  on 
affirmative  action.  The  CEOs' 
motive:  As  minorities'  share  of 
the  population  grows,  many 


THIRD-PARTY  OUTREACH  Pull  nonprofits  that  help 
minorities  under  one  umbrella  for  better  outreach  and 
to  pool  aid  for  potential  college  students. 

Data:  Business  &  Higher  Education  Forum 


deliberately  to  get  around  covirt 
decisions,  and  the  Center  is 
looking  for  a  plaintiff  it  can  help 
to  mount  a  challenge.  Defend- 
ers insist  the  rule  is  legal  and 
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One  button.  Infinite  power. 
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What  would  you  do  if  a  single  button  gave  you  the  power  to  meet  with 
anyone,  anytime,  anywhere?  Hold  a  business  meeting?  Train  your  staff? 
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follows  comt  requirements  that  admis- 
sions be  based  on  clear  educational  crite- 
ria. The  10%  rule  "is  an  academic  stan- 
dard," says  Ohio  State  University 
President  William  E.  Kii-wan  II,  the  fo- 
rum's lead  university  official. 

Equally  controversial  is  the  forum's 
efforts  to  help  universities  ditch  their 
reliance  on  grade-point  averages  and 
test  scores,  which  are  as  much  as  one- 
fifth  lower  for  minorities.  Instead,  they 
foster  what's  called  a  whole  person  ap- 
proach to  admissions.  That  means  con- 
sidering, say,  the  socioeconomic  status  of 
an  applicant,  such  as  his  or  her  par- 
ents' educational  level.  Texas  is  the  first 
to  implement  such  a  policy,  which  it's  al- 
ready using  for  the  graduate  student 
class  entering  next  fall,  and  a  plan  for 
undergrads  is  being  studied.  Forum  of- 
ficials argue  that  students  who  succeed 
in  spite  of  adversity  perform  well  in 
college — and  at  work.  "You  have  to  look 
at  the  financial  and  personal  challenges  a 
person  has  overcome,  and  their  special 
talents  and  demonstration  of  leader- 
ship," says  Stephen  G.  Butler,  a  forum 
member  and  CEO  of  kpmg  LLP,  the 
100,000-employee  accounting  firm. 

Forum  members  also  plan  to  step  in 
more  directly  by  sponsoring  financial 
aid  and  other  assistance  programs  for 
minorities.  Last  year,  the  forum  helped 
create  a  nonprofit  called  the  Diversity 
Pipeline  Alliance,  headed  by  Bernard  J. 
Milano,  president  of  kpmg's  charitable 
foundation.  The  Pipeline  aims  to  bring 
under  one  umbrella  many  nonprofits 
that  serve  minority  students.  So  far,  11 
have  signed  on.  The  idea  is  to  pool  the 
programs'  resources  to  beef  up  market- 
ing, financial  aid,  and  fund-raising. 

The  coordination  would  also  make  it 
possible  to  keep  track  of  minority  stu- 
dents over  the  years.  For  example,  a  stu- 
dent in  Leadei-ship  Education  &  Devel- 
opment (lead),  a  program  that  gives 
hands-on  business  experience  to  high-po- 
tential minorities  in  high  school,  could  be 
steered  to  inroads,  which  places  minori- 
ty college  students  in  corporate  intern- 
ships. INROADS,  in  turn,  could  direct  par- 
ticipants to  the  Consortium  for  Graduate 
Study  in  Management,  which  has  pro- 
vided more  than  4,000  MBA  fellowships 
to  minorities  since  1996.  All  three  of  these 
groups  are  part  of  the  Pipeline. 

Ultimately,  corporations  will  have  a 
big  vote  in  this  national  debate.  State 
Farm  Insurance  Co.  CEO  Edward  B. 
Rust  Jr.  says  he's  urging  fellow  CEOs 
to  "vote  with  their  feet"  and  refuse  to 
recruit  at  or  make  big  donations  to  col- 
leges that  don't  produce  racially  diverse 
graduates.  If  corporate  leaders  start  fol- 
lowing his  and  the  forum's  lead,  the  de- 
bate over  racial  preferences  could  heat 
up  again  in  a  hurry. 

By  Jennifer  Merritt  in  New  York 
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EXECUTIVE  SUITE 


EMC:  TURMOIL 
AT  THE  TOP? 

Tensions  may  flare  between  a  former  CEO  and  his  successor 


Asked  by  a  reporter  to  grade  their 
chief  executive,  most  corporate 
chairmen  would  be  generous  with 
their  marks.  Not  Michael  C. 
Ruettgers,  executive  chairman  of  data- 
storage giant  EMC  Corp.  In  a  January 
inter\iew,  Ruettgers  gave  CEO  Joseph 
M.  Tucci  A's  in  innovation  and  strategic 
management,  but  F's  in  stock-price  per- 
formance and  financial  management  be- 
cause the  company  lost  .$508  million  in 
2001.  Ruettgers  added  that  he  was  dis- 
appointed Tucci  has  attracted  so  little 
outside  talent  during  his  year  at  the 
helm.  "The  ability  to  recruit  senior  guys 
is  one  of  the  things  you  expect  senior 
people  to  be  able  to  do,"  says  Ruettgers, 


who  was  CEO  at  emc  for  nine  years  be- 
fore giving  up  the  job  in  January,  2001. 
So  much  for  grade  inflation.  The 
tough  performance  rexiew  is  just  one 
of  several  signs  that  suggest  tensions 
are  brewing  between  the  former  EMC 
ceo  and  his  successor.  In  an  October 
conference  call,  Ruettgers  did  some  sub- 
tle finger-pointing  at  Tucci  as  he  dis- 
cussed his  disappointment  with  the 
company's  execution.  At  the  same  time, 
some  former  execs  say,  Tucci  has  want- 
ed to  move  faster  to  cut  costs,  make 
acqiiisitions,  and  introduce  new  software 
but  Ruettgers  and  EMC  have  slowed  the 
pace  of  change.  And  Ruettgers,  who 
had  planned  to  be  less  active  in  daily  af- 
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fairs,  has  continued  to  attend  weekly 
meetings  to  review  operations.  This  has 
analysts  and  insiders  speculating  that 
Tucci  could  soon  take  the  fall  for  EMC's 
poor  performance.  "In  that  culture, 
someone  must  fail,"  says  a  former  EMC 
executive.  "There  will  be  a  scapegoat." 

Publicly,  Ruettgers  and  Tucci  deny 
there's  any  rift.  "I'd  love  to  have  him 
stay  around  and  help  us  get  the  stock 
price  back  up,"  says  Ruettgers,  59,  of 
Tucci.  Ruettgers  also  amended  the  fail- 
ing grades  after  EMc's  public-relations 
team  got  involved.  He  says  he  meant 
the  F's  as  an  assessment  of  the  compa- 
ny's performance,  not  Tucci's.  As  for 
Tucci,  the  54-year-old  calls  Ruettgers 
one  of  the  world's  "truly  tremendous 
individuals.  He's  a  great  friend  and  a 
great  mentor.  It  would  be  easy  to  step 
on  each  other,  and  it  just  miraculously 
doesn't  happen  here."  EMC's  other  board 
members  declined  to  comment. 

The  last  thing  EMC  needs  is  the  dis- 
traction of  executive  infighting.  One  of 
the  highest-flying  companies  of  the 
1990s,  it  started  to  struggle  in  late  2000 
and  stumbled  badly  last  year.  EMC's  rev- 
enues for  2001  dropped  20%,  to  $7.1  bil- 
lion, far  short  of  its  publicly  stated  goal 
of  $12  billion.  Its  half-billion-dollar  loss 
contrasted  with  a  $1.8  billion  profit  in 


RUEHGERS 

The  executive 
chairman 
now  says 
the  F's  he 
handed  out 
in  January 
were  for 
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2000.  And  its  stock  has  plummeted  91% 
from  its  March,  2000,  peak,  to  $12. 

A  major  factor  was  the  swoon  in  the 
storage  market.  After  growing  steadily 
in  the  1990s,  the  market  slumped  to 
$25.5  billion  in  2001,  down  from  $31.2 
biUion  the  year  before.  EMC  lost  market 
share  as  thrifty  corporate  buyers  turned 
to  lower-cost  alternatives.  Its  slice  of 
the  total  disk  storage  systems  business 
dropped  to  15.6%  in  2001,  vs.  18.8%  in 
2000,  according  to  researcher  Interna- 
tional Data  Corp.  That  helped  Compaq 
Computer  Corp.  snatch  the  title  of  stor- 
age king  by  boosting  its  market  share 
to  18.2%  in  2001,  from  17.8%.  "The  near 
term  will  be  a  struggle  as  spending 
comes  back  gradually  and  emc  fends  off 
competitors,"  says  analyst  Steven  M. 
Milunovich  of  Merrill  Lynch  &  Co. 

Tucci  has  laid  out  an  aggressive  plan 
to  remake  emc,  but  it's  not  clear  if  he'll 
be  able  to  implement  it  as  fast  as  he'd 
like.  While  emc  in  the  past  has  focused 
on  storage  hardware,  he  wants  to  move 
quickly  into  selling  higher-margin  storage 
software  and  services.  He  figures  that 
will  help  boost  gross  margins — which 
fell  from  a  high  of  60%  in  2000  to  30% 
last  fall — to  the  high  40s  when  the  econ- 
omy recovers.  But  if  the  new  offerings 
are  to  contribute  half  of  overall  rev- 


enues anytime  soon,  as  Tbc- 
ci  desires,  emc  will  have  to 
make  acquisitions,  analysts 
say.  Tucci  is  eager  to  use 
EMC's  $5  billion  in  cash  and 
investments  to  cut  deals 
quickly,  but  Ruettgers  and 
the  board  favor  proceeding 
more  slowly.  "We  want  to 
make  sure  who  we  pick  up 
is  a  good  fit,  and  we  want 
to  plan  for  how  we  exe- 
cute," says  Ruettgers. 

EMC  was  close  to  a  deal 
last  year.  About  six  months 
ago,  the  company  was  ne- 
gotiating with  Legato  Sys- 
tems Inc.,  a  provider  of 
storage  software  and  serv- 
ices, says  analyst  Steve  Du- 
plessie  of  research  firm  The 
Enterprise  Storage  Group 
Inc.  The  deal  was  scuttled 
when  EMc's  stock  price  slid 
and  Legato's  rose.  "Sud- 
denly, it  was  a  lot  of  mon- 
ey," says  Duplessie.  EMC 
declined  to  comment  on 
any  possible  acquisitions. 
Legato  did  not  return  calls 
seeking  comment. 

Tucci's  bigger  problem  is 
that  he  needs  to  revamp 
much  of  what  Ruettgers 
did  as  chief  executive.  For  starters,  he 
wants  to  lower  costs  by  selling  more 
storage  gear  through  services  partners 
and  resellers,  rather  than  depending  so 
much  on  a  costly  direct-sales  force  to 
expand  EMC's  reach.  He  also  wants  to 
tone  down  the  hyperaggressive  culture 
that  developed  during  Ruettgers  CEO 
tenure,  which  has  alienated  some  cus- 
tomers and  made  it  tough  to  lure  out- 
side talent.  Some  inside  and  outside  the 
company  think  Tucci  is  stuck  in  an  un- 
tenable position:  He's  responsible  for 
the  performance  of  the  company,  but 
he  lacks  free  rein  to  make  changes  as 
quickly  as  he'd  like  because  he  needs  to 
consult  with  Ruettgers  on  key  decisions. 
"Trying  to  change  without  that  mantle 
of  power  is  impossible  over  there,"  says 
one  former  employee.  Adds  another  for- 
mer employee:  "'The  company  still  ab- 
hors external  talent." 

Friction  in  the  executive  suite  would 
hardly  be  a  surprise.  Corporate  history  is 
littered  with  cases  in  which  top  execu- 
tives who  stick  around  to  mentor  their 
successors  end  up  driving  them  out  the 
door  instead.  At  Xerox  Corp.,  G.  Richard 
Thoman  had  been  in  the  chief  executive 
post  only  13  months  when  Chairman 
Paul  A.  Allaire,  Thoman's  predecessor 
as  CEO,  told  him  the  board  was  about 
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to  announce  his  resignation.  "I  don't 
think  a  new  CEO  needs  a  babysitter," 
says  Rosabeth  Moss  Kanter,  a  professor 
of  business  administration  at  Harvard 
Business  School.  "It  inhibits  the  new  CEO 
in  charting  his  or  her  own  course." 

The  personal  and  management  styles 
of  Tucci,  a  salesman,  and  Ruettgers,  who 
started  at  EMC  as  an  operations  expert, 
couldn't  be  more  different.  Tucci  likes 
to  bmld  one-on-one  relationships,  while 
Ruettgers  is  more  aloof.  Tucci  seems  to 
be  more  willing  than  Ruettgers  to  make 
tough  decisions  quickly.  Bill 
ScanneU,  EMc's  senior  vice-pres- 
ident for  global  sales,  says  Tuc- 
ci gives  him  an  answer  immedi- 
ately when  he  asks  for  ad\dce. 
Ruettgers  tends  to  chew  on 
things  awhile.  And  Tucci  prais- 
es and  thanks  his  troops  regu- 
larly, while  Ruettgers  once  told 
a  foiTner  executive  that  saying 
thank-you  is  a  sign  of  weak- 
ness. A  spokesman  for  Ruett- 
gers says  he  routinely  thanks 
employees. 

Tucci  seems  to  have  the 
skills  to  lead  EMC  through  its 
transformation.  The  former  CEO 
of  Wang  Laboratories  Corp. 
knows  what  it's  like  to  drive 


chief  engineer,  hardware  guru  Moshe 
Yanai,  stalled.  Yanai  didn't  agree  with 
the  open-software  strategy^  and  since 
the  software  team  reported  to  him,  he 
could  hold  up  the  initiative.  It  took  more 
than  a  year  for  Tucci  to  move  Yanai 
aside,  into  a  technical  advisory  position, 
and  to  shift  the  initiative  into  high  gear. 
Why?  Ruettgers  and  EMC  co-founder- 
Dick  Egan  urged  him  not  to  move  any 
faster.  "The  engineering  team  is  a  great 
organization,  intensely  loyal  to  Moshe. . . . 
They  cautioned  [Joe]  to  go  slow  on 


CORNER-OFFICE  CLASH 


Critics  say  Joe  Tucci,  EMC's  new  CEO,  might  have 

moved  faster  to  make  necessary  changes  if  Executive 

Chairman  Mike  Ruettgers  and  the  combative 

culture  he  helped  create  hadn't  stalled  him: 

COST  CUTS  Under  Ruettgers,  EMC  tested  its  storage 
gear  for  28  days — a  length  that  Tucci  felt  was  too  long 
and  too  costly.  It  took  Tucci  six  months  of  study  be- 
fore he  could  assure  Ruettgers  that  quality  would  not 
suffer  if  he  cut  the  testing  time  in  half. 

SOFTWARE  DEVELOPMENT  The  chief  hardware 
engineer  didn't  agree  with  Tucci's  emphasis  on  open 
software,  slowing  its  development.  It  took  more  than 
a  year  for  Tucci  to  move  the  chief  engineer  to  an 
advisory  role  because  Ruettgers  urged  that  the  engi- 


those  costs  in  the  product,"  says  a  W; 
Street  analyst  who  requested  anonymity 
Other  signs  of  possible  friction  be 
tween  the  two  are  subtle.  Consider  th 
company's  October  earnings  announce 
ment.  Ruettgers  spoke  first  about  th 
impact  of  the  economy  and  of  the  Sei 
tember  11  terrorist  attacks  on  businessi 
Then  he  said:  "We've  been  slower  to  re 
act  to  market  changes  than  Joe  and 
would' ve  liked.  Joe  will  discuss  this.'l 
Some  listeners  thought  Ruettgers  w; 
pushing  Tucci  into  traffic.  "That  was 
shot  at  Tlicci,  but  he  tempera^ 
it  by  saying  Ve,' "  says  one  an 
alyst.  Ruettgers  says  that  w; 
not  his  intention.  He  was  simpl; 
introducing  Tucci  so  he  coul 
discuss  an  area  he's  responsibl 
for.  An  EMC  spokesman  say; 
Tucci  didn't  perceive  the  com 
ment  as  an  offense. 

Friends  and  former  col- 
leagues say  Tucci  knows  h 
can't  turn  around  the  company 
on  his  own.  He  has  tried  t 
make  the  most  of  internal  tal- 
ent, promoting  two  young  com- 
pany veterans  to  executive 
vdce-president  slots  in  Novem 
ber.  Still,  the  top  executives 
are  not  very  seasoned  as  man 


through  90-degree  turns  at  100      neer  be  treated  gingerly  because  of  his  past  work.  agers.  And  the  only  person 


miles  an  hour  without  spinning 
out.  He  did  it  at  Wang — pulling 
the  once  high-flying  hardware 
company  out  of  bankruptcy, 
turning  it  into  a  serxices  outfit, 
and  selUng  it  for  $2  billion  in 


PRODUCT  SALES  The  chief  hardware  engineer  also 
shunned  a  midrange,  lower-priced  storage  box,  so  the 
sales  force  did  too.  That  cost  EMC  sales  when  rivals 
undercut  EMC's  prices.  And  it  helped  IBM  pick  up 
4.4  percentage  points  of  external  storage  market 


Tucci  brought  with  him  when 
he  joined  the  company  as  pres 
ident  in  January,  2000,  was  his 
secretary   of   12   years,   Pam 
Buote 

Recruiting  fi'om  the  outside 


1999.  "Speed  is  very  important      .^.'^.^.'!^.i'!'...^??.L- is  tough  because  of  emc's  cul- 


to  Joe,"  says  Franklyn  A. 
Caine,  who  was  chief  financial 
officer  under  Tucci  at  Wang 
and  is  now  CFO  at  Raytheon 
Corp.  "We  were  playing  beat- 
the-clock  because  the  market 
was  changing  so  quickly." 

EMC  is  under  the  same  kind  of  pres- 
sure. Take  the  storage-software  mar- 
ket. Customers  are  clamoiing  for  "open" 
software,  which  can  be  used  to  manage 
storage  gear  from  all  competitors,  not 
just  a  single  supplier.  Tech  analysts  say 
EMC  leads  in  the  race  to  introduce  such 
software  with  its  Automated  Infoi-ma- 
tion  Storage,  or  Autois  initiative,  but 
rivals  are  coming  on  strong.  "The  faster 
they  can  deliver,  the  better,"  says  one 
major  emc  customer  who  plans  to  pur- 
chase the  software  as  soon  as  it  be- 
comes available.  "They  gotta  be  fast. 
Everv'one  is  in  the  same  game,  trying  to 
do  the  same  thing  now." 

Problem  is,  Tucci  is  in  a  race  with 
weights  on  both  legs.  When  he  tried  to 
push  the  Autois  effort  in  2000,  emc's 


NEW  BLOOD  Ruettgers  says  he's  disappointed  that 
Tucci  hasn't  recruited  more  top  execs.  EMC's  longtime 
reputation  as  a  tough,  even  nasty,  place  to  work  has 
made  it  hard  to  attract  outside  talent.  Tucci  says  three 
new  executive  hires  will  soon  join  EMC. 

that,"  says  a  former  emc  employee. 
Asked  why  it  took  so  long,  Ruettgers 
replies:  "Gone  are  the  days  when  every- 
one shows  up  with  an  indentured-servi- 
tude  certificate  when  they  come  to 
w^ork."  EMC  did  not  make  Yanai  avail- 
able for  an  inter\iew\ 

Tucci  also  cut  costs  more  slowly  than 
he  would  have  liked.  Early  on,  he  want- 
ed to  pare  back  emc's  practice  of  testing 
every  new,  high-end  storage  box  for  28 
days  because  he  thought  it  was  unnec- 
essarily excessive.  But  Ruettgers  was  a 
strong  supporter  of  the  testing  process. 
S'i  Tucci  had  to  make  sure  quality  w^ould 
not  suffer  before  making  the  move.  TVic- 
ci  studied  the  issue  for  six  months  until 
June — then  he  cut  the  testing  time  and 
the  cost  in  half.  "Ruettgers  should  have 
been  less  stubborn  about  keeping  all 


ture.  Any  prospective  hire  that 

does  a  little  homework  will  find 

that  several  senior  executives 

who  joined  EMC  in  the  late  '90s 

from  companies  like  IBM,  AT&T, 

and  Xerox  are  already  gone. 

Some  bolted  within  two  years,  even 

leaving  lucrative  options  behind.  "No 

one  wants  to  join,"  says  a  former  EMCer 

"Their  culture  is  a  Uability.  They  get 

aggressive  on  everything." 

So  far,  Tucci  is  a  rare  survivor.  The 
ever-calm  CEO  says  he's  not  worried 
about  getting  the  ax.  "I'm  not  even 
scared  a  little  bit.  If  you're  afraid  of 
failure,  then  you're  a  candy-assed  cow- 
ard and  you  shouldn't  be  here  anyway." 
Tucci  believes  he'll  be  judged  on  what 
he  does  over  the  next  two  years,  not 
the  hand  he  w^as  dealt.  But  in  an  era 
when  CEOS  change  nearly  as  often  as 
Vegas  blackjack  dealers,  he  may  be 
asked  to  fold  his  hand  before  he  gets  a 
chance  to  call  for  new  cards. 

By  Faith  Keenan 
in  Hopkinton,  Mass. 
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NEW  DRUGS: 

WHY  SO  MANY  DELAYS? 

Blame  overeager  CEOs  and  an  overly  cautious  FDA 


Along-struggling  biotech  startup  is 
finally  ready  for  its  day  in  the  sun. 
Its  groundbreaking  drug  lands  be- 
fore the  Food  &  Drug  Administra- 
tion after  wowing  doctors  at  various 
medical  meetings  with  great  clinical  data. 
Then,  seemingly  out  of  the  blue,  the  FDA 
rejects  the  drug,  saying  it  wants  more 
tests  to  prove  its  safety.  The  stock  col- 
lapses, losing  60%  of  its  value  in  just  a 
few  days,  and  the  huge  pharmaceutical 
company  that  has  been  helping  to  devel- 
op the  drug  puUs  out  of  the  deal. 

No,  this  is  not  another  recap  of  the 
troubles  besetting  ImClone  Systems  Inc. 
and  its  Erbitux  cancer  drug.  The  events 
above  happened  in  1999  to  Scios  Inc. 
and  its  Natrecor  drug  for  acute  conges- 
tive heart  failure:  proof  that,  in  biotech, 
everything  new  is  old  again.  One  after 
another,  biotech  companies  have  been 
running  into  delays  ranging  from 
months  to  years  after  bringing  their 
drugs  to  the  FDA.  Or  their  drugs  have 
washed  out  in  late-stage  clinical  trials. 
These  setbacks  are  occurring  just 
when  biotech  is  reaching  critical  mass, 
with  close  to  400  drugs  now  in  various 
stages  of  human  testing.  Although  many 
of  these  drugs  will  never  pan  out,  those 
that  do  could  have  a  huge  impact  on  the 
treatment  of  disease.  But  first,  biotech 
firms  and  fda  officials  must  figure  out 
how  to  clear  up  the  many  hazards  that 
have  dragged  out  the  process 
of  testing  and  evaluating  these 
novel  treatments — to  the  detri- 
ment of  patients. 

Scios  is  a  classic  example. 
The  fda's  rejection  of  Na- 
trecor came  in  April,  1999, 
when  the  agency  overruled  its 
own  outside  advisory  panel, 
which  had  recommended  the 
drug  a  month  earlier  by  a  5- 
to-3  vote.  The  fda  said  the 
500-patient   trial   used   to 
support    the    application   ^ 
wasn't  big  enough  to  prove 
safety.  That  caused  devel- 
opment partner  Bayer  to 
pull  out  of  the  deal,  leaving 
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tiny  Scios  to  finance  another  year  of 
clinical  trials  on  its  own.  Natrecor  was 
finally  approved  by  the  fda  in  July, 
2001,  the  first  new  treatment  for  deadly 
congestive  heart  failure  in  14  years. 

Scios  and  ImClone  are  not  anomalies. 
In  the  past  several  months,  a  dozen  or 
more  biotech  drugs  have  run  into  prob- 
lems (table).  The  fda  review  of  Corixa 
Corp.'s  cancer  treatment,  Bexxar,  has 
been  delayed  twice  because  the  agency 
needs  more  time  to  review  the  applica- 
tion filing.  Chiron  Corp.  has  run  into  a 
similar  problem  with  its  new  HW  blood 
test,  Procleix.  That  application  is  still 
pendiag  a  year  after  filing.  Amylin  Phar- 
maceuticals Corp.  won  a  Mkely-to-approve 
letter  from  the  fda  in  October  for  its 
diabetes  drug — contingent  on  the  com- 
pany's running  more  safety  trials  that 
wtU  keep  the  drug  off  the  market  for  at 
least  another  year.  Even  Idee  Pharma- 
ceuticals Corp.'s  innovative  lymphoma 
drug,  Zevalin,  was  delayed  for  six  weeks 
after  recei\Tng  a  Ukely-to-approve  letter 
because  of  manufacturing  concerns.  (It 
won  clearance  in  February.) 

ImClone  may  still  recover  from  its 
owTi  bad  stumble.  After  a  meeting  with 
the  FDA  on  Feb.  26,  the  company  said  it 
may  be  able  to  resubmit  its  Erbitux 
application  this  year  with  existing  data 
from  U.S.  and  European  trials,  rather 
than  ha\ing  to  run  new  trials. 

Biotech  executives,  doc- 
tors, and  FDA  officials  all 
see  some  common  prob- 
lems with  drug  delays: 
underfunded  clinical  tri- 
als; overenthusiastic  CEOs 
who  refuse  to  accept  that 
their  clinical  trials,  or  the 
drugs  themselves,  may  be 
deficient;  an  understaffed 
and  leaderless  FDA  that 
may  also  be  overcautious; 
and  extremely  complicat- 
ed manufacturing  process- 
es. But  what  really  has 
the  industry  spooked  is 
that  the  FDA  seems  to  be 
tightening  up  its  require- 
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ments  for  approval  of  cancer  drugs — ^the 
largest  class  of  biotech  agents  under 
development. 

Because  cancer  is  so  often  fatal,  the 
agency  has  often  in  the  past  accepted 
trials  that  proved  only  that  a  tumor  re- 
sponds to  a  drug.  But  increasingly,  for 
cancers  where  chemotherapy  or  radia- 
tion is  already  doing  some  good,  the 
FDA  w^ants  evidence  that  a  new^  drug 
actually  extends  life.  This  "survival" 
data  can  take  years  to  accumulate.  "I 
think  the  FDA  has  raised  the  bar  too 
high,"  says  a  biotech  exec  who  asked 
not  to  be  named. 

Few  biotech  executives  want  to  go  on 
record  criticizing  the  fda.  As  Vaughn  M. 
Kailian,  vice-chairperson  of  Millennium 
Pharmaceuticals  Inc.,  notes,  "the  main 
asset  that  most  of  us  have  is  our  rela- 
tionship with  the  FDA."  But  off  the 
record,  many  say  the  fda  has  grown 
too  conservative. 

The  agency,  though,  may  simply  be 
responding  to  the  fiip  side  of  the  prob- 
lem: sloppy  or  incomplete  drug  applica- 
tions. "I  call  it  founder's  syndrome," 
says  one  executive.  "They  discovered 
the  drug,  they  are  convinced  it  works, 
and  they  don't  have  anyone  on  their 
board  who  will  question  that  assump- 
tion. So  when  the  FDA  tells  them  to 
slow  down,  they  ignore  them."  This  at- 
titude really  irks  Tamar  D.  Howson, 
senior  vice-president  for  corporate  de- 
velopment at  Bristol-Myers  Squibb  Co., 
which  owns  20%  of  ImClone.  "I  wish 
someone  would  invent  a  pill  that  would 
shrink  the  size  of  a  biotech  CEo's  ego," 
she  said  at  a  recent  industry  forum. 

These  conflicts  have  come  to  a  head 
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vSome  recent  biotech  drug  setbacks 
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FDA  has  twice  delayed  review  of  this  novel 
antibody  for  non-Hodgkin's  lymphoma,  most 
recently  in  January,  because  it  needs  more 
time  to  review  the  lengthy  filing. 


FDA  issued  a  likeiy-to-approve  letter  in 
October,  contingent  on  additional  safety 
trials,  which  will  take  about  a  year. 


FDA  asked  for  more  safety  and  efficacy  tests 
in  October,  delaying  approval  filing  by  at 
least  six  months. 


In  July,  the  FDA  rejected  the  drug,  asking  for 
additional  safety  data.  New  clinical  trials  are 
under  way,  and  the  companies  expect  to 
resubmit  the  drug  at  the  end  of  2002. 
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in  the  cancer  arena.  Many  oncology 
drugs  have  been  approved  on  the  basis 
of  early  stage  clinical  trials  that  involved 
only  100  or  so  patients  and  no  control 
group,  in  which  patients  receive  a 
placebo.  In  such  trids,  the  patients  must 
be  "refractory,"  meaning  they  have 
failed  all  standard  therapies.  Rather 
than  demonstrate  that  the  drug  signifi- 
cantly extends  life — a  tough  proof  in 
such  patients — the  trials  needed  only  to 
show  that  the  tumor  shrank  in  size. 

There  are  two  problems  with  such 
trials.  The  company  must  have  a  rigid 
protocol  for  determining  if,  indeed,  the 
patients  failed  standard  treatment,  and 
an  equally  rigid  standard  for  measur- 
ing tumor  shrinkage.  All  of  this  becomes 
that  much  murkier  with  many  of  the 
new  drugs,  such  as  ImClone's  Erbitux, 
that  are  meant  to  be  used  in  combina- 
tion vdth  existing  chemotherapy. 

But  many  biotech  executives  insist 
there  is  nothing  murky  about  the  goal. 
"It  is  really,  really  hard  to  shrink  a  sol- 
id tumor,"  says  Dr.  Susan  Desmond- 
Hellman,  executive  vice-president  for 
product  development  at  Genentech 
Corp.  "Sure,  survival  is  a  wonderful 
endpoint,  but  those  studies  are  very 
long  and  take  lots  of  patients." 

Companies  have  another  major  con- 
cern: cost.  Getting  through  all  three  phas- 
es of  clinical  trials  typically  required  for  a 
new  drug  approval  can  run  anywhere 
from  $300  million  to  $800  miUion. 
"Everybody  underestimates  the  cost  of 
drug  development,"  warns  Idee  Pharma- 
ceuticals CEO  William  H.  Rastetter. 

The  FDA  feels  that  companies  rushing 
their  trials  bring  many  of  the  problems 


CHIRON: 
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on  themselves.  Kathryn  C.  Zoon,  direc- 
tor of  the  agency's  Center  for  Biologies 
Evaluation  &  Research  (cber),  which 
reviews  most  biotech  drugs,  concedes 
that  the  FDA  often  works  closely  with 
companies  to  design  pivotal  clinical  tri- 
als— only  to  ask  for  more  data  later. 
But,  she  says,  "we  try  to  caution  that 
those  agreements  are  pending  only  if 
there  are  no  untoward  adverse  events." 
No  matter  how  comfortable  the  FDA 
feels  about  a  trial  initially,  surprises  can 
change  its  view.  "We  don't  usually  pull 
these  things  out  randomly,"  says  Zoon. 
And  the  agency  can  move  boldly.  Last 
spring,  it  approved  Novartis'  Gleevec 
drug  for  a  particularly  deadly  form  of 
leukemia  in  a  record  SVi  months,  based  on 


The  application  for  this  highly  sensitive  HIV 
blood  test  was  accepted  by  the  FDA  in  March, 
2001,  but  despite  being  granted  fast-track 
status,  a  decision  isn't  expected  for  months. 

The  industry  would  like  less  wobble. 
Carl  B.  Feldbaum,  president  of  the 
Biotech  Industry  Organization,  says 
"biotech  companies  don't  want  to  de- 
crease the  rigor  of  the  process,  but  they 
want  to  make  it  a  little  more  pre- 
dictable. There  are  many  complaints  of 
inconsistency  throughout  the  agency." 
He  would  like  to  see  more  definitive 
guidelines  for  clinical  trials,  so  companies 
are  clearer  on  what  is  required.  In  gen- 
eral, the  FDA  feels  no  compulsion  to  re- 
spond to  such  criticism.  But  a  top  official 
bristles  at  this  argument.  "What's  hap- 
pening is  that  companies  are  giving  less 
complete  data,"  he  insists. 

Many  of  these  issues  might  be  more 
easily  resolved  if  the  FDA  had  a  com- 
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ImClone  hit  a  wall  in  getting 
approval  for  its  cancer  dtug.  Recent  signals  from 
the  FDA,  however,  are  encouraging 


only  a  very  small,  early  stage  trial,  with 
no  control  arm,  and  tumor  response  as 
the  endpoint.  In  1998,  the  agency  stunned 
COR  Therapeutics  Inc.  when  it  approved 
Integrilin,  for  angina,  after  an  outside 
review  panel  had  raised  concerns  about 
the  drug.  The  FDA  sometimes  overrules 
its  outside  panel's  approval  recommen- 
dation (witness  Natrecor)  but  rarely  ig- 
nores a  negative  review,  cor,  recently 
acquired  by  Millennium  Pharmaceuticals, 
had  no  idea  the  FDA  would  vote  in  its  fa- 
vor, says  KaiUian,  then  CEO  of  coR:  "A 
company's  relationship  with  the  FDA  is  al- 
ways extremely  fluid." 


missioner.  President  George  W.  Bush 
has  yet  to  name  a  permanent  head  for 
the  huge  agency,  although  on  Feb.  25  he 
did  appoint  a  deputy  commissioner — a 
veterinarian,  Lester  M.  Crawford — to 
act  as  senior  official  untU  the  real  thing 
comes  along.  Staffers  are  likely  to  be 
extremely  cautious  without  any  guid- 
ance fi"om  the  top,  say  executives.  That 
caution  may  well  be  warranted,  but 
while  the  biotech  industry  and  the  FDA 
point  fingers,  patients  continue  to  suffer. 
By  Catherine  Arrist  in  New  York, 
vxith  John  Carey  in  Washington  and 
Arlene  Weintraub  in  Los  Angeles 
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Empower  consumers  and  lenders  by  "changing 
the  consumer  lending  game" 

DEFINING  INTERNET  MOMENT  V —  whon  we  surpassod  $15  billion  in  closed  loans 


RESULTS 


Since  1996,  LendingTree  has  been  the  leader  in  connecting  lenders 

and  borrowers  on  the  Internet,  and  Digex  has  been  nnanaging  the 

LendingTree.com  online  exchange  since  the  company  expanded 

to  offer  its  unique  service  nationwide  in  1998.  By  leveraging  its 

proprietary  Lend-X^"^  technology  to  facilitate  its  online  exchange, 

LendingTree  streamlines  the  cumbersome  loan   process  and 

puts  consumers  in  a  position  of  control  as  lenders  compete  for 

their  business. 

Digex  provides  full   management  of  the   LendingTree.com 
lending   exchange   so  they  can   focus  on   their  mission: 
Leveraging  technology  to  empower  borrowers  and  lenders. 

To  learn  how  Digex  can  empower  your  Internet  business, 
call  1  -866-344-3997  or  visit  www.digex.com/hosting. 
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Developments  to  Watch 
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A  COTTON  CANDY 
SOLUTION  TO 
PLANT-EATING  BUGS 

FARMERS  MAY  ONE  DAY 

fight  crop-munching  insects 
with  a  polymer  that  sprays 
on  like  cotton  candy.  Un- 
like pesticides,  this  silky 
web  of  plastic  doesn't  p)oi- 
son  the  bugs  or  the  envi- 
ronment. The  fuzzy  barri- 
er just  makes  it  harder  for 
the  creepy  crawlies  to  get 
at  vulnerable  plants. 

The  idea  occurred  to 
Michael  P.  Hoffinann,  a 
Cornell  University  ento- 
mology profes- 
sor, wMe  he 
was  searching 
for  nontoxic 
pest  controls  to 
which  bugs 
would  not  be- 
come immune. 
Four  years  lat- 
er, Hoffinann  and  his  team 
settled  on  a  recipe  made 
of  ethylene  vinyl  acetate, 
similar  to  the  white  goo  in 
hot-glue  guns,  that  can  be 
sprayed  harmlessly  onto 
plant  stalks.  The  cottony 
w^eb  has  already  proved 
effective  against  fly  mag- 
gots— ravenous  pests  that 
destroy  miUions  of  dollars' 
w'orth  of  onion  and  cab- 
bage plants  each  year. 
Hoffinann's  fuzz  isn't 
X  \  yet  ready  for  large-scale 
use.  His  team  is  still  tin- 
kering with  the  recipe, 
adding  repellents  such  as 
capsaicin  from  hot  peppers 
to  make  the  web  more  ob- 
noxious to  bugs.  And  w^hUe 
the  polymer  currently 
must  be  removed  by  hand, 
the  process  will  ultimately 
have  to  be  automated. 

Even  so,  with  the  Envi- 
ronmental Protection 
Agency  phasing  out  more 
pesticides,  there's  a  grow- 
ing need  for  green  options, 
says  Hof&nann.  He  has 
patented  the  process  and 
is  talking  with  potential 
partners.         Julie  Forster 


PROMISING  NEW  WEAPONS  IN  THE  WAR  ON  AIDS 


THE  VIRUS  THAT  CAUSES  AIDS 

mutates  fast  enough  to  devel- 
op resistance  against  drugs 
designed  to  fight  it.  Yet  at 
the  Ninth  Conference  on 
Retroviruses  &  Opportunistic 
Infections,  held  in  Seattle  in 
late  February,  scientists  re- 
ported progress  on  new  med- 
icines and  vaccines  that  may 
help  keep  HIV  in  check. 

Some  of  the  emerging 
drugs  fight  the  virus  using 
the  same  tactics  as  exist- 
ing medicines.  Bristol-Myers 
Squibb  and  Tibotec-Virco 
have  drug  compounds  that  at- 
tack the  enzyme  that  Hiv 
uses  to  copy  its  genes.  Both 
drugs  reduce  virus  levels  in 
people  infected  with  strains 
resistant  to  today's  drugs. 

Other  medicines  are  open- 
ing new  fronts  against  HIV. 
In  order  for  the  \irus  to  get 
into  cells,  it  must  attach  to 
two  receptors  on  the  surface 
of  cells,  dubbed  CD4  and  CCR5. 
Bristol-Myers  scientists  have 
developed  a  small  molecule 
that  sticks  to  the  outside  of 
the  virus,  preventing  it  from 
binding  to  CD4.  The  drug  in- 
hibits infection  in  animals.  "It 
is  a  very  important  develop- 
ment," says  Dr  David  Ho,  di- 


KILLER  AT  WORK:  HIV 

attacks  a  white  blood  cell 

rector  of  the  Aaron  Diamond 
AIDS  Research  Center  in  New 
York.  Even  further  along  is  a 
drug  from  Schering-Plough 
that  blocks  the  attachment  of 
HIV  to  CCR5.  Studies  show^ 
that  it  lowers  viral  loads  in 
patients. 

Drug  companies  have  also 
been  trying  to  attack  an  Hiv 
enzyme  called  integrase  that 
enables  the  \Trus  to  insert  its 
own  genes  into  human  cells. 
Scientists  at  Shionogi  in  Osa- 
ka, Japan,  reported  on  a  can- 
didate that  strongly  inhibits 
HIV  in  the  test  tube. 


All  drugs  have  side-effects, 
though,  so  the  best  way  to 
fight  AIDS  may  be  with  vac- 
cines. Merck  scientists  pre- 
sented the  first  data  from  hu- 
man trials  of  a  promising 
approach. 

Merck's  team  uses  two  vac- 
cines. One  is  a  piece  of  dna 
w^hich  contains  a  gene  from 
HIV.  The  other  employs  a 
modified  cold  virus  to  carry 
the  same  gene.  When  injected 
into  the  body,  each  vaccine 
prompts  cells  to  make  the  vi- 
ral protein.  The  hope  is  that 
the  protein  wiU  stimulate  the 
immune  system  to  attack  cells 
infected  by  the  virus.  In 
monkeys,  the  vaccine  doesn't 
prevent  infection,  but  it  does 
enable  the  animals  to  keep 
HIV  under  control. 

Does  it  also  work  in  peo- 
ple? So  far,  Merck  re- 
searchers have  immunized 
scores  of  volunteers.  De- 
pending on  the  dose  and  vac- 
cine type,  the  immune  sys- 
tems of  20%  to  60%  of 
people  responded.  "We  have 
to  stay  cautious,  but  w^e  are 
very  encouraged  by  these  re- 
sults," says  John  Shiver,  di- 
rector of  vaccine  research  at 
Merck.  John  Carey 


SPEEDIER  NET 
ACCESS  OVER  PLAIN 
OLD  PHONE  LINES 

RURAL        BUSINESSES        AND 

others  lacking  access  to 
broadband  networks  such  as 
cable  or  DSL  will  soon  have  a 
new  way  to  gain  high-speed 
access  to  the  Internet,  using 
plain  old  copper  phone  lines. 
Artera  Group  International  in 
Westport,  Conn.,  is  de- 
veloping a  system  that  it 
claims  can  in- 
crease the  flow 
of  data  over 
existing  tele- 
com "pipes. 
The  ac- 
celeration 
can     be 


impressive.  Over  one  phone 
hne,  the  Artera  Hirbo  can  de- 
liver a  fivefold  increase,  up  to 
250  kilobits  per  second  G^bps) 
via  a  standard  56-kbps  dial- 
up  modem.  In  offices  with 
two  or  more  modems  and 
phone  lines,  the  system  can 
compete  with  DSL  modem  up- 
load speeds,  which  typically 
range  from  400  to  600  kbps. 
Existing  broadband  connec- 
tions, such  as  cable  and  DSL 
modems,  get  a 
boost,  too. 

The  Turbo  re- 
hes    on    six 
!  >atent-pend- 
mg      tech- 
nologies, so 
howMt-works 
details      are 
skimpy.  But  John 


Lash,  a  \ice-president  of  NCT 
Group,  Artera's  corporate  par- 
ent, says  the  secret  is  swap- 
ping some  PC  power  for  band- 
width through  a  mix  of 
caching,  compression,  opti- 
mization, and  other  tech- 
niques. One  trick  slashes  the 
latency,  or  delay,  between 
packets  of  digital  data  by  80%. 
After  testing  Aitera's  set- 
up, information  specialist  GTSi 
plans  to  offer  the  service  to 
its  government  and  university 
customers.  "It's  amazing  tech- 
nology','' says  GTSI  technologist 
Mark  Thoreson.  As  the  sei^v- 
ice  rolls  out  this  spring,  fees 
are  expected  to  start  at  $175  a 
month  for  a  three-user  office, 
with  service  for  homes  and 
travelers  coming  later  at  $10 
or  $20  a  month.         Otis  Port 
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EXECUTIVE  SUITE 


PULP  FRICTION 
AT  WEYERHAEUSER 


Rogel's  hostile  takeover  of 
Willamette,  its  rival  in  forest 
products,  has  raised  hackles 

Things  got  ugly  in  a  hurry  for 
Steven  R.  Rogel,  CEO  of  Weyer- 
haeuser Co.  In  November,  2000,  he 
sent  a  letter  to  William  S^^'indells,  chair- 
man of  Willamette  Industries  Inc.,  let- 
ting him  know  that  Weyerhaeuser  was 
making  a  run  at  his  company.  This  was 
not  the  usual  takeover  attempt,  how- 
ever Call  it  a  homecoming  of  sorts:  Ro- 
gel, 59,  had  been  Swindells'  protege  at 
Willamette  in  Portland,  Ore. — in  fact, 
he  had  worked  there  for  25  years,  run- 
ning the  place  in  the  final  two. 

When  Rogel  left  Willamette  in  1997  to 
head  up  its  much  hated,  fai-  larger,  and 
somewhat  troubled  rival,  it  was  as  if  the 
favorite  son  had  growTi  up,  taken  a  job  at 
the  local  bank,  and  then  returned  to  re- 
possess the  family  fann.  Indeed,  one  rea- 
son Weyerhaeuser  board  members  re- 
cruited Rogel  was  precisely  because  they 
believed  he  could  mount  a  successfiil  hos- 
tile takeover  if  necessary.  Weyerhaeuser 
executives  had  never  formally  made  an 
offer,  but  they  knew  Swindells  was  not 
likely  to  be  receptive.  He  had  flatly  re- 
jected friendly  overtures  from  several 
other  companies.  So  when  Rogel's  mes- 
sage arrived,  Swindells,  71,  had  a  few 
choice  words  for  the  courier:  "You  can 
take  this  letter  back  to  Steve  and  tell 
him  where  to  put  it." 

It  was  the  first  of  many  angry  words 
in  what  became  one  of  the  most  con- 
tentious buyouts  in  recent  history.  Ulti- 
mately, Rogel  prevailed.  But  it  took  him 
another  year  to  complete  the  acquisition 
of  Willamette,  and  the  price  was  steep — 


in  more  ways  than  one.  He  had  to  extend 
his  buyout  offer  12  times  and  paid  a  final 
price  of  $6.2  billion,  $825  million  more 
than  he  originally  offered.  And  he  en- 
dured a  welter  of  personal  attacks. 
Willamette  executives,  who  considered 
him  a  traitor,  taped  a  picture  of  him  to  a 
voodoo  doll  and  jabbed  pins  into  its  face. 
Many  of  the  nearly  15,000  Willamette 


employees  sported  "Jiist  Say  No  Wey 
buttons.  And  last  summer,  Rogel  had 
walk  past  WUlamette  workers  picketi 
their  company's  annual  meeting  and 
rying  signs  that  read:  "Rogue'l:  You' 
looking  for  love  in  all  the  wrong  faces 
Rogel  knew  what  he  was  getting  in 
with  the  folks  at  Willamette:  The  S 
year-old  company  had  a  reputation 
fierce  independence.  That  was  wh; 
drew  Rogel,  a  chem^ 
cal  engineer  who  gre 
up  in  a  small  whea 
farming  town  in  eas 
ern    Washington, 
Willamette  in  the  firs] 
place.   It  was   also 
company  that  prided  r 
self  on  the  loyalty 
its   employees.   Whei 
Rogel  resigned  as  chie 
executive,  Swindells  in 
sisted    he    leave    th( 
company  that  very  da\ 
The  two  haven't  spo 
ken       since:       Roge 
clinched   the   deal   ir 
conversations       witl 
Willamette  CEO  Duan^ 
C.  McDougall.  "I  knev 
[the  hostile  bid]  wouk 


GOOD  ON  PAPER 


Rogel's  merger 
means  new  heft  for 
Weyerhaeuser:  The 
stock  is  up  10% 

be  upsetting  to  then- 
and  come  back  on  me 
personally,"  Rogel  says 
What  kept  him  going 
through  those  12 
months  was  his  certainty  about  the  ben 
efits  of  the  deal:  "I  slept  well  at  night.  1 
was  doing  the  right  thing  not  just  for 
Weyerhaeuser  but  for  good  friends  at 
Willamette,"  he  says.  "Nevertheless, 
you're  human,  and  it  impacts  you." 

Integrating  Weyerhaeuser  and 
Willamette  will  require  considerable  fi- 
nesse. In  addition  to  the  usual  challenges 


STEVEN  R. 
ROGEL 


BORN  Oct.  25,  1942,  in 
Ritzville,  Wash. 

EDUCATION  BS,  chemi- 
cal engineering,  Univ. 
of  Washington,  1965; 
attended  executive 
management  programs 
at  Tuck  School  of  Busi- 
ness, Dartmouth  Col- 
lege, 1982,  and  Sloan 


School  of  Management, 
Massachusetts  Institute 
of  Technology,  1989 

CURRENT  JOB  Chair- 
man, CEO,  and  presi- 
dent of  Weyerhaeuser 
since  1997 

CAREER  PATH  After 
25  years  at  Willamette 
Industries,  including 


two  years  as  CEO, 
he  left  to  run  rival 
Weyerhaeuser 

DEJA  VOODOO  Once  at 
Weyerhaeuser,  he  pur- 
sued a  hostile  takeover 
of  Willamette,  prompting 
some  former  colleagues 
to  make  Rogel  voodoo 
dolls;  nonetheless,  the 


companies  agreed  to  a 
deal  in  January,  2002 

AFTER  HOURS  Cruises 
Puget  Sound  in  a 
42-foot  motorboat 

FAMILY  Married  his  high 
school  sv\/eetheart,  Con- 
nie Schuler,  in  1964; 
they  have  two  daughters 
and  a  son 
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Through  pioneering  nanotechnology  research,  NEC  is  opening  new  frontiers.  Today.  NEC  is  a  leading  innovator 
in  this  important  field.  NEC  has  demonstrated  precise  3D  nanometric  scale  production  that  points  the  way  to 
ultra-miniature  devices  like  biosensors  and  highly  efficient  optical  communications  components.  Low  cost,  long 
lived  and  environmentally  friendly  mobile  power  sources  based  on  carbon  nanotube  fuel  cells  may  also  result 
from  our  advances.  Empowered  by  innovation,  our  expertise  in  networking,  systems  integration  and  custom 
semiconductors  helps  NEC  develop  optimum  solutions  in  broadband,  mobile  Internet  and  more.  For  information 
visit  www.necus.com  or  call  1.800.338.9549. 


Empowered  by  Innovation 


www.necus.com 


of  merging  two  companies,  Rogel  has  to 
overcome  the  hostilities  of  his  new  em- 
ployees. And  because  he  ended  up  paying 
a  higher  price  for  Willamette  than  he 
had  first  expected,  Rogel  has  more  debt 
on  his  balance  sheet  than  he  would  like: 
$13  billion  in  total.  In  mid-February, 
Moody's  lowered  the  new  company's  debt 
rating  to  medium-grade,  Baa2  status. 

But  if  he  succeeds,  Rogel  will  end  up 
running  a  vastly  more  competitive  com- 
pany. The  combination  of  Weyer- 
haeuser's  financial  heft  and  Willamette's 
efficient  manufacturing  will  create  a  $19 
biUion  forest-products  powerhouse.  It 
puts  Weyerhaeuser  first  or  second  in  a 
number  of  important  markets,  with  its 
only  real  rival  the  $26.4  billion  Interna- 
tional Paper  Co.  Before  the  merger,  Ro- 
gel had  already  gone  a  long  way  to- 
ward shaping  up  sleepy,  bureaucratic 
Weyerhaeuser.  He  cut  costs,  boosted 
margins,  and  positioned  the  com.pany 
as  one  of  the  dominant  players  in  a  con- 
soUdating  industry.  Weyerhaeuser  post- 
ed profits  of  $354  million,  on  revenues  of 
$14.5  biUion,  in  2001.  But  Willamette 
earned  nearly  as  much  last  year — $248.8 
million — on  revenues  of  only  $4.45  bil- 
lion. It  has  the  highest  margins  in  the 
industry'.  In  the  weeks  since  the  deal 
was  finally  announced,  Weyerhaeuser's 
stock  price  has  risen  more  than  10%. 

Rogel  figures  the  best  thing  he  can 
do  is  to  get  through  the  integration 
quickly.  So  far,  he  has  appointed  two 
Willamette  executives  to  senior  positions 
in  Weyerhaeuser's  operations  and  has 
vowed  that  those  laid  off  won't  all  be 
Willamette  employees.  He  has  set  up 
toll-fi*ee  phone  numbers  for  merger-re- 
lated questions  and  promised  to  post  all 
relevant  information  on  the  company  in- 
tranet. And  he  is  leading  forums  with 
Willamette  employees  to  articulate  his 
vision  for  the  new  company.  "Everyone 
has  to  know  fairly  and  honestly  what's 
going  on,"  he  says. 

Back  when  he  was  rising  to  the  top 
at  Willamette,  Rogel  was  respected  for 
his  nitty-gi-itty  understanding  of  the 
business.  Some  employees  are  even  wel- 
coming him  back.  Bob  Banister,  a 
Willamette  technical  analyst  who  at- 
tended one  of  Rogel's  meetings,  says: 
"Steve  came  across  very  well  and  gen- 
uine." Putting  the  bitter  fight  aside 
won't  be  easy  for  everybody,  though. 
Swindells,  who  resigned  with  the  rest  of 
the  board  on  Feb.  11,  declined  to  com- 
ment. And  as  one  senior  Willamette  ex- 
ecutive says:  "Were  this  a  friendly,  am- 
icable situation,  it  would  probably  be 
different.  But  it's  not."  Rogel  may  be 
picking  voodoo  pins  out  for  some  time. 
By  Stanley  Holmes  in  Seattle 


Management 


RETAILING 


KMART'S 
LAST  CHANCE 

Can  Adamson  fill  the  talent  gap  that  has  plagued  the  chain 

Around  Kmart  Corp.'s  headquarters 
in  Troy,  Mich.,  they  were  known 
as  "the  frat  boys."  EbulHent  CEO 
Charles  C.  Conaway  had  recruited 
a  handful  of  ambitious,  energetic  40-ish 
executives  like  himself  to  tackle  per- 
haps the  toughest  job  in  retailing:  re- 
viving the  ailing  discounter.  To  Kmart's 
board,  their  boy  w^onder  appeared  to 
have  assembled  a  world-class  team, 
drawn  from  the  nation's  top  retail  and 
consumer-goods  companies. 

But   in   retrospect,   it   looks   as   if 
Conaway  and  crew  were  sw^amped  as 
much  by  their  owm  inexperience  as  by 
Kmart's  massive  problems.  While  the 
outside  w^orld  focused  on  Kmart's  w^eak- 
ened  finances  and  dwindling  market 
share,  management  was  in  turmoil  be- 
hind the  scenes.  Top  execs  came  and 
went  at  a  dizzying  pace.  A  dubious, 
price-cutting  strategy  w^as  poorly 
implemented.  All  the  while, 
Kmart,   with   $37   billion   in 
sales  in  fiscal  2000,  lurched  to- 
ward the  biggest  bankruptcy  fil- 
ing in  retaiUng  history. 

Many  of  Conaway's  recruits 
are  gone.  But  although  the  Kmart 
board  has  named  director  James 
B.  Adamson,  53,  as  chairman  and 
chief  marketing  strategist,  Conaway 
remains  CEO.  That's  not  a  confidence 
booster  for  some  analysts.  After  all, 
Conaway  already  failed  to  dehver  once. 
And  now,  he  has  a  lot  fewer  senior  ex- 
ecs around  to  help  him.  "Plan  A — re- 
ducing prices — didn't  work,"  says  Pru- 
dential Securities  Inc.  analyst  Wayne 
Hood.  "Why  do  they  think  Plan  B  will 
be  effective?  And  why  should  w^e  be- 
lieve them?" 

The  Kmait  board  hopes  Adamson  can 
impose  discipline  on  Conaway  and  what 
remains  of  his  dream  team.  Adamson, 
who  recently  helped  breathe  new  life 
into  Burger  King  Corp.  and  Advantica 
Restaurant  Group  Inc.,  parent  of  the 
Denny's  chain,  says  he  will  supply  the 
merchandising  and  marketing  skills  Cona- 
way lacks.  If  he  brings  Kmart  out  of 
Chapter  11  before  July  31,  2003.  Adam- 


son     will 
LDAMSON    get   a   fat 

)ay  package,  subject 
to  bankruptcy-court 
approval,  of  about 
$8  million. 
Adamson  says  he  values 
Conaway's  operations  expertise — for 
which  Conaway  will  be  richly  rewarded. 
Subject  to  court  approval,  to  Kmart's 
performance,   and   to   other  contract 
clauses,  he  could  get  $16  million  over  18 
months.  Conaway  declined  to  comment. 
"Chuck  has  done  a  wonderful  job  in  a 
lot  of  areas  of  this  business  that  needed 
attention,"  says  Adamson.  But,  he  ad- 
mits: "We  should  have  done  a  better 
job  helping  him  on  the  side  of  the  busi- 
ness he  was  not  as  experienced  in, 
which  is  the  whole  merchandising  and 
marketing  side." 

Sa\ing  Kmart  w^on't  be  easy.  But  the 
board  knew  that  back  in  June,  2000, 
w'hen  it  took  a  big  risk  by  hiring 
Conaway,  president  of  drugstore  chain 
CVS  Corp.  and  known  as  an  operations 
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whiz.  At  39,  he  had  never  run  anything 
as  big  and  as  complex  as  the  2,100-store 
Kmart  and  had  no  apparel  experience. 
But  his  apparent  grasp  of  the  issues 
and  his  enthusiasm  dazzled  the  board. 
He  made  such  a  strong  impression  that 
they  stopped  the  search  and  hired  him 
almost  on  the  spot.  Conaway,  the  board 
believed,  could  learn  the  "soft"  side  of 
the  business  from  Kmart  veterans. 
Adamson  still  believes  the  board  made 
the  right  decision. 

But  Conaway  chose  to  sweep  out 
much  of  Kmart's  top  management  and 
in  months  replaced  them  with  his  own 
,"?  recruits.  In  came  500  outsiders  from 
—  the  likes  of  Wal-Mart,  Coca-Cola,  and 


Sears.    Then    he    conceived    of   what 
:  )i-oved  to  be  a  disastrous  strategy:  fight- 
tig  Wal-Mart,  the  world's  most  efficient 
ctailer,  on  price. 

Conaway's  biggest  mistake,  though, 
may  have  been  handing  too  much  au- 
hority  to  Mark  Schwartz,  an  ex- Wal- 
Mart  exec  hired  in  September,  2000,  as 
■xecutive  vice-president  for  store  oper- 
ations and  promoted  six  months  later 
to  president  and  chief  operating  officer. 
Schwartz  oversaw  things  day  to  day, 
and  Conaway  focused  on  the  long  term. 
Schwartz  was  a  curious  choice  for 
Kmart.  His  stint  as  second  in  command 
of  Wal-Mart's  fast-growing  supercentere 
operations  was  valuable,  but  Schwartz 
had  a  number  of  stumbles  on  his  re- 
sume. While  at  Wal-Mart,  he  was  also 
president  of  an  unrelated  real  estate  in- 
vestment firm  that  filed  for  bankruptcy 
and  later  went  belly-up.  The  firm's  col- 
lapse became  a  distraction.  In  1996  Wal- 
Mart  stepped  in  to  guarantee  $1.1  mil- 
lion in  loans  to  help  Schwartz 
restructure  the  real  estate  firm's  debt. 


Schwartz  was  soon  reassigned  to  a  Mex- 
ican joint  venture,  and  he  left  Wal-Mart 
in  1998.  He  then  tried  to  turn  around 
two  other  retailers,  Hechinger  Co.,  a 
home-improvement  chain,  and  Big  V 
Supermarkets  Inc.  At  Hechinger,  as  he 
later  did  at  Kmart,  Schwartz  over- 
bought on  inventory  and  failed  to  con- 
serve cash,  says  a  Hechinger's  board 
member.  Both  companies  filed  for  bank- 
ruptcy within  weeks  of  his  departure. 
Schwartz  was  unavailable  to  comment. 
Once  at  Kmart,  sources  close  to  the 
board  say,  Schwartz  moved  too  quickly 
to  challenge  Wal-Mart  with  lower  prices. 
Last  summer,  he  accelerated  Kmart's 
roll-out  of  everyday  low  prices  from 


countant  who  failed  to  mesh  with 
Schwartz's  aggressive  management  style. 
And  Chief  Information  Officer  Randy 
Allen,  55,  was  later  made  chief  divei-sity 
officer.  Kmart  says  she  will  retire  this 
spring  for  personal  reasons.  All  three 
were  unavailable  for  comment. 

Kmart  needs  to  find  new  talent  to 
fill  that  management  vacuum.  It  already 


has  a  new  strategy.  Usin 
experience    gained 
early  in  his  career  at 
Gap  Inc.  and  Target 
Corp.,  Adamson  is 
trying  to  carve  out 
a  niche  for  Kmart. 
Instead   of  chal- 


CEO 

CONAWAY 


Who's  Running  This  Show? 

Kmart  CEO  Chuck  Conaway  brought  in  a  raft  of 
outsiders  but  produced  Uttle  to  show  for  it.  Among  the  miscues: 

NAME  &  TITLE  i  DESCRIPTION  I  DEPARTURE 


MARK  S.  SCHWARn,  40. 
PRESIDENT  AND  COO 


BRENT  WILLIS,  40. 
CHIEF  MARKETING 
OFFICER 


JEFFREY  BOYER,  43, 
CHIEF  FINANCIAL 
OFFICER 


RANDY  ALLEN.  55. 
CHIEF  INFORMATION 
OFFICER 


A  Wal-Mart  vet,  he  became 
president  in  March,  2001.  Insiders 
blamed  him  for  the  pricing  debacle. 


The  flamboyant  and  outspoken 
former  Coke  executive 
launched  a  new  BlueLight  brand. 


The  straitlaced  former  Sears 
exec  clashed  with  Schwartz, 
insiders  say. 


A  former  mentor  to  Conaway  at 
Deloitte  &  Touche,  she  came  in  to 
update  Kmart  technology. 


He  left  10  months 
later. 


He  lasted  fewer  than 
five  months,  leaving 
last  May. 


His  exit  on  Nov.  9, 

six  months  after  arriving, 

rattled  investors. 


Retires  this  spring. 
She  had  been  reassigned 
as  chief  diversity  officer. 


10,000  items  to  more  than  30,000.  Con- 
vinced that  the  move  would  attract 
more  shoppers,  he  laid  in  plenty  of  mer- 
chandise: Inventories  ballooned  by  $400 
million,  to  $8.3  billion,  in  the  third  quar- 
ter. But  higher  sales  never  material- 
ized, leading  to  a  disastrous  holiday  sell- 
ing season.  Schwartz  left  on  Jan.  17, 
and  Kmart  filed  for  bankruptcy  five 
days  later. 

Even  before  then,  however,  there  was 
an  exodus  of  other  top  execs.  Chief  Mar- 
keting Officer  Brent  Willis,  40,  stayed 
only  five  months,  leaving  after  a  series  of 
missteps,  including  ill-advised  remarks 
to  the  press,  say  insiders.  In  an  inter- 
view in  the  Apr.  9,  2001  issue  of  Ad- 
vertising Age,  for  instance,  he  quipped 
that  too  many  of  Kmart's  customers 
were  just  too  old.  "We've  got  geriatrics 
covered  well,"  he  said  in  discussing  the 
chain's  need  to  attract  younger  cus- 
tomers. Chief  Financial  Officer  Jeffrey 
Boyer,  43,  who  didn't  get  along  with 
Schwartz,  left  after  six  months.  He  was, 
say  company  insiders,  a  straitlaced  ac- 


lenging  Target  on  trendiness  or  Wal- 
Mart  on  price,  Adamson  wants  to  posi- 
tion Kmart  as  a  promotional  discounter 
with  strong  private-label  brands.  Kmart 
is  also  slashing  capital  spending  by  half, 
renewing  its  focus  on  store  operations, 
and  developing  a  clearer  marketing  mes- 
sage with  new  Spike  Lee  commercials 
that  emphasize  families  who  want  value. 
Kmart  has  a  huge  task  ahead  of  it. 
Nonetheless,  Adamson  is  upbeat.  "I  could 
never  deny  there  were  some  missteps 
last  fall  that  were  completely  wrong,  but 
we  can  correct  them  pretty  quickly,"  he 
says.  And  he  sees  no  reason  to  question 
Conaway's  ability  to  lead  that  comeback. 
"If  I  had  it  to  do  over  again,  knowing 
what  I  know  today,  I  would  still  have 
hired  Chuck.  I  don't  think  it's  fair  to  rest 
blame  on  any  one  individual.  If  you  run  a 
business  properly,  there's  a  collective 
group  of  people  making  decisions."  Still, 
it's  now  up  to  Adamson  and  Conaway 
to  prove  that  Kmart  can  make  smarter 
decisions  than  it  has  so  far. 

By  Joann  MuUer  in  Detroit 
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ACCOUNTING 


BRINGING  THE 
FUTURE  INTO  PLAY 

Why  economists  like  accounting  based  on  market  values 


Accountants  are  under  attack  as 
never  before.  In  case  after  case, 
they  have  been  accused  of  trading 
consulting  fees  for  lenient  audits 
and  signing  off  on  misleading  numbers. 
But  from  the  perspective  of  econom- 
ic efficiency,  there's  a  deeper  problem 
that  may  have  greater  consequences: 
Accountants  mostly  ignore  the  future. 
They  dwell  on  historical  data,  such  as 
how^  much  was  paid  in  wages  over  the 
past  year  oi-  what  it  cost  to  build  a  cer- 


tain factory  10  years  ago. 

By  contrast,  investors  care  about  how 
a  company  wall  do  in  the  future.  Ac- 
countants could  shed  far  more  light 
there  by  measuring  the  current  rather 
than  the  historical  value  of  a  company's 
assets  and  liabilities,  from  long-term  en- 
ergy contracts  to  junk-bond  debt.  Cur- 
rent value  represents  the  best  judg- 
ment available  today  about  how  much  a 
company's  assets  can  earn  in  the  future, 
as  well  as  how  much  of  a  burden  its  li- 


abilities will  be.  The  trouble  is,  currer 
value  is  often  a  hard  number  to  detei] 
mine — and  accountants  hate  making  eg 
timates.  "Your  typical  accountants  ar| 
unlikely  to  sign  their  names  to  some 
thing  speculative,"  says  Robert  E.  Lit 
director  of  economic  studies  at  th| 
Brookings  Institution. 

Now,  the  pressure  on  accountants  il 
building.  Good  numbers  are  crucial  fol 
allocating  capital  to  projects  that  wi^ 
create  the  most  value.  Should  account 
ants  preserve  accuracy  at  the  cost 
irrelevance?  Or  pursue  relevance  at  th(  muii 
cost  of  acciiracy?  iy, 

The  heart  of  the  issue  is  "marking  illyi 
to  market" — that  is,  recording  asset;  mtai 
and  liabilities  on  the  company's  finan  Wi 
cial  statements  at  current  value.  That':  irkel 
not  difficult  or  controversial  in  the  cast  5  an 
of  marketable  securities  such  as  shares  luse 
of  stock.  But  when  there  is  no  markei  ctnc 
price  available,  as  with  most  derivatives  dtl* 
or  commercial  loans,  marking  to  market  [d 
requires  making  assumptions  about  fu-  ately 
ture  returns.  mdal 

In  theory,  there  is  no  controversy—  mkli 
the  more  current  the  information,  the  eepei 
better.  Because  marking  to  market  njiti 
gives  the  most  realistic  snapshot  of  a  [jes, 
company's  financial  condition,  it  helps  \^ 
investors  make  the  right  decisions.  Pub-  nanc 
licly  stating  current  values  also  means  oiijti 
that  managers  can't  conceal  failing  busi-  ftth 
nesses  or  sit  on  unrealized  gains.  That  |\  ■^ 
speeds  up  the  closing  down  of  money-  g^bi 
losing  businesses,  and  it  gets  valuable  on  a 
assets  into  the  hands  of  the  companies  En 
that  can  use  them  best.  Says  Paul  B.  W.  le  va 
Miller,  a  professor  at  the  University  of  ^^ 
Colorado  at  Colorado  Springs:  "The  ^^ 
economy  is  going  to  be  better  off  if  de 
cisions  are  made  on  the  basis  of  market  l^a? 
values,  not  old  numbers." 

On  the  other  hand,  marking  to  market 
isn't  a  pure  plus  for  the  economy.  Forjstam 
one  thing,  it  could  scare  investors  away 
from  worthy  businesses  that  are  forced 
to  incorporate  wildly  fluctuating  market 
data  into  their  financial  statements.  It 
could  create  tons  of  paperw^ork.  And 
when  companies  get  to  value  assets 
based  on  their  owti  complicated  valuation 
models  and  their  owti  assumptions  about 
the  future,  the  resulting  numbers  are 
potentially  open  to  abuse.  Enron  Corp., 
for  example,  manipulated  its  forecasts 
of  energy  prices  to  maximize  the  value  it  jj(i 
booked  for  long-term  gas  and  electricity 
contracts — and  its  auditor,  Arthur  An- 
dersen, signed  off. 

"Andersen  put  their  name  on  wild 
guesses,"  says  George  J.  Benston,  a  pro- 
fessor of  finance,  accounting,  and  eco- 
nomics at  Emory  University's  Goizueta 
Business  School.  "The  thing  that  an  ac- 
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FINANCIAL  STATEMENTS: 
GEHING  REAL 

;  The  accoiniling  profession  is  sloivly 
moving  toward  valuing  many  as- 
sets the  same  way  economists  do. 

I  Instead  of  recording  them  at  their 

ii  jiurchase  price,  the  accountants 
tire  using  current  market  prices.  If 
lho.se  do  nt  exist,  they  predict  the 

i  rash  flows  that  these  assets  will 
jiroduce  in  the  future.  Here's  how 
things  stand  today: 


lif>ountant  is  selling  is  integrity  and  reli- 
ability, and  not  'What  is  this  company 
';*'eally  worth?'  That  is  not  what  an  ac- 

ountant  is  good  at." 
M   While  acknowledging  that  marking  to 
^'i  market  isn't  an  economic  panacea,  back- 
®trs  are  cautiously  pushing  to  increase 
*|its  use  in  financial  statements.  Derivative 

ontracts  are  already  marked  to  market, 

'ind  the  Financial  Accovmting  Standards 

*:  Board  is  on  record  in  favor  of  ulti- 


DERIVATIVES 

Companies  are 
required  to  esti- 
mate the  current 
value  of  deriva- 
tives, typically 
using  complex 
models  based 
on  current 
prices  of  related 
securities  and 
assumptions 
about  ifuture 
prices 


LOANS 

Still  normally 
recorded  at  his- 
torical cost,  but 
FASB  eventually 
wants  compa- 
nies to  estimate 
the  current  val- 
ue of  all  finan- 
cial assets  and 
liabilities  using 
available  market 
data  and  fore- 
casts 


EMPLOYEE 
STOCK  OP- 
TIONS Reform- 
ers want  the 
cost  of  stock  op- 
tions recorded 
as  an  expense 
using  complex 
valuation  mod- 
els which  de- 
pend on  the  an- 
ticipated range 
of  future  stock 
prices 


INTANGIBLES 

Current  rules 
say  that  intangi- 
ble assets  such 
as  brand  names 
and  copyrights 
are  recorded  as 
assets  only 
when  they  are 
purchased  from 
another  compa- 
ny, not  when 
they  are  inter- 
nally created 


nately  marking  to  market  all  fi- 
iiancial  assets  and  liabilities,  such  as 
|)ank  loans  and  deposits,  fasb — the 
Iceeper  of  generally  accepted  ac- 
et  counting  principles — has  important 
Wlies,  including  the  Securities  & 


P-'&xchknge  Commission  and  foreign      ?.^i®.".^y..^.."^..^*'."^.^.'^^.''^.S..?''°^^.'^ if  a  key  asset  has  increased  in  val 


fact  that  one  of  the  banks'  profits  would 
be  affected  much  more  by  a  change  in 
interest  rates. 

Is  there  a  way  to  capture  the  eco- 
nomic benefits  of  marking  to  market 
without  running  the  risk  of  exaggeration 
and  fraud  by  insiders?  Advocates  say 
yes.  One  idea  is  to  have  the  markings 
performed  by  outsiders  who  don't  have 
a  vested  interest  in  making  the  numbers 


THE  PROS . 


►  With  financial  statements  more  closely  re- 
flecting economic  reality,  capital  is  directed 
to  the  most  deserving  enterprises,  enhancing  ef 


mark-to-market  accounting  to  financial 
assets  and  liabilities,  which  are  less 
prone  to  manipulation.  It  allows  other 
items  on  the  balance  sheet  to  be  marked 
down  in  value,  but  never  up.  That  goes 
for  goodwill,  inventories,  intangibles, 
fixed  assets,  and  real  estate.  Purist  econ- 
omists argue  that  it's  "asymmetrical"  to 
spermit  values  of  many  assets  to  be  de- 
creased but  never  increased.  But  ac- 
counting experts  respond  that  the 
rule  prevents  unjustified  markups 
of  assets.  Ray  Ball,  editor  of  the 
JoumaL  of  Accounting  Research 
at  the  University  of  Chicago  Grad- 
uate School  of  Business,  says  that 
CEOS  will  be  sure  to  alert  investors 


inancial  regulators.  Most  other 
countries  do  more  marking  to  mar- 
icet  than  America  does,  so  a  change 
jy  the  U.S.  would  improve  com- 
i>arability  of  results  between  Amer- 
can  and  foreign  companies. 

Employee  stock  options  can  also 
)e  valued  as  a  compensation  ex- 
pense when  issued  using  mark-to- 
narket  techniques.  Several  years 
igo,  FASB  lost  a  fight  to  do  just 
r.hat.  But  that  issue  may  pop  back 
)nto  the  agenda.  Indeed,  on  Feb. 
Ii6  the  International  Accounting 
standards  Board,  an  advisory 
iroup,  stated  that  employee  stock 
jptions  are  expenses 


►  The  constant  assessment  of  assets  makes  It 
harder  for  managers  to  conceal  damaging  loss- 
es, so  money-losing  businesses  are  more  quickly 
identified  and  closed  down 

►  Underutilized  assets  are  sold  to  companies 
that  value  them  more  highly 


.AND  CONS 


►  Investors  can  be  frightened  off  by  financial 
statements  that  fluctuate  wildly  with  market 
conditions 

►  Using  iffy  projections  of  the  future  to  value 
assets  and  income  makes  financial  statements 


ue,  even  if  they  can't  show  it  on 
the  balance  sheet.  Says  Ball:  "You 
can  count  on  them  to  shout  it  fi-om 
the  highest  hilltops." 

Bankers  argue  that  they 
shouldn't  have  to  mark  to  market 
the  assets  that  they  intend  to  hold 
to  maturity.  "It  will  actually  be 
misleading,"  says  Donna  Fisher, 
tax  and  accounting  director  of  the 
American  Bankers  Assn.  "If  the 
bank's  going  to  hold  on  to  that 
loan,  then  there's  no  reason  to 
have  the  market's  perception  of 
value  flowing  through  the  bank's 
financial  statements." 

But  economists  and  accounting 


Stepping  back  from  the  nitty-      l.^.^^.'^.^iL^^.^  .^.".^..'.®.^.^...^.°.'^..P^^         professors  say  that  even  assets 


gritty,    the    best    argument    for 
Tiark-to-market  accounting  is  that 
t  helps  society  allocate  capital 
nore  efficiently  by  improving  fi- 
lancial  understanding.  As  an  ex- 
)eriment,  accounting  professor     Eric 
Hirst  of  the  University  of  Texas  at 
Austin  and  two  other  researchers  asked 
^0  buy-side  securities  analysts  to  study 
:hree   presentations   of  the   financial 
statements  of  a  pair  of  imaginary  banks. 
A.11  three  presentations  contained  the 
iame  data,  but  two  relegated  the  mark- 
xnmarket  information  to  footnotes.  Only 
A^hen  the  analysts  were  given  the  third 
3resentation,  with  full-blown  marking 
.0  market,  did  they  zero  in  on  the  key 


►  Managers  can  overstate  current  values  of  as- 
sets and  understate  liabilities,  potentially  misdi 
recting  investment 

Data:  BusinessWeek 

look  good.  Kiodex  Inc.,  a  New  York- 
based  startup  run  by  former  Wall  Street 
energy  traders,  is  in  that  budding  busi- 
ness. Another  idea  is  to  pubUcize  the 
assumptions  that  went  into  estimating 
values,  so  the  assumptions  themselves 
can  be  audited.  Yet  another  is  to  re- 
port ranges  of  potential  asset  values, 
which  would  highlight  the  iffiness  of 
forecasts  while  still  giving  investors  use- 
fijl  information. 

Most  important,  fasb  intends  to  limit 


that  are  held  to  maturity  have  a 
current  value  that  should  be  meas- 
ured. Says  Colorado's  Miller:  "If 
there's  value  and  you  choose  not  to 
sell  it,  then  that's  making  a  deci- 
sion. Every  day.  And  that's  a  poor  way 
to  do  business." 

In  the  long  run.  Miller  says,  appro- 
priate use  of  mark-to-market  accounting 
could  lower  the  cost  of  capital  for  U.  S. 
firms  by  increasing  investors'  confidence 
that  they  understand  companies'  fi- 
nances. Marking  to  market  is  far  from 
perfect.  But  for  the  good  of  the  econo- 
my, it's  better  to  be  approximately  right 
than  exactly  wrong. 

By  Peter  Coy  in  New  Yorfc 
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REGAIN  THE 


MAGIC? 


Sure,  it- still  makes  great  gizmos. 
But  great  profits  it  isn't  making 


arly  last  summer, 

a     thousand     of     ,^^__^^^^_____________ 

Sony  Corp.'s  best 

and  brightest  from  ai'ound  the  globe  converged 
on  Tokyo  for  a  closed-door  powwow.  Sony's  top 
execs  had  used  such  rallies  in  the  past  to  kick 
off  new  corporate  strategies,  which  is  what 
President  Kunitake  Ando  had  in  mind  when  he 
took  the  stage.  The  world  was  about  to  change, 
he  declai-ed.  The  pei-sonal  computer  was  quickly  losing  its  sta- 
tus as  the  heart  of  the  Infomiation  Revolution.  Soon,  the  real 
action  in  info  tech  would  migrate  to  the  living  room,  the 
family  room,  the  automobile,  the  beach,  the  holiday  retreat. 
Wherever  people  gather,  or  strike  out  on  their  o\\ti.  Net-ca- 
pable audio  and  video  gadgets,  cell  phones,  and  games  would 
keep  them  entertained  and  in  touch. 

Using  graphs  and  diagi-ams  to  drive  home  his  point,  Ando 
insisted  that  Sony,  the  world's  premier  gizmo  maker,  was 
better  positioned  to  triumph  in  this  broadband  world  than  any 
of  its  rivals.  He  went  on  to  ai-gue  that  nobody— not  Samsung, 
not  Microsoft — had  a  shai-per  vision  of  how  consimnei-s  would 
navigate  superfast  networks  in  which  a  single  fat  wii-e.  or  a 
sliver  of  radio  frequency,  would  handle  multiple  layers  of 
voice,  data,  and  video.  Already,  he  noted.  Sony's  videt-gray 
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Vaio  laptops  were  hits  wit! 
the  digerati,  who  liked  to  edit] 
their  own  photos  and  music 
files  and  exchange  them  over  the  Web.  Once  broadband  net-j 
works  were  ubiquitous,  all  of  Sony's  cameras  and  audio  df 
vices  would  meld  into  a  seamless  distribution  network  for 
Sonj^s  movies,  music,  and  games,  supported  by  the  company*^ 
own  online  shopping  and  financial  services.  "Ando's  message 
was  clear  and  aggi-essive,"  says  Hiro  Uchida,  Sony's  gener 
manager  for  strategic  ventures.  "Sony  faces  big  challenges,| 
but  Ando  showed  us  that  we're  getting  activated." 

Trouble  is,  Sony  managers  have  been  preaching  about 
this  glorious  networked  fiiture  for  half  a  decade  with  Uttle  tc 


show  for  it.  The  company,  in  short,  is 
caught  between  a  past  that  no  longer 
works  and  a  future  that  hasn't  ar- 
rived. Its  core  electronics  division, 
which  will  account  for  63%  of  Sony's 
estimated  $56.4  biUion  in  sales  for  the 
fiscal  year  ending  this  month,  was  in 
the  red  for  the  first  half  of  the  year. 
Thanks  to  a  rapidly  depreciating  yen, 
better-than-expected  U.  S.  holiday 
sales,    and    hot-selling    PlayStation 


FETCHING 


Sony  President 
Ando  can 
point  to  cool 
toys,  like  robo-pet 
Aibo,  but  he's 
facing  a  40% 
decline  in 
operating  profits 
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DISSECTING  SONY 


GUMOROUS  SURFACE 

Sony  is  Japan's  $56  billion 

PREMIER  ELECTRONICS  GIANT.  It  has 

one  of  the  top  10  brand  names  on 
the  planet,  and  it  spits  out  more  than 

100  MILLION  DEVICES  A  YEAR.  Its 

design  sense  is  second  to  none,  and 
its  mastery  of  key  technologies — from 
the  manufacture  of  DVD  players  to 
digital  storage  to  the  miniaturization 
needed  for  its  palm-size  Net  cam- 
corder to  seamless  data  transmission 
between  devices  to  digital  televi- 
sion— is  unsurpassed. 

Data:  Company  reports,  BusinessWeek 


GRUBBY  BASICS 


UNCERTAIN  FUTURE 


Behind  the  dazzling  array  of  devices 
is  a  tough  financial  reality:  Sony  has 
to  innovate  ever  faster  to  maintain 
any  pricing  power  in  a  business 
where  commodity  prices  swiftly 
devour  margins.  Korean  and  Chinese 
rivals  are  offering  ever-cheaper  alter- 
natives to  Sony  DVD  players,  TVs, 
and  digital  cameras.  The  company  is 

DANGEROUSLY  DEPENDENT  ON  PLAY- 
STATION 2  for  much  of  its  profits.  Its 
roster  of  inventions,  while  impressive, 
hasn't  included  a  breakaway 
product  in  20  years. 


Sony  is  betting  on  the  networkec 
universe— THE  FUSION  of  sony 

DIGITAL  DEVICES  WITH  CONTENT, 

transmitted  at  the  blink  of  an  ey« 
through  high-speed  connections, 
both  wired  and  wireless.  But  this 
ture  has  yet  to  arrive.  A  crucial 

EXPERIMENT  IN  WIRELESS  DATA 
PHONES  WENT  SERIOUSLY  AWRY. 

Devices  envisioned  as  portals  to 
Net  or  to  other  digital  formats,  si 
as  the  PlayStation,  have  yet  to  p 
this  role  in  any  serious  way.  Even 
so,  it's  an  alluring  vision. 


VAIO  VERVE 


games,  Sony  wiU  stay  in  the  black 
this  business  year.  Even  so,  most  analysts  are 
forecasting  a  40%  decline  in  the  company's 
operating  profits,  to  about  $1  billion,  on 
flat  sales.  And  games  aside,  there  is 
little  likelihood  of  an  overall  re- 
covery in  the  coming  year. 
Says  Masahiro  Ono,  senior 
analyst    at    UBS    Warburg 
(Japan):  "It's  only  going  to  get 
tougher  to  sell  electronic  gad- 
gets, regardless  of  the  Sony  brand." 

For  all  his  fiery  speeches,  Ando  un- 
derstands just  how  tough  it  has  become 
Even  in  gadget-crazed  Japan,  it's  a  rare  elec- 
tronics shop  that  actually  displays  Ando's  favorite 
new  toy:  a  year-old  wireless  tablet  computer  called 
the  Airboard  that  resembles  a  shimmering,  dis- 
embodied flat-panel  display.  The  tablet  allows  you 
to  watch  TV  or  DVDs  or  check  e-mail.  And  if  you 
aren't  comfortable  in  one  room,  you  just  pick  it  up 
and  carry  it  into  another.  Airboard's  clean  look  and 
Jetsons-like  promise  for  home  entertainment  are 
quintessentially  Sony,  and  Ando  wants  to  posi- 
tion it  as  a  new  gateway  to  the  Net.  But  even 
Ando,  who  uses  the  tablet  at  home  and  in  the  office,  admits 
that  retailers  haven't  figured  out  how  to  sell  it. 

The  Airboard  is  just  one  of  many  disappointments.  In- 
deed, Sony's  whole  conception  of  the  networked  future  has 
been  slow  to  materialize.  And  while  the  global  tech  recession 
deserves  some  of  the  blame,  it's  hardly  the  sole  cause  of 
Sony's  woes.  Lately,  critics  of  the  company  have  begun  to 

question  the  manage- 
ment skills  of  Chair- 
man and  Chief  Execu- 
tive Nobuyuki  Idei. 
Although  Idei  was  early  to  announce  a  restructuring  program, 
back  in  March,  1999,  his  efforts  have  been  slow  and  short  of 
their  mark.  That's  particularly  worrisome  because  the  con- 
sumer-electronics industry  has  been  on  a  long  and  miser- 
able slide  into  a  low-margin,  commodity  business  dominated 
by  Asian  upstarts.  Sony's  operating  profit  margins  on  elec- 
tronics products,  according  to  Ando  and  other  executives, 
have  fallen  to  1%  in  2001,  down  from  10%  in  1991.  And 
while  group  sales  have  riser  an  estimated  11%  since  1997,  op- 
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This  popular  laptop 
fuels  sales  of  other 
connectable  gad- 
gets. And  when  the 
broadband  future 
finally  arrives,  the 
Vaio  may  be  a  home 
entertainment  hub 
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erating  profits  have  sagged  75%.  "SonAovid 
needs  a  new  business  model,"  contends  uti 
Takatoshi  Yamamoto,  vice-chairman  anc  Kstl 
managing  director  of  Morgan  Stanley  iffni 
Dean  Witter  Japan  Ltd.  "Revenue  can  fall  ick: 
but  they've  got  to  find  a  way  to  raise  profits.'  nsQ 
All  of  this  raises  a  question:  Can  Sony  regair  jdge 
the  magic  that  made  it  one  of  the  20tl  .\il 
century's  greatest  brands?  Sony's  manj  n  p 
defenders  won't  easily  accept  this  no-  iony 
tion.  First  of  all,  to  be  fair,  all  the  con-  rh 
sumer  divisions  of  Sony's  rivals  ir  Bt] 
Japan,  Europe,  and  America — from  tsA 
Matsushita  (Panasonic)  to  Philips  to  Thomson —  M\ 
are  just  as  troubled,  if  not  more  so.  Even  with 
its  latest  problems,  Sony  stands  out  from  the 
pack.  Its  brand  is  stiU  golden,  its  marketing  is 
ingenious,  and  its  reach  across  music,  movies, 
and  the  Net  far  exceeds  that  of  any  other  mak-  «ti!« 
er  of  consumer  products.  Last  business  year,  the'; 
company  sold  5.5  million  camcorders,  2.6  million 
digital  cameras,  and  2.5  million  Vaios,  while  its 
movie  studio  grossed  more  than  $1  billion  in|)RS 
box-office  receipts.  With  only  about  $5  billion  in 
net  debt,  Sony's  revenue  from  these  richly  di- 
verse streams  wiU  surely  keep  the  company  at  the  top  of  the 
heap.  And  when  the  broadband  future  finally  arrives,  Sony  mayjppea 
have  a  leg  up  on  competitors  in  both  PCs  and  consumer  gad- 
gets, not  least  because  it  makes  them  aU,  along  with  the  digi- 
tal "content"  that  drives  their  sales.  When  it  comes  to  linking  all 
these  worlds,  with  a  PC  like  the  Vaio  as  a  hub,  the  rest  of  the 
computer  world  is  "catching  up"  to  what  Sony  is  doing,  says 
WUl  Poole,  Microsoft  Corp.'s  vice-president 
for  digital  media.  "They've  gotten  this  con- 
cept ahead  of  the  others,"  he  adds. 

Certainly,  that  is  the  stance  of  Ando, 
who  took  over  as  president  from  Idei  in 
June,  2000.  He  claims  that  Sony's  transfor- 
mation into  a  broadband-entertainment  com- 
pany is  right  on  track.  In  coming  years, 
the  company  will  shift  its  focus  from  mak- 
ing low-margin  "boxes"  to  selling  movies, 
music,  games,  and  Internet  services.  To- 
ward that  end,  Ando  hopes  to  acquire 
Japan's  largest  private  Internet  service 
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provider,  called  Nifty,  from  Fujitsu  Ltd.  In  one  fell  swoop, 

H  that  would  make  Sony  the  AOL  Time  Warner  of  Japan.  Once 

'■I most  households  are  able  to  download  movies  or  music  over 

fiber-optic  coimections,  Sony's  vast  film  archives  will  be  just  a 

click  away  from  its  subscribers.  And  Sony  will  coddle  these 

consumers  with  a  fuU  range  of  well-designed,  fiinction-packed 

-ir.[  gadgets  that  are  specifically  crafted  to  w^ork  together. 

■itli!     All  this,  however,  is  the  future,  and  its  golden  glow  does 

^y  I  not  penetrate  Sony's  present  gloom.  Investors  want  proof  that 

n^  I  Sony  can  grapple  with  its  current  business  challenges,  which 

'0- 1  are  among  the  most  difficult  in  Sony's  56-year  history.  During 

in  I  that  period,  the  company  repeatedly  reinvented  itself  through 

m  I  stand-alone  hits  such  as  the  Trinitron  TV  and  the  Walkman. 

--  But  Sony's  famed  engineers  haven't  turned  out  such  a  prod- 

ithiuct  since  the  compact  disk  in  the  1980s.  Its  stylish  Vaios, 

■le '  which  cortmiand  more  than  30%  of  the  consumer  market  for 

i  is  \  PCS  in  Japan,  are  "Wintel"  to  the  core — hardly  an  innova- 

is,  I  tive  leap.  In  games,  Sony  followed  in  Nintendo's  tracks.  And 

ak- 1  while  robot  pets  like  Aibo  are  novel  and  cute,  Sony  has 

'Jejsold  only  110,000  of  the  pups— priced  from  $740  to 

Imd  $1,365 — since  they  went  on  the  market  in  June,  1999. 

So  what  is  Sony's  bright  hope  in 
the  short-term?  Video  games... and 
more    video    games.    Since    the 
launch  of  PlayStation  2  in  March, 
2000,  Sony  has  sold  26  million 
units  worldwide — 5  miUion  in  the 
past  holiday  season  alone.  Sony 
only  recently  started  making  gross 
profits  on  the  consoles,  which  pack 
the  silicon  smarts  of  a  Pentium  PC 
into  a  box  that  costs  under  $300  at 
retail.  But  the  games  themselves 
are  a  cash  cow.  Like  all  software 
on  disks,  they  can  be  manufacttu-ed 
for  pennies  per  disk  and  sold  for  $50  a 
pop.  Sony's  own  programmers  develop  a 
lot  of  these  games,  which  carry  an  oper- 
ating profit  margin  of  20%,  according  to 
WestLB  Securities  Pacific  Ltd.  All  told, 
games — which  account  for  13%  of  Sony's 
sales — are  expected  to  kick  in  57%  of  op- 
erating profits  this  fiscal  year. 

Unfortimately  for  Sony,  the  game  mar- 
ket is  almost  as  fractious  as  a  PS2  fighting 


game.  In  a  strong  fall  launch  of  its  competing  Xbox  console, 
Microsoft  sold  1.5  million  units  through  Christmas.  It  ex- 
pects to  have  sold  6  miUion  units  by  the  end  of  June  and  has 
just  rolled  the  Xbox  out  on  Sony's  turf,  Japan.  Nintendo 
Co.,  for  its  part,  aims  to  sell  4  million  of  its  new  Game- 
Cubes  worldwide  by  the  end  of  March. 

The  competition  is  boimd  to  hurt  all  three  companies.  His- 
torically, each  new  generation  of  game  consoles  has  a  life  span 
of  about  five  years,  with  operating  profits  peaking  in  the  second 
half  of  the  cycle,  after  hardware  investments  are  amortized  and 
before  demand  trails  off.  With  the  original  PlayStation,  Sony's 
operating  profit  margins  for  the  game  imit  as  a  whole  hit 
17.4%  in  1998,  four  years  after  the  system  was  introduced.  But 
in  today's  competitive  climate,  the  best  Sony  can  hope  for  is 
10%  profit  margins  on  the  PS2  by  2003,  says  Warburg's  Ono. 

So  far,  both  Ando  and  Idei  have  stayed  cool  under  fire.  For 
one  thing,  they're  encouraged  by  Sony's  exceptionally  strong 
U.  S.  sales  of  digital  cameras,  its  top-ranked  Vaio  laptops,  and 
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I  are  big  sellers, 
,l(  margins  have 
njy  ppeared. 
^  nwhile,  Sony 
ip  >ed  out  on 
;al  exploding 
^  tet  for  flat- 
"^^^  displays 


The  MicroMV,  or  Network 
Handycam,  takes  still  and 
video  images,  transfers  the 
images  wirelessly  to  a  PC, 
and  even  surfs  the  Web.  Like 
most  consumer  gear,  though, 
such  cameras  may  soon  be 
low-margin  commodities 
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the  breakaway  success  of  its  new  Vaio  desktops.  If  Hewlett- 
Packai-d  Co.  succeeds  in  merging  \^ith  Compaq  Computer 
Corp.,  Sony  should  get  another  lift:  The  merged  company  is 
likely  to  lose  shai-e  at  retail,  and  shops  looking  for  a  second 
brand  are  bound  to  consider  the  Vaio. 

What's  unclear  is  whether  Sony  can  continue  to  support 
both  the  Vaio  and  the  PlayStation  as  the  key  controllers,  or 
hubs,  for  home  entertainment.  Both  dexices  already  double  as 
DVD  players,  and  Sony  is  enhancing  the  PlayStation  so  that 
gamers  can  battle  one  another  over  broadband  links  in  homes 
\\ith  cable  or  digital  subscriber  line  (dsl)  connections.  But 
Idei,  for  one,  seems  neutral  in  the  Play Station-vs.- Vaio  show- 
do\\Ti.  In  his  view,  a  xxln  for  either  one  wiU  fan  sales  of 
Sony's  many  other  cameras,  TVs,  and  audio  products.  "HP  is 

selling  PCS  in  order  to 
sell  its  printers,"  he 
points  out.  "But  in 
Sonj^'s  business  mod- 
el, if  we  sell  one  computer  [or  game  machine],  we  want  to  sell 
10  other  peripheral  products." 

Do  all  these  add-ons  really  add  up?  Under  a  magnifving 
glass,  Sony  starts  to  look  a  lot  Uke  one  of  Japan's  giant  inte- 
grated electronics  makers — a  Toshiba,  Hitachi,  or  NEC — ^which 
are  jacks  of  all  trades  and  "Microsofts"  of  none.  These  sprawl- 
ing manufacturers  chum  out  thousands  of  products,  from 
chips  and  computers  to  robots  and  power  plants,  many  of 
them  unprofitable.  Sony  doesn't  make  nuclear  power  sta- 
tions. But  it  does  crank  out  more  than  100  million  devices  a 
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Although  Play- 
Station 2  and  its 
software  are 
winners  for  Sony 
now,  the  compe- 
tition is  wicked 
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, PERCENT  RETURN 


CEO  IDEI 

Critics  have  begun 
to  question  his 
management  skills 


year — and  loses  money  o 
TVS  and  cathode-ray  tub 
displays,  hard-disk  drive 
and  cell  phones.  "Sony  ha 
succumbed  to  the  big-com 
pany  disease,"  says  Hiro 
taka  Takeuchi,  dean 
Hitotsubashi  University' 
business  school 
At  its  core,  Sony  remains  a  consumer-electro: 
ics  company — and  that  sector  continues  to  sink 
economic  quicksand.  With  each  passing  yea: 
Sony's  new  models  of  mp3  players,  handycam: 
CD  players,  and  cell  phones  are  reduced  mor 
quickly  to  rank  commodities  by  the  industry*! 
overstocked  supply  chain  for  key  components] 
The  Sonys,  Sanyos,  and  Samsimgs  of  the  world 
not  to  mention  Chinese  upstarts — all  have  acce: 
to  the  same  huge  pool  of  chips,  liquid-crystal  dis 
plays,  audio  pickups,  power  supplies,  and  packaging.  To  si 
what  impact  that  has  on  prices,  look  no  further  than  the  D 
market,  where  Sony  once  ruled  the  roost.  Recently,  some  o: 
the  hottest  models  are  Chinese  DVD  players  seUing  for  less] 
than  $100. 

In  such  a  world,  it  takes  a  leader  like  Louis  V.  Gerstner  Jr. 
CEO  of  IBM,  or  John  F.  Welch,  the  retired  CEO  of  General  Elec- 
tric Co.,  to  raise  a  company 
above  the  clutter.  Yet  Sony 
still  draws  its  managers 
from  an  in-house — and  in- 
sular— talent  pool.  For  its 
first  40  years  of  existence,  ^ 
it  was  nm  by  the  whims 
and  dictates  of  the  charis- 
matic AMo  Morita  and  en-  ' 
gineer  Masaru  Ibuka, 
Sonj^'s  co-foimders.  Lat- 
er, when  the  company  had 
gro\vn  huge  and  unwieldy,  the  reins  were 
turned  over  to  a  marketing  man.  Idei.  But 
the  brooding  xTsionarj'  stayed  aloof  from  dai- 
ly operations.  In  1999,  he  began  shuttering 
factories,  but  that  barely  dented  Sony^s  ex- 
cess capacity.  He  also  pledged  to  reduce 
SonVs  global  workforce  of  170,000  by  10% 
in  three  years.  Yet  in  the  first  year  of  re- 
structuring, Sony's  headcount  actually  grew. 
Enter  Ando,  60.  Since  taking 
over  from  Idei  as  president  in 
June.  2000,  he  has  sold  four  facto- 
ries to  Solectron  Corp.  and  oth- 
ers, outsourced  production  of  low-end  products 
such  as  the  Walkman,  and  moved  some  Vaio  PC 
production  to  China.  In  the  process,  he  has  elimi- 
nated 11,000  jobs,  with  more  to  come.  In  addi- 
tion, last  AprU,  he  centralized  management  of  all 
Sony  factories  aroxmd  the  world  imder  a  new  imit, 
which  quickly  drove  fixed  costs  do%\Ti  by  10%. 
The  unit,  called  EMCS,  aims  to  reduce  inventory 
companywide  to  45  days  by  March,  down  from 
60  days  a  year  earlier. 

While  Sony  has  traditionally  pioneered  new  busi- 
nesses on  its  o\\Ti,  Ando  is  now  pushing  alliances. 
In  November,  he  announced  a  deal  with  aol  Time 
Warner  Inc.  that  could  help  Sony  build  its  missing 
Ujok:  a  distribution  platform  for  media  content  in 
the  U.  S.  "This  is  a  very  important  deal  for  us  be- 
cause we  need  an  isP  to  connect  our  products  to  a 
broadband  network,"  says  Ando.  What  it  won't 
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NEXT  BIG 
THING? 

Sony  sees 
Airbioard,  a 
wireless  tabi 
computer,  a 
new  gateway 
to  the  Net,  y 
retailers  have 
shown  little 
interest  so  fa 
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TOMORROW 


Mass-produce  a  hybrid 
system  that  reduces 
smog-forming  emissions 
by  up  to  90% 


The  other  10% 


In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions*  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

Our  hydrogen-powered  fuel  cell  hybrid 
SUV  is  now  being  road-tested.  Its  only 
emission  is  pure  water.  Beyond  that,  who 
knows.  But  no  matter  what  alternatives 
are  discovered  in  the  future,  they  won't 
be  found  overnight.  They'll  be  the  result 
of  90%  perspiration.  And  10%  inspiration. 

www.toyota.com/tomorrow 


tased  on  measurements  of  hydrocarbons  and  oxides  of  nitroaen.  Compared  to  the  averaae  car  ©2002 
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do  is  close  the  gap  with  AOL  Time  Warner,  Walt      i 
Disney,  or  Vivendi  Univei-sal,  which  have  signifi- 
cant holdings  in  media  content,  cable  TV,  and  in 
Vivendi's  case,  mobile-phone  service.  Japan,  howev- 
er, moves  in  a  different  orbit.  If  Sony  succeeds  in  ac- 
quiring the  Nifty  isP,  it  will  have  a  total  of  6.4  million 
Internet  subscribers.  "By  running  the  biggest  isP,  Sony 
will  be  able  to  test  broadband  content,  online  security, 
and  other  services,"  says  Kun  Soo  Lee,  a  senior  analyst  at 
WestLB  Seciirities  Pacific  in  Tokyo. 

Even  so,  other  Sony  watchers  are  skeptical  about  Son/s 
moves,  outside  its  hardware  business.  "Management  talks 
about  broadband,  but  you  don't  hear  anyone  saying  that  it  will 
contribute  $30  billion  to  $40  billion  in  revenue  stream,"  says 
Partha  Ghosh,  a  former  Sony  consultant  at  Boston's  Adven- 
tis  Corp.  In  North  America  alone,  overall  broadband  Net 
access  is  poised  to  soar  fi-om  10  million  subscribers  now 

to  32  million  in  2005, 
according  to  market 
researchers  Cahners 
In-Stat  Group.  In  that 
period,  the  value  of  broadband  services  will  then  increase 
more  than  sixfold,  to  $37  billion  a  year.  But  so  far,  Sony  has 
failed  to  explain  how  it  would  profit  fi'om  this  growth,  unless  it 
actually  becomes  a  major  iSP. 

Investors  haven't  waited  for  explanations.  They  abandoned 
Sony  in  droves  after  the  coUapse  of  the  Nasdaq  nearly  two 
years  ago.  The  company's  market  cap  is  dowTi  by  two-thirds,  to 
$42.4  billion,  since  its  peak  in  March,  2000.  The  stock  has  had  a 
pop  since  September,  but  it's  down  against  the  s&P  500.  A 
comparison  of  the  total  returns  of  Sony's  American  deposi- 
tary receipts  and  (General  Electric  stock  over  the  past  decade 

BATTLE  STATIONS  '^Z"  T  ^  j^.f/^^""' 
,     m  GE  returned  3.4  tmies 

as  much  as  one  in  Sony. 
In  addition,  since  the 
mid-1990s  Sony  has 
missed  some  big  oppor- 
tunities, including  the  ex- 
ploding market  for  flat- 
panel  displays.  The 
company  suffered  its 
biggest  setback  last  year 
when  it  tried  to  enter 
Japan's  booming  Internet 
cell-phone  market.  Ando 
had  predicted  that  phones 
would  be  a  pillar  of 
Sony's  hardw^are  business. 
He  even  launched  several 
distinctive-looking  phones 
for  tw'o  Japanese  carriers. 
But  Sony  had  to  recall 
the  handsets  on  four  oc- 
casions because  of  glitch- 
es, costing  the  company 
$340  million  and  forcing 
it  to  merge  cell-phone  op- 
erations into  a  joint  ven- 
tui'e  with  Ericsson. 

To  get  Sony  back  on 
the  growth  track,  Ando 
has  set  aside  fresh  re- 
serves of  $230  million  to 
cover  the  cost  of  closing 
unprofitable  businesses,  in 
addition  to  the  $150  mil- 
lion reserv^ed  for  early-re- 
tu'ement  packages.  In  all. 


Game  czar  Kuturagi  believes 
the  PlayStation  will  become 
the  centerpiece  of  Sony's 
network  strategy,  and  he 
appears  intent  on  building 
an  independent  broadband 
service.  If  his  vision  prevails, 
Kuturagi  could  wind  up  in 
the  president's  office 


WIRELESS  WORLD 

Executives  see  the 
Clie  personal  digital 
assistant  as  part 
of  a  seamless 
network  of  Sony 
devices  that  can 
zap  pictures, 
videos,  and 
other  files 
from  PCs 
to  TVs  to 
PDAs 


he's  planning  to  e 
nate  48  money-los: 
product  Unes,  incl 
ing  VCRS  and  compi 
er  peripherals.  He 
already  farmed  out 
Solectron  the  asse: 
bly  of  some  PS2  a 
soles  and  car-navii 
tion  systems  and 
likely  announce  mi 
such  moves  in  co 
months.    Many    am 
lysts  would  also  li^ 
to  see  Sony  sell  i 
controlling  stake  in  money-losing  Aiwa  C 
and  ditch  Trinitron  TVs. 
Even  as  it  retrenches,  Sony  is  pushing  into  wireless  ne 
works  that  will  connect  all  of  Sony's  products  in  the  horn 
This  vision  motivated  Sony's  $1.9  bilhon  investment  in  ne 
chip  facilities  over  the  past  two  years.  While  the  first  mul: 
media  chips  w^ere  developed  for  the  PS2,  Sony  plans  to  u 
them  in  its  next-generation  network  products. 

In  the  U.  S.,  Sony  is  behind  the  cur\'e  on  wireless.  Withoi 
waiting  for  Sony's  networks,  milUons  of  U.S.  homes  ha\ 
already  gone  wireless,  using  gear  from  Linksys  Group  Im 
D-link  Sj'^stems  Inc.,  and  others.  But  none  of  these  networl 
goes  beyond  connecting  multiple  PCs.  None  currently  allov 
the  user  to  transport,  say,  digital  pictures  or  videos  amor 
PCS,  TVs,  and  pocket  computers.  Sony's  networks,  and  a  tec 
nology  it  calls  Feel,  aim  to  make  this  a  snap.  And  for  aU-So: 
households,  the  company  hopes  to  guarantee  that  the  d 
vices  wiU  work  together  without  any  software  glitches  or  pi 
incompatibilities.  That's  important  to  loyal  consimiers 
Hiroshi  Mikitani.  The  fovinder  of  Rakuten,  Japan's  biggest  o 
line  shopping  site,  he  owns  a  Vaio  laptop,  a  Clie  personal  di; 
ital  assistant,  and  a  Cybershot  digital  camera.  Still,  ev 
Mikitani  has  doubts  about  Sony's  long-term  prospects.  Wo: 
ders  Mikitani:  "They're  going  for  everything,  hardware 
software,  but  is  this  a  strategy  that  will  work?" 

When  it  comes  to  business  creation,  Ando  has  a  good  trac 
record.  A  protege  of  Sony  co-founder  Morita,  he  helped  tb 
chairman  kick  off  a  life-insurance  unit  that  is  now  the  fastes' 
growing  of  its  kind  in  Japan.  Then  he  built  the  Vaio  busines 
from  scratch.  Powerful  as  Ando  is,  however,  he  isn't  the  onl 
resident  hero  at  Sony.  Ken  Kutaragi,  51,  outspoken  president  ( 
game  subsidiary  Sony  Computer  Entertainment  Inc.,  believe 
the  PlayStation  business  he  created  wiU  remain  Sony's  cash  co^ 
and  win  morph  into  the  centerpiece  of  Son/s  network  strateg; 
The  fiercely  independent  Kut^^  appears  intent  on  building 
broadband  service.  In  Japan,  he  has  tied  up  with  four  isPs  t 
jointly  run  a  high-speed  online  game  service  built  around  th 
PS2 — and  not  the  Vaio.  He  says  this  could  become  "the  world 
largest  broadband  platform."  If  his  PlayStation  strategy  pre 
vails,  Kutai*agi  may  succeed — or  even  replace — Ando. 

Another  big  challenge  Ando  faces  is  inspiring  ace  engineers 
Once  highly  respected  at  Sony,  the  engineers  complain  tha 
they  have  been  relegated  to  the  backseat  while  marketing  e> 
ecs  have  taken  over  company  and  research  budgets.  Indeec 
some  say  Sony  has  lost  its  technological  edge.  According  t 
Clayton  M.  Christensen,  a  Harvard  Business  School  professo 
and  author  of  The  Innovator's  Dilemma,  Sony  developed 
dozen  disruptive  technologies  between  its  foimding  in  194 
and  1979.  But  other  than  CDs,  Sony  has  contributed  little  sine 
then.  "Engineers  are  frustrated  about  the  shift  in  emphasi 
from  technology  to  marketing,"  says  former  Sony  enginee 
Jun  Nakai,  chief  technology  officer  at  Japan  Communication 
Inc.,  a  mobile-phone  service  operator. 

Meanwhile,  ever- toughening  competition  is  taking  a  to! 
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At  Fannie  Mae|  our  job  is  to  lower  COSts 

to  save  home  buyers  money. 


^  FannieMae 


www.fanniemae.com 


At  Fannie  Mae,  our  main  purpose  is  to  lower  the  cost  of  homeownership 
so  that  more  families  can  experience  the  joy  and  pride  of  having 
homes  of  their  own. 

That's  been  our  goal  for  over  30  years.  And  our  work  is  paying 
off.  We  help  lenders  offer  mortgages  to  home  buyers  that 
save  them  as  much  as  $30,000  over  the  life  of  a  30-year, 
fixed-rate  conventional  loan. 

You  see,  at  Fannie  Mae,  everything  we  do  is  in  the  pursuit  of  one 
goal  —  making  the  American  Dream  an  affordable  dream. 


on  morale  at  Sony.  Just  the  name  "Samsung  Electronics" 
triggers  anxiety  attacks  in  Ando's  offices  on  the  eighth  floor 
of  Sony's  Tokyo  headquarters.  Japanese  rivals  such  as  Mat- 
sushita Electric  Industrial  Co.  and  NEC  Corp.  are  far  ahead  of 
Sony  on  Internet-ready  cell  phones.  And  then  there's  Mi- 
crosoft, whose  man- 
agers admire  Sony  but 
don't  exactly  fear  it. 
For  all  Sony's  con- 
sumer clout,  says  Craig  J.  Mundie,  Microsoft  senior  vice- 
president  for  advanced  strategies,  the  company  "is  confined  to 
the  audio-video  cluster"  of  appliances.  When  it  comes  to  link- 
ing devices  through  software,  Microsoft's  Windows  franchise 
gives  it  a  tremendous  headstart.  "I  don't  think  anyone  has  a 
birthright  in  this  space,"  says  Mundie. 


Cover  Story 


Sony  execs  probably  won't  quibble  about  birthrights.  ThJ 
make  some  of  the  world's  sexiest  products  and  hold  one  of  t| 
world's  most  powerful  consumer  brands.  The  living  room 
Sony's  franchise  to  lose.  Still,  nobody  disputes  that  the  cor 
pany's  hardware-centric  business  model  is  a  flimsy  pillar 
support  this  giant  while  it  waits  for  the  broadband  era 
da wn.^  Over  the  next  six  years  or  so,  "Sony  will  go  up 
down  as  it  struggles  to  bridge  the  gap  between  the  prese^ 
and  the  networked  future,"  predicts  Reiji  Asakura,  author 
two  books  on  Sony.  If  it  doesn't  cut  costs,  crank  up  innovj 
tion,  and  find  more  talented  managers,  its  future  is  gloomy, 
warns.  The  world's  media  and  technology  giants  will 
watching  closely  to  see  how  Sony  solves  this  dilemma. 

By  Irene  M.  Kunii  in  Tokyo,  with  Cliff  Edwards  in  Sc 
Mateo,  Calif,  and  Jay  Greene  in  Seattle 


COMMENTARY 


By  Ronald  Grover  and  Tom  Lowry 

HOW  SONY  COULD  SHARPEN  ITS  PICTURE 


Sony  Corporation  of  America  CEO 
Howard  Stringer  handed  his 
Tokyo  bosses  a  brash  proposal 
last  fall.  Sony  Pictures  could  merge 
with  Kirk  Kerkorian's  Metro-Gold- 
wyn-Mayer  studio,  and  Sony  Corp. 
would  hang  on  to  a  minority  stake. 
It  wasn't  the  first  time  Chairman 
Nobuyuki  Idei  had  heard  such  a 
proposal — and  his  rejection  was 
swift  and  unequivocal.  A  chastened 
Stringer  now  sticks  to  the  party 
line:  Sony  doesn't  need  more  girth, 
he  contends:  "When  you  put  all  our 
parts  together,  we  are  as  big  as 
anybody." 

The  problem  is,  the 
parts  aren't  together. 
Few  world-class 
'^     companies  need  a 
thorough  shakeup 
more  than  Sony, 
which  is  mired  in  a 
four-year  funk  due 
to  razor-thin  mar- 
gins in  its  electronics 
business.  What's 
more,  its  media 
operations  look 
puny  in  a 
fast-consoU- 
dating  in- 


dustry. "An  American  management 
probably  wouldn't  have  waited  this 
long  to  change  things,"  says  Univer- 
sity of  California  at  Los  Angeles 
business  professor  George  T.  Geis. 

Sony's  core  business  can  probably 
be  fixed.  Its  brand  in  TVs,  cam- 
corders, DVDs,  and  games  is  second 
to  none.  Still,  from  an  American 


The  electronics  giant 
should  either  build  up 
its  entertainment 
business  or  sell  it  off 

business  perspective,  Sony  has  a  lot 
of  work  to  do.  To  hike  profit  margins, 
it  should  shutter  or  sell  one-third  of 
its  56  manufacturing  plants  and  get 
out  of  ultracompetitive  businesses 
such  as  computer  peripherals,  chips, 
and  other  components.  To  reduce 
overhead,  it  needs  to  cut  headcoimt 
by  at  least  another  10%. 

In  the  U.  S.,  Sony  should  either 
build  up  its  entertainment  business 
or  sell  it  off,  and  give  up  once  and 
for  all  the  myth  of  "synergy."  Over 
the  years,  Sony  has  stamped  its  mu- 
sic into  mini  disks  and 
its  movies  into 
8mm  cas- 
settes— 


SMASH? 

Sony  has  high 
hopes  for  Spider-Man 


all  with  hopes  of  selling 
more  disk  and  cassette  players. 
But  this  tactic  never  boosted  hard- 
ware sales.  With  a  market  share  of 


less  than  20%  for  its  music  or  film 
units,  Sony  simply  isn't  big  enough 
in  content  to  shove  consumers  into 
one  or  another  hardware  format,  be 
it  Vaio  computers  or  newfangled 
"airboard"  tablet  devices. 

'^th  or  without  synergy,  the  en- 
tertainment business  is  inherently 
risky.  Movies  often  flop — end  of  sto- 
ry. And  there  aren't  a  lot  of  places 
where  Sony  can  generate  additional 
cash  flow.  It's  prohibited  by  U.  S.  law 
fi'om  owning  a  TV  network. 

As  a  deahnaker,  on  the  other  hand, 
Sony  has  some  real  assets.  Its  library 
of  more  than  3,500  movies  and  35,000 
episodes  of  TV  shows  and  its  music 
catalog  of  500,000  recordings  stocked 
with  vintage  Michael  Jackson  and  oth- 
er stars  make  it  a  sexy  merger  candi- 
date. A  merger  with  MGM  would  give 
Sony  heft,  along  with  a  U.  S.  partner 
that  isn't  restricted  fi-om  brojidcast. 

A  long-contemplated  spin-off 
would  be  just  as  good,  especially 
with  Sony  about  to  release  such  po- 
tential blockbusters  as  Spider-Man 
and  sequels  to  Men  in  Black  and 
Stuart  Little.  Sony  could  preserve  a 
minority  stake  to  keep  a  toehold  in 
entertainment.  And  the  deal  could 
net  Sony  at  least  three  times  the 
$5.6  billion  it  spent  in  the  1980s  to 
buy  the  music  and  film  units. 

After  years  of  losses,  Sony's  U.  S. 
entertainment  imit  is  finally  prof- 
itable. That's  because  its  U.  S.  execu- 
tives have  slashed  overhead  on  film 
and  TV  production.  They  also  hit  it 
big  with  Crouching  Tiger,  Hidden 
Dragon  and  again  with  this  season's 
blockbuster.  Black  Hawk  Down. 
Margins  are  up.  But  that  still  doesn't 
make  Sony  a  media  player. 

With  Irene  M.  Kunii  in  Tokyo 
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INVESTING 


WILL  HEDGE  FUNDS  BE  OVERRUN 
BY  ALL  THE  TRAFFIC? 

The  industry  is  straining  to  keep  returns  high  amid  record  inflows  of  cash 
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cems.  New  York  hedge  fund  manage  ised^ 
Kenneth  Lipper's  recent  40%  writ€  matic 
down  of  his  portfolio  creates  suspicio  Bat 
that  others  have  pumped  up  returns  h  a'H 
failing  to  accurately  price  their  secur  B-'Mg 
ties.  "Hedge  funds  are  much  less  like!  Mag< 
to  be  a  'trust  me'  investment,"  says  I  naddi 
Scott  Reid,  managing  director  for  Audiriftinj 
Advisor  Associates  LLC  in  New  York,  .  Takf 
hedge  fund  adviser  to  mutual-fund  gian  fitf 
Franklin  Resources.  m 

All  these  risks  are  borne,  for  thi  ompai 
most  part,  by  affluent  investors.  Indiiie; 
viduals  own  more  than  80%  of  thi  he  m 
hedge  fiand  assets,  with  the  balance  hek  [hese 
by  a  growing  number  of  institutiona  rorst 
investors.  Pension  funds,  endowments  ihere 
and  foundations  are  driving  the  lion*!  ioit 
share  of  the  growth:  The  pension-func  !001, 
industry's  share  of  hedge  funds  in  iedgi 
creased  76%  a  year  from  1996  to  2001  in.T 
reports  financial-services  consultants  ible  I 
Casey,  Quirk  &  Acito  LLC  in  Darien  !.  W 
Conn.  What's  new  is  that  hedge  funds  ]eve 
which  tmtil  recently  required  $1  millior 
in  net  worth  and  huge  initial  invest- 
ments, are  increasingly  targeting  main-  c 
stream  investors.  Bro- 


Hedge    fund    managers    are    the 
comeback  kids  of  Wall  Street. 
Only  two  years  after  the  widely 
publicized  meltdowTis  of  former 
star  managers  Julian  H.  Robertson  Jr. 
and  George  Soros,  investors  are  once 
again  clamoring  to  sink  their  cash  into 
this  investment  vehicle  for  the  wealthy. 
The  $500  bilhon  hedge  fund  industry 
is  seeing  the  largest  inflows  of  cash  in 
its  history:  Preliminary  results  show  the 
funds  attracted  $86  billion  in  new  capital 
in  2001,  double  the  total  inflow  of  the 
previous  year,  and  the  cash  continues 
to  pour  in.  Freeman  &  Co., 
a  financial-services  consul- 
tant in  New  York,  fore- 
casts demand  will  grow 
25%  a  year  for  the  next 
five  years,  pushing  total 
fund  assets  over  the  $1 
trillion  mark  by  2006.  rm         .  . 

The  quiet  deluge  of  new    llOWlIlg  tO 
cash  sends  up  red  flags  for  -•  ■*.     1-1        nuiuuigjs  t 

both  investors  and  the  fi-    peOplB  IlOl  3,016    and  they 


"It's  a  bit  of  a 
lost  art.  The 
money  is 


nancial  markets.  Record-  j      -l         ji      j.i_ 
setting  inflows  are  chasing  lO  fiariQie  1116 
too  few  funds,  straining  ■•       .    ^^ 
the  performance  of  a  limit-  ItiarKei)     SayS 
ed  pool  of  talented  man- 
agers. And  since  many  of  0116  Itiaiia^er 


the  best  managers'  funds  are  already 
closed  to  new  investors,  the  spillover  is 
up  for  grabs.  Less  experienced  startup 
shops,  whose  managers  migrated  from 
mutual  funds  and  trading  desks  are  fill- 
ing the  void.  Many  of  these  newcom- 
ers, lured  by  hefty  fees  of  up  to  20%  of 
profits,  aren't  well-versed  in  short-selling 
or  the  use  of  leverage.  "They  largely 
learn  by  trial  and  error,  albeit  with  oth- 
er people's  money,"  says  Philip  N.  Duff, 
the  former  chief  operating  officer  for 
Robertson's  Tiger  Management  and 
foimder  of  investment  managers  Front- 
Point  Partners  LLC  in 
Greenvinch,  Conn. 

Prohibited  by  law  from 
advertising  its  wares,  the 
industry  has  labored  most- 
ly in  secrecy.  These  man- 
agers, who  can  invest  ia 
just  about  anything,  don't 
have  to  report  their  funds' 
holdings  even  to  investors, 
can  keep  their 


often  huge  losses  secret 
from  fund-tracking  firms. 
But  fear  of  more  account- 
ing time  bombs  a  la 
Enron  Corp.  is  rais- 
ing credibility  con- 
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J;erage  firms,  banks,  and  mutual-fund 
ompanies  are  piling  into  this  niche, 
^ong  those  making  debuts  this  year 
ire  the  Montgomery  Partners'  Absolute 
tletum  and  Oppenheimer  Tremont  Mar- 
ret  Neutral  ftinds,  both  of  which  have 
i25,000  minimums  (BW-^an.  21). 

I  So  far,  hedge  funds  have  beaten  the 
najor  market  indices  during  the  bear 
narket,  though  they  barely  edged  out 
freasuries.  The  average  U.S.  hedge 
iind  earned  5.6%  last  year,  not  including 
ees,  w^hile  the  Dow  Jones  industrial  av- 
erage, the  Standard  &  Poor's  500-stock 
fidex,  and  the  Nasdaq  Composite  had 
•etums  of  -7.0%,  -13.0%,  and  -21.0%, 
^respectively,  according  to  Nashville- 
ige&ased  Van  Hedge  Fund  Advisors  In- 
ite  [emational  Inc. 

idoi|  But  some  of  the  most  lucrative  in- 
-  b;  Resting  strategies  of  late  appear  to  be 
Jjiihaxing  out.  As  opportunities  dry  up, 
;;elj|nanagers  are  under  pressure  to  take 
•  B  >n  additional  risk  by  leveraging  more  or 
ludi  ^rifting  away  from  their  stated  style. 
i'S  Take  "long-short"  equity  funds — one 
m  >f  the  largest,  and  oldest,  categories  of 
ledge  funds.  Such  funds  buy  stocks  of 
ih(  companies  beUeved  to  be  undervalued 
ri  fvhile  shorting  the  shares  of  others  that 
till  [he  manager  believes  are  overpriced. 
Iiek  These  funds  collectively  posted  the 
na  vorst  returns  last  year,  in  a  market 
nfcjvhere  they  should  have  shone:  Long- 
n'ithort  equity  hedge  funds  fell  3.7%  in 
iiwIlOOl,  according  to  the  CSFB  Tremont 
IB  iiedge  Fund  Index.  "It's  a  bit  of  a  lost 
«)1  |irt.  The  money  is  flovdng  to  people  not 
ints  ible  to  handle  the  market,"  says  David 
ien  I.  Webb,  a  hedge  fund  manager  for 
iiJs,  !!!leveland's  Shaker  Investments.  After 


THE  HEDGE  FUND  HITCH 

What  could  trip  up 
hedge  fund  investors 

►  Record  inflows  are  chasing  too 
few  funds,  straining  the 
performance  of  existing  managers. 

►  The  industry  suffers  from  a 
dearth  of  talent.  Increased 
demand  from  investors  and 
financial  institutions  is  luring 
inexperienced  entrants  into  hedge 
fund  management. 

►  Some  strategies  are  becoming 
less  effective.  Heightened  demand 
for  financial  instruments  used  by 
hedge  funds  has  narrowed 
spreads  and  diminished  their 
profits. 

►  Traditionally  secretive,  hedge 
funds  face  big  pressure  by 
regulators  and  investors  for 
more  disclosure. 

Data:  BusinessWeek 

weak  performance  and  the  loss  of  two 
managers,  American  Express  Co.  was 
forced  to  liquidate  a  long-short  fund, 
the  Advisory  U.S.  Equity  Fund  I, 
which  gave  AmEx  its  start  in  hedge 
funds  in  1996. 

Not  all  strategies  are  tanking.  Dis- 
tressed-security portfolios  that  invest 
in  the  debt  and  equity  of  companies 
near  bankruptcy  are  expected  to  boom 
in  coming  years.  But  chasing  the  hottest 
fund  categories  can  be  hazardous,  as  is 
borne  out  by  the  performance  of  funds 
that  invest  in  acquisitions.  As  mergers 
dried  up,  so  did  business:  The  risk-arbi- 
trage sector  gained  5.1%  last  year  after 
,    returns  of  17%  and  19.9%  the 

\       two  previous  years. 
Y-  The     most     popular 

strategy  last  year — 
,\     ^     convertible       arbi- 
trage, up  14.6%  in 
2001 — may     also 
be    dead    in   the 
water.  Such  funds 
buy    bonds    that 
are      convertible 
into  a  company's 
stock   and   hedge 
against  a  decline  in 
the  stock  by  sell- 


ing it  short.  Hedge  funds  now  own  a 
majority  of  the  record  $102  billion  of 
new  convertible  securities  issued  last 
year.  One  risk  to  investors  is  that  the 
bonds  might  fall  in  value  because  of 
credit  concerns.  That  proved  to  be  Lip- 
per's  undoing.  Moreover,  these  funds 
may  borrow  heavily  to  magnify  returns, 
increasing  the  potential  for  trouble. 

If  the  performance  woes  and  lack  of 
transparency  persist,  institutional  investor 
interest  could  wane.  Managers  are  asking 
tough  questions,  says  senior  consultant 
David  Holmes  of  Louisville's  Mercer 
Manager  Advisory  Services.  "There  are 
new  questions  about  how  they  work,  how 
they  add  value,  and  what  are  the  real 
risks,"  he  says.  Unable  to  see  behind  the 
curtain,  investors  may  not  know  what  a 
manager  is  up  to  until  it's  too  late.  "That 
sort  of  thing  is  death  to  pension  plan 
managers,"  says  FrontPoint's  Duff.  "It 
puts  their  job  at  risk,  and  that's  worse 
than  losing  money." 

In  the  past,  such  scrutiny  did  not 
prevent  pension  funds  from  pouring 
cash  into  Robertson's  Tiger  funds  or 
Long-Term  Capital  Management  in  the 
months  before  they  collapsed.  Still,  more 
transparency  should  ultimately  help  in- 
vestors. "Hedge  fund  managers  are  go- 
ing to  have  to  make  some  changes  if 
they  want  to  keep  the  'educated'  mon- 
ey," says  Barry  H.  Colvin,  president  of 
IVemont  Advisers  Inc.  in  New  York. 
Already,  rating  agencies  such  as  Stan- 
dard &  Poor's  (which,  like  Business- 
Week, is  owned  by  The  McGraw-Hill 
Companies)  are  developing  systems  to 
measure  hedge  fund  performance,  qual- 
ity of  management,  and  risk. 

Right  now,  investors  remain  upbeat 
because  the  alternatives  look  worse.  "The 
stock  market  looks  crappy,  the  bond  mar- 
ket is  choppy,  and  investors  are  wonder- 
ing where  to  put  their  money,"  says  Tim- 
othy J.  Rudderow,  president  of  Princeton 
(NJ.)-based  Mount  Lucas  Management 
Corp.,  which  created  and  runs  a  hedge 
fund  index.  "Mutual-fund  companies  and 
investment  banks  look  out  over  the  same 
10  years  and  ask,  'Where  am  I  going  to 
earn  my  fees?'" 

Good  question.  Here's  a  better  one: 
"How  are  they  going  to  make  money 
for  their  investors?"  Hedge  funds — lu- 
crative as  they  are  for  those  who  run 
them — may  not  be  the  answer. 

By  Mara  Der  Hovanesian 
in  New  York 
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REGULATORS 


CAN  THE  SEC  HANDLE 
ALL  THIS  SCANDAL? 

Its  chief  enforcer  faces  a  swelling  caseload  and  a  frozen  budget 


The  first  chairman  of  the  Securities  & 
Exchange  Commission,  William  0. 
Douglas,  once  said  that  the  agency 
should  always  keep  "a  well-oiled  shotgun 
in  the  corner"  to  use  on  miscreants. 
Douglas'  embattled  25th  successor,  Har- 
vey L.  Pitt,  has  more  reason  than  most 
to  remember  that.  For  Pitt,  Stephen 
M.  Cutler  is  that  shotgun. 

As  director  of  the  SEC's  Enforcement 
Div.,  Cutler  is  the  top  cop  on  what's 
now  Washington's  highest-profile  beat. 
But  his  toughest  task  isn't  just  catching 
those  responsible  for  such  high-profile  fi- 
nancial failures  as  Enron  Corp.  and 
Global  Crossing  Ltd.  Cut- 
ler also  has  to  convince 
skeptical  investors  and 
hang-'em-high  lawmakers 
that  the  sec  can  restore 
confidence  in  Corporate 
America.  That  means 
overcoming  the  strong  im- 
pression— created  by  Pitt's 
stumbling  start  and  the 
Bush  White  House's 
stinginess — ^that  his  bosses 
would  rather  let  the  SEC's 
shotgun  inist. 

Is   Cutler   up   to   that 


"We're  getting 
lots  of  cards 
and  letters... 
from  people 
with  firsthand 
knowledge  of 
misconduct" 


job?  The  41 -year-old  la\\'yer  is  far  more 
of  a  crusader  than  his  boss:  After  grad- 
uating from  Yale  Law  School,  Cutler 
spent  a  year  working  with  Bill  Lann 
Lee,  who  later  headed  the  Justice 
Dept.'s  Civil  Rights  Div.  under  Bill  Clin- 
ton. Those  who  have  come  up  against 
him  say  Cutler,  who  assumed  the  top 
job  in  October  after  three  years  as 
deputy,  is  a  daunting  strategist.  "You 
don't  face  off  with  Steve  Cutler — it's 
more  like  a  chess  match,"  says  Ralph 
C.  Ferrara  of  Debevoise  &  Plimpton, 
who  defended  MicroStrategy  Inc.  in 
2000  when  the  sec  collected  $11  million 
in  penalties  and  restitution 
from  execs  of  the  McLean 
(Va.)  software  company  for 
using  aggressive  account- 
ing. Ferrara  adds:  "You 
won't  get  a  lot  of  table- 
pounding  from  Steve — but 
you  will  see  a  lot  of  sanc- 
tions against  people  who 
violated  the  law." 

The  sorry  state  of  ac- 
counting is  Cutler's  priority. 
In  the  first  eight  weeks  of 
2002,  Enforcement  has 
launched    accounting    in- 
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quiries  into  45  companies,  a  16£ 
jump  in  a  caseload  that  has  be 
rising  since  1998.  Post-Enrc  | 
'Ve're  getting  lots  of  cards  ai 
letters,  and  more  of  them  fro 
people  with  firsthand  knowled 
of  misconduct,"  Cutler  says. 

But  to  turn  tips  into  fines  aM<i^ 
penalties,  Cutler  needs  resourc 
and  backing — and  the  picture 
worrisome  on  both  fronts.  Tl 
Bush  Administration  froze  tl 
SEC's  2003  budget— which  Pi 
O.K.'d.  The  chairman  won't  s< 
if  he'll  ask  Congress  for  mor 
For  this  year.  Cutler  sees  no  h 
crease    in    his    team    of    71 
lawyers,  accountants,  and  ma   loss 
ket-watchers  despite  the  gro\ 
ing  caseload.  "We're  stretche 
thin,"  he  says. 

Pitt's  rhetoric  hasn't  helpei 
After  a  career  defending  sa 
countants,  brokers,  and  executive 
against  sec  charges,  Pitt  launched  h 
tenure  with  a  speech  promising  accoui 
tants  a  "kinder  and  gentler"  SEC  tha 
under  his  predecessor,  Arthur  Levit 
Jr.  Then  came  an  SEC  report  spellin  hiiie 
out  how  companies  with  bookkeepin 
woes  that  turn  themselves  in  might  wi 
lighter  penalties.  And  Pitt  has  been  slo'^ 
to  respond  to  Enron  Corp.  "In  mos 
corporate  scandals,  the  sec  chairman  i 
the  drum  major  in  front  of  the  reforr 
parade,"  says  John  C.  Coffee  Jr.,  a  se 
curities  law  professor  at  Colimibia  Un] 
versity.  "This  time,  the  band  marches 
over  the  drum  major,  and  he's  had  t 
catch  up  with  the  parade." 

Pitt  talks  a  lot  tougher  now.  H 
wants  "real-time  enforcement,"  he  says 
forcing  companies  to  restate  their  book 
sooner  and  speeding  cases.  The  chair 
man  also  wants  harsher  penalties.  H< 
would  strip  executives  of  bonuses  anc 
option  rew^ards  that  were  based  on  in 
flated  stock  prices.  And  the  sec  is  call 
ing  in  the  Justice  Dept.  to  seek  crimina 
charges  on  more  cases:  "Nothing  speakt 
as  loudly  to  Corporate  America  as  tht 
prospect  of  jail  time,"  Cutler  says.  Th( 
agency  also  wants  more  power  to  bai 
offenders  from  serving  as  ofiBcers  or  di- 
rectors of  public  companies. 

Still,  Pitt's  main  tool  for  restoring 
the  SEC's  credibihty  is  Cutler,  who  has 
free  rein  to  investigate  Enron,  Globa 
Crossing,  and  their  auditor,  Arthur  An- 
dersen. "I've  told  my  staff,  We've  got  tc 
bring  a  tough  prosecutorial  attitude,  but 
also  a  sense  of  justice,' "  Cutler  says.  A 
few  more  shells  for  his  shotgun  wouldn't 
hurt,  either. 

By  Mike  McNamee,  unth  Amy  Bar- 
rus,  i7i  Washington 
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COMMENTARY 

By  Pallavi  Gogoi 

WAKE  UP,  CHICAGO:  IT'S  THE  ELECTRONIC  AGE 


At  first  glance,  it  seems  that  the 
fat  years  are  back  at  the  Chicago 
futures  exchanges.  With  war,  re- 
cession, and  Enron  roiling  the  mar- 
kets, investors  are  clamoring  to 
hedge  their  portfolios  with  the  op- 
tions and  futures  that  trade  on  the 
raucous  Windy  City  bourses.  Volume 
is  soaring,  and  profits  are  back  after 
a  year  of  red  ink.  The  renewal  is  par- 
ticularly vivid  at  the  Chica- 
go Mercantile  Exchange, 
which  saw  a  $5.9  million 
loss  in  2000  become  a  $69.2 
million  profit  in  2001. 

A  closer  look,  however, 
shows  that  all  is  hardly 
well  at  the  storied  ex- 
changes. Rival  markets 
around  the  world,  most  of 
them  purely  electronic 
exchanges,  have  been  nab- 
bing more  and  more  busi- 
ness from  Chicago.  Com- 
bined, the  global  market 
share  of  the  Chicago 
Board  of  Trade  and  the 
Merc  has  now  slipped  to  a 
troubUng  21%,  from  30% 
just  four  years  ago  and 
46%  back  in  1989.  The 
Chicago  bourses  have  a 
long  history  of  rivalry  and 
cutthroat  competition  for 
market  share.  Still  wedded 
to  their  colorful  pit-trading 
culture,  they  have  been 
slow  to  embrace  electronic 
systems  that  have  revolu- 
tionized securities  trading 
worldwide. 

All  this  is  hurting  busi- 
ness. Trading  in  Chicago  is 
vexing  for  many  customers:  "It  is 
very  expensive  to  do  business  in  the 
Chicago  markets  because  of  the  ex- 
change fees,  the  floor  fees,  and  the 
brokerage  fees.  We  go  there  only  be- 
cause of  the  liquidity  today,"  says 
Marc  Breillout,  chief  executive  of  Fi- 
mat  Group,  a  French  brokerage. 

Customers  are  flocking  to  the  com- 
petition, which  is  largely  electronic. 
Eurex,  the  Swiss-German  electronic 
exchange,  overtook  the  Chicagoans  in 
volume  several  years  ago.  And  on 
Feb.  20,  the  electronic-trading  power- 
house Island  ECN  launched  the  Island 
Futures  Exchange,  a  direct  attack  on 
the  Chicago  markets  with  its  offer- 
ings of  futures  on  stocks  and  indexes. 


This  comes  less  than  three  months 
after  the  launch  of  Jersey  City's  Bro- 
kerTec  Futures  Exchange,  a  venture 
of  14  international  banks  and  big  bro- 
kerage houses  that  is  making  inroads 
in  bond  futures. 

Chicago  needs  a  wake-up  call.  The 
message  has  penetrated  better  at  the 
traditional  underdog,  the  Merc, 
which  last  year  pumped  its  share  of 


TRADING 
PLACES 

While  the  Chicago 
Merc  and  the 
CBOT  worried 
about  each  other, 
Europe's  all- 
electronic  Eurex 
jumped  ahead 


CME 

CBOT 

EUREX 

ANNUAL  TRADING  VOLUME  (MILLIONS) 

1997        200.7*      242.7*      109 

2001 

411.7 

260.3 

542.8 

GLOBAL  RANK  AMONG  FUTURES  EXCHANGES** 

1997        3rd          1st         5th 

2001 

2nd 

4th 

1st 

♦CONTRACTS    "BY  TRADING  VOLUME 

Data:  Futures  Industry  Assn. 


the  global  market  back  up  to  its  1997 
level  of  13%,  after  slipping  to  11%  in 
1999.  Under  Chairman  Scott  Gordon 
and  CEO  James  J.  McNulty,  the  Merc 
last  year  managed  to  topple  the  CBOT 
from  its  perch  as  the  largest  futures 
market  in  the  U.  S.  The  pair  per- 
suaded members  to  give  up  the  ex- 
change's clubby  structure,  and  they 
turned  the  Merc  into  a  stockholder- 
owned  company  that  may  even  go 
pubhc  this  year.  They  launched  new- 
er contracts  on  an  electronic  plat- 
form— based  on  the  Standard  & 
Poor's  500-stock  index,  the  Nasdaq 
100,  and  the  Russell  2000— that  have 
had  a  tremendous  run,  proving  fans 
of  electronic  markets  right.  The  Merc 


also  spearheaded  the  effort  to  form 
an  all-electronic  exchange  that  will 
trade  single-stock  futures. 

By  contrast,  the  managers  at  the 
CBOT  look  like  Luddites.  After  150 
years  with  the  top  volume  of  the 
world's  futures  exchanges,  the  CBOT 
slipped  to  No.  2  in  1999.  By  2001,  it 
was  fifth.  New  products  based  on 
municipal  and  government-agency 

TRADING  AT  THE  MERC: 

Chicago  still  clings  to 
its  expensive  pit  culture 

bonds  flopped.  Then,  in 
October,  the  U.  S.  Trea- 
sury stopped  issuing  the 
30-year  bond,  which 
backed  the  cbot's  flagship 
product.  Chairman  Nicko- 
las  J.  Neubauer  is  still 
committed  to  the  pits. 
"The  open-auction  system 
generally  provides  tighter, 
deeper  markets  for  prod- 
ucts that  are  more  compli- 
cated," he  insists. 

Clinging  to  the  past 
will  hurt  Chicago.  Sure, 
___. electronic  trading  still  ac- 
counts for  only  20%  of  the 
volume  at  both  exchanges 
— but  that's  where  the 
growth  is.  At  the  Merc, 
electronic  volume  rose 
137%  in  2001,  while  floor 
volume  rose  70%.  "We 
make  both  available  and 
let  our  customers  choose," 
argues  the  Merc's  McNul- 
ty. That's  not  good 
enough.  The  exchanges 
need  to  school  their  floor  brokers 
about  computers  and  push  them  out 
of  the  pits. 

As  nearly  everyone  in  the  busi- 
ness acknowledges,  computers  have 
won.  Electronic  exchanges  are  faster, 
more  efficient,  and  more  successful. 
This  past  January,  Eurex'  trading 
volume  of  65  million  contracts 
equaled  that  of  the  Chicago  ex- 
changes combined.  Now  Island  and 
Brokei"Tec  could  rub  in  the  salt  v^dth 
cheaper,  more  efficient  products.  The 
Chicago  bourses  ignore  such  rivals 
at  their  peril. 

Chicago  correspondent  Gogoi  covers 
the  markets  in  the  Windy  City. 
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REAL  ESTATE 


THE  WRONG  TIME 
FOR  REITs? 

As  Kmart  and  other  chains  close,  real  estate  trusts  are  hurting 


The  parking  lot  of  the  Addison  Center 
strip  mall  outside  Chicago  was  al- 
most deserted  on  a  recent  February 
morning.  With  Kmart,  its  anchor  store, 
shuttered,  there's  little  reason  to  go  there 
anjTnore.  Kmart  Corp.'s  Januaiy  bank- 
ruptcy filing  (page  68)  was  a  blow  for 
the  mall's  landlord,  Kimco  Realtj^  Corp.,  a 
New  Hyde  Park  (N.Y.)  real  estate  in- 
vestment trust,  or  REIT,  that  owns  75 
properties  where  Kmart  is  a  key  tenant. 
At  least  23  of  Kimco's  Kmarts  are  ex- 
pected to  close.  That  will  knock  some 
6%,  or  20<2,  off  2002  earnings,  which  the 
company  now  says  will  be  .$3.02  to 
$3.10  per  share.  Kmart  rents  made  up 
12%  of  Kimco's  $469  million  in  rev- 
enue last  year. 

None  of  these  problems  is 
apparent  yet  from  Kimco's 
share  price,  which  as  of  Feb. 
26  was  only  8.2%  off  its  all- 
time  high  of  $34.08.  With  bond 
yields  and  eqmt>'  prices  weak, 
investors  have  pUed  into  RE- 
ITs— pubhcly  traded  compa- 
nies that  own  commercial 
properties,  re  its,  with  a 
$155.3  billion  total  market  val- 
ue, offer  safe-haven  appeal: 
hefty  dividend  yields  that  av- 
erage 6.7%.  Retail  REITs, 
which  owTi  shopping  centers 
and  regional  malls  and  pay 
slightly  more,  are  among  the 
most  popular.  Their  shares 
have  rallied  20.7%,  on  aver- 
age, over  the  past  12  months. 
But  the  slow'  economy  has 
forced  retail  chains  to  close 
stores — ^including  J.  C.  Penney, 
Sears,  and  Toys  'R'  Us — and 
pushed  others  into  bankrupt- 
cy. So  the  profits  these  REITs 
pay  out  in  dividends  and  their 
share  prices  could  be  in  jeop- 
ardy. Keith  E.  Pomi-oy,  sen- 
ior real  estate  editor  at  finan- 
cial researcher  sxL  Financial. 
says  Kmart's  bankruptcy  will 
bite  into  REIT  profits  in  the 
second  quarter,  after  its  ex- 
pected Mar.  11  announcement 
of  store  closui'es. 


While  occupancy  rates  at  many  retail 
REITS  are  still  high — above  90%  at  big 
players  such  as  Kimco,  Developers  Di- 
versified Realty,  and  Simon  Property 
Group — the  folding  of  an  anchor  tenant 
such  as  Kmart  or  J.  C.  Penney  has  a  dan- 
gerous ripple  effect.  That's  because  they 
bring  shoppers  to  the  whole  property. 
"The  little  shops  next  to  Kmart  pay 
much  higher  rents  to  be  close  to  a  traffic 
generator,"  says  Leo  Wells,  president  of 
WeUs  Real  Estate  Funds,  a  real  estate 
money  manager  in  Atlanta.  "WTien  that 
traffic  generator  leaves,  their  businesses 
often  coUapse."  Since  small  stores  have 
short  leases — 3  to  5 
years,  vs.  15  or  20 


EMPTY-STORE  BLUES 

REITs  need  high  occupancy  rates  to  offset  big  debt  loads 


REIT 


SIMON  PROPERTY 
GROUP 

GENERAL  GROWTH 
PROPERTIES 

DEVELOPERS 
DIVERSIFIED  REALTY 


DEBTAOTAL 
CAPITAL  RATIO 

54.2% 


WEAK  RETAIL 
TENANTS 


KIMCO  REALTY 


54.2 


47.7 


27.9 


Cole  National,  J.C.  Penney, 
Dillard's,  Perfumania 

Cole  National,  J.C.  Penney, 
Dillard's 

Kmart,  J.C.  Penney, 
Blockbuster 


Kmart,  Ames  Dept.  Stores, 
Blockbuster,  Toys  'R'  Us 

Data:  SNL  Financial,  Morgan  Stanley  Dean  Witter  &  Co. 


for  big  ones — many  may  leave  tl 
minute  they  can  if  the  REIT  can't  attra 
a  new  anchor  tenant.  "Most  of  the  dan 
age  to  the  bottom  line  will  be  felt  th 
year,"  says  Pomroy. 

The  recent  wave  of  bankruptcies- 
Kmart,     Ames     Department     Store 
Lechter's,  and  Casual  Male — is  partici 
larly  problematic.  When  a  viable  compan 
closes  a  store,  it  still  owes  rent  until  t\ 
lease  expires  or  it  sublets.  But  bankru 
tenants  stop  paying.  Kmart  has  petitiom 
in  federal  court  to  end  350  leases.  Kimo 
the  largest  retail  REIT,  also  leases 
stores  to  Ames,  bankrupt  as  of  last  A 
gust,  and  22  stores  to  Blockbuster  E 
tertainment,  which  Morgan  Stanley  an; 
lysts  see  as  shaky.  "I  don't  think  Kimco 
stock  win  continue  to  enjoy  the  pre: 
um  valuation  it  has  always  had  relative  t^ 
other  REITs,"  says  Richard  Imperial 
manager  of  the  Forward  Uniplan  Re; 
Estate  Investment  mutual  fiind.  Kim^ 
wouldn't  comment  for  this  story. 

REITS  are  especially  vulnerable  to 
retail  slump  because  they're  high! 
leveraged  (table).  "If  debt  is  50%  of  th^ 
total  capital  invested  in  a  REIT,  it 
breakeven  occupancy  rate  is  75%,"  say 
Wells.  "Without  any  debt,  th^ 
breakeven  rate  is  only  25% 
Kimco  had  a  debt-to-tota 
capital  ratio  of  27.9%  and 
occupancy  rate  of  over  90 
as  of  Dec.  31,  so  it  wiU  st: 
turn  a  profit,  but  the  compa 
ny  expects  occupancy  to  dro; 
to  87%  in  the  first  quarte 
of  2002. 

Kimco  has  ample  compan; 
SNL  says  Simon  Property 
Group,  the  largest  regional- 
mail  REIT,  leases  116  stores 
to  J.C.  Penney,  which  closed 
47  stores  in  2001,  plus  175  to 
Cole  National,  an  eyeglass 
company  also  seen  as  weak 
Simon  did  not  return  phone 
calls.  Developers  Diversified, 
w^hich  leases  31  Kmarts,  has  a 
47.7%  debt  ratio.  Developers' 
Executive  Vice-President 
Daniel  B.  Hurwitz  expects 
only  tw^o  to  close.  "We  wiU  be 
able  to  re-lease  those  sites," 
he  says.  Other  REITs  may  not 
be  so  lucky.  Fat  dividends  and 
share-price  gains  made  retail 
REITS  must-haves  for  many 
investors.  But  empty  parking 
lots  at  strip  maUs  may  mean 
it's  time  for  them  to  shop 
elsewhere. 

By  Lewis  Braham  in  New 
York  and  Robert  Bemer  in 
Chicago 
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Ndw  people  can  call  you. 


Now  your  life  has  a  homing  device  —  Shadow"  Personal 
Assistant.  No  more  phone  roulette.  Virtually  no  missed  calls. 
And  no  phone  tag  runaround  with  3  voicemail  boxes.  Just  set 
your  call  routing  by  phone  or  PC.  Calls  are  then  routed  through 
your  list — office,  home,  mobile,  hotel  room,  friend's  cellphone, 
wherever — until  you're  found.  An  automated  "personal 
assistant"  lets  you  know  who's  calling.  If  you  don't  want  to  talk 
(or  aren't  prepared),  you  can  send  it  to  voicemail  without  the 
caller  even  knowing.  Shadow  works  for  faxes,  too.  And  they 
can  be  viewed  through  your  email.  Plus  there's  much  more. 
Shadow  is  available  with  business  phone  service  from 
TelePacific.  For  details,  call  us  or  visit  telepacific.com. 
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THE  PERFECT  BEACHFRONT  HOME 


Unwind  from  a  day's  skiing  at  your  new  beachfront  home.  A  luxurious  private  residence 
club  home  on  270  feet  of  extremely  rare  white  sand  beach.  Don't  miss  out  on  this  early 
opportunity  to  see  the  most  unbelievable  beachfront  property  made  available  at  North 
Lake  Tahoe  in  years.  Given  this  ideal  beachfront  location  and  pricing,  we  anticipate 
unprecedented  demand  for  these  new  homes. 

Call  now  and  register  to  ensure  you're  among  the  tirst  to  receive  all  ttie  details  and 
an  exclusive  priority  preview  or  visit  our  Real  Estate  Discovery  Center  in  Tahoe  Vista. 


1.866.463.0162 


www.tonopalo.com 


■^Qted  on  highway  28  at  mile  marker  #8,  only  minutes  away  from  Squaw  Valley  and  Northstor. 


Uncompromised 
Beachfront  Luxury 
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's  a  place  where  business  opportunities,  gooc 
come  together.  Welcome  to  Waterfall  Alaska.  A  resort  of  legendary 
%)ortfishing  and  epic  experiences.  It  may  be  the  best 
investment  you  make  all  year. 


Name 


Company . 
Address  _ 
City 


Phone. 
Email 


State 
Fax 


Zip. 


How  big  of  a  fish  do  you  want  to  catch? 

Are  you  very  interested  in  legendary  sportfishing?  Q  Yes 

Number  of  guests 

Preferred  season:  Q  2002    □  2003 


Save  W°  now 

fax  this  page  to 

907-225-8530 

We'll  also  send  a 
complimentary  video  and  brochure.* 

"Discouni  applies  to  published  retail  package  rate 


Supporting  our  country. 


www.waterfallresort.com 


800-544-5125 


spin  and  fluff  have  no  place 
outside  the  laundry  room. 

The  Barker  Portfolio:  independent,  hype-free  financial  advice  that  won't  leave 

investors  hanging  out  to  dry.  For  savvy  investment  advice,  turn  to  BusinessWeek. 

To  reach  savvy  investors,  contact  your  BusinessWeek  Account  Manager. 
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as  technology  develops, 

^  so  have  we. 


The  people  of  Northern  Ireland  are  highly  educated,  flexible,  resourceful  and  uniquely  determined  to 
succeed.  That's  why  Nortel  Networks,  Fujitsu,  Openwave,  Microsoft,  Compaq,  Liberty  Mutual,  and 

Analog  Devices  are  already  in  Northern  Ireland  putting  our  fresh  talent  to  work. 

With  an  advanced,  globally  connected  digital  infrastructure,  top  class  educational  and  research  facilities 
and  easy  access  to  Europe,  Northern  Ireland  has  the  bandwidth  for  your  technology  business  needs. 

To  find  out  how  locating  in  Northern  Ireland  can  impact  on  your  bottom  line, 
visit  our  website  at  www.investni.com  or  call  IDB  at  1  800  432  6022. 
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Can  I  reunite  a  family? 
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Wednesday,  4:45  p.m.  A  fingerprint  is  transnnitted  to  a  lab 
and  instantly  compared  to  millions  of  others  in  an  international 
database.  What  once  took  weeks  now  takes  seconds.  Today 
engineers  are  working  faster  to  answer  new  and  more  difficult 
questions.  Whether  it's  advancing  wireless  technology,  improving 
graphics,  or  enhancing  computing  power,  Synopsys  IC  design  tools 
and  services  help  engineers  bring  their  designs  from  concept  to 
market.  And  move  us  one  step  closer  to  solving  the  world's  most 
compelling  challenges. 

Wednesday,  5:02  p.m.  A  match  is  found.  A  family  can  rest  easy. 
www.syn6psys.com 
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The  Latest  In  College  Savings  Plans 
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Makes  a  Comeback    Early  Admissions      Patent  Premium 
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BusinessWeek  Investor 


BY  CAROL  MARIE 
CROPPER  AND 
BRIAN  HINDO 


ongi'ess  gave  parents  an  extraordinary 
I  gift  last  spring — ^tax-free  earnings  as  they 
'save  for  college.  Before  this,  money 
earned  in  Section  529  college-savings 
plans  simply  grew  tax-deferred.  It  didn't 
'take  long  for  brokers  and  financial  plan- 
ners to  begin  hawking  them.  All  fami- 
lies are  eligible  regardless  of  income.  No  wonder 
the  amount  in  the  plans  jimiped  to  $8  bilhon  by 
yearend,  almost  doubUng  in  six  months. 

Brokers  and  planners  bring  new  layers  of  fees 
and  charges,  so  it's  important  to  know  you  don't 
have  to  use  them.  You  can  usually  invest  directly 
with  a  state  or  its  investment  manager.  Btisi- 
nessWeek's  Guide  to  College-Savings  Plans — 
one  of  the  most  comprehensive  and  up-to- 
date  compilations  you'll  find — can  help  you 
find  the  best  plan  for  you.  Starting  on  page  89,  we 
show  you  which  states  offer  plans,  what  invest- 
ment options  are  available,  and  how  the  fees  add 
up.  There's  also  an  expanded  version  of  the  table 
at  our  Web  site,  www.businessweek.com. 

Forty-one  states  now  offer  savings  plans,  and 
most  of  the  others,  plus  the  District  of  Columbia, 
should  launch  by  yearend.  Also,  you're  not  re- 
stricted to  your  owTi  state's  plan.  All  but  three 
plans  welcome  uollars  from  nonresidents  or  will 
soon  (albeit  sometimes  at  extra  cost  or  minus  the 
state  tax  perks).  Plus,  investment  options  at  the 


K: 


n 


states  are  growing.  Rhode  Island  offers  15  choic 
es,  and  Ohio  has  14.  A  few  states  have  evei 
rolled  out  more  than  one  plan,  providing  saver:  * 
with  a  pick  of  investment  managers,  say,  or  ad 
ditional  ways  to  buy. 

All  this  gives  parents  more  control  when  taij 
loring  a  plan  to  their  needs.  But  it  complicates  i 
decision  that  for  many  was  already  daunting 
"Sometimes,  it's  like  going  to  a  restaurant  that  hai  j^' 
a  10-page  menu,"  says  K.  C.  Dempster,  a  financia 
consultant  at  College  Money,  a  Marlton  (N.J 
firm  specializing  in  education  planning.  In  somi 
states,  prepaid  plans  are  an  option,  too  (page  94)jiii 

Brokers  and  financial  planners  can  help  par 
ents  sift  through  the  state  plans  and  decide  how  m 
to  divide  their  contributions  among  a  chosen  K 
plan's  investment  options.  But  while  a  plan 
bought  directly  from  a  state  or  its  investment  in 
manager  might  charge  0.65%  to  1.80%  in  annual^' 
fees,  one  purchased  through  a  broker  or  financial 
adviser  is  apt  to  cost  twice  as  much,  says  Joseph 
Hurley,  founder  of  Savingforcollege.com,  a  Web 
site  that  provides  information  on  529  plans.         - 

Many  parents  are  familiar  with  front-end  loads  j: 
(sales  charges  levied  at  the  time  an  investment  is 
purchased)  and  back-end  loads  (those  charged  if  K 
the  investment  is  cashed  in  early)  from  mutual] 
funds.  But  that  still  leaves  the  task  of  comparing  ''' 
the  mix  of  loads,  annual  administrative  fees,  and 


U 
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pecial  account  fees — then  deciding  which  deal  is      get  no  fee  from  doing  so.  Diana  Cantor,  chair- 

est  given  your  situation.                                           woman  of  College  Savings  Plans  Network,  which 

Saving  for  an  infant?  Class  A  shares,  which      represents  the  states'  529s,  is  also  executive  di- 

npose  a  front-end  load  but  have  lower  annual      rector  of  the  Virginia  College  Savings  Plan.  She 

xpenses,  make  a  lot  of  sense.  Have  a  teenager?      says  her  state  added  a  broker-sold  product  after 

;  shares  might  be  best.  The  annual  fees  are      watching  local  planners  steer  residents  to  more 

igher,  but  there's  usually  no  entrance  or  exit      aggressively  marketed  out-of-state  plans  despite 

harge.  And  you're  only  going  to  be  paying  those      Virginia's  tax  benefits  and  lower  fees. 

nnual  fees  a  few  years.  With  Class  B  shares,  the          Start  by  checking  out  your  own  state's  plan. 

ack-end  loads  may  never  be  charged  if  you      Tu^enty  states  offer  tax  deductions  of  varying 

tay  in  six  or  seven  years,  and  annual  expenses      generosity.  A  deduction  can  be  worth  a  lot  in  a 

re  lower  than  vdth  C  shares.                                    high-tax  state  like  New  York. 

Be  aware  that  brokers  may  not  tell  you  about          Also  keep  in  mind  that,  while  the  feds  won't 

good  plan  that's  right  in  your  backyard  if  they      tax  your  earnings,  the  states  might.  California 

KEY: 

M=Mix  of  sloclts,  bonds, 
and/or  money  market 
TU=Linked  to  tultion- 
pnce  inflation 
G=Guaranteed 
MM=Money  market 
T=Trust  fund 
l=lndividual  mutual  funds 
C=Customizable  portfolios 
PP=Principal  protection 

BusimslHfeek'i  1 

Suide  t 

D  College-Savings  Plans 

INVESTMENT  CHOICES    ^.<^. 

<t^                                EXPENSES 

JTATE/ 

miMiT  NO. 

^<^^^"  /^'^ 

IIASKA 

166  277-1005 

12 

8 

1 

1 

M.TU 

T.  Rowe  Price 

N/A 

$30/yr  -1-  0.32%  to 
0.76%  +  0.30% 

N/A 

N/A  (no  state 
income  tax) 

100  369-3641 

11 

8 

1 

1 

M 

T.  Rowe  Price 

N/A 

$30/yr  +  0.55%  to 
0.76%  +  0.30% 

N/A 

N/A  (no  state 
income  tax) 

!66  222-7498 

10 

6 

2 

2 

T.  Rowe  Price  and 
Manulife  Financial  * 

N/A 

$30/yr  +  0.45% 
to  1.39% 

Class  A:  3.5%  load  -i-  0.75%/yr.; 
Class  C:  1.05%/yr.  +  0.50%/yr. 

N/A  (no  state 
income  tax) 

iRIZONA 

!88  923-3355 

3 

3 

Waddell 
&  Reed  * 

N/A 

1.70%  to  2.58% 

Class  A:  5.75%  load;  Class  8:  5%  back- 
end  load;  Class  C:  1%  back-end  load 

No 

!88  667-3239 

10 

6 

3 

iVI 

Securities  Management 
&  Research 

-39.6% 
to  5.12% 

$10  application  fee  + 
0.49%  to  10.97% 

Class  A:  4.75%  to  5%  load;  Class  B;  3%  to  5% 
back-end  load  +  0.51%  to  3.74%/y.  (d) 

No 

IRKANSASt 

177  615-4116 

5 

1 

1 

1 

Mercury 
Advisors 

-9.11% 
to  5.15% 

$25/yr  + 0.50  to  1.74% 
+  0.60%  or  0.95% 

N/A 

No 

CALIFORNIAt 

*  i77  728-4338 

5 

2 

2 

G 

TIAA-CREF 

-17.22% 
to  5.00% 

0.80% 

N/A 

No 

1  COLORADO 
j<88  572-4652 

4 

1 

1 

1 

M 

Salomon 
Smith  Barney 

-8.82% 
to  7.21% 

0.99%  to  1.09% 

Class  A:  3.50%  load  -i-  0.25%/yr;  Class  B: 
2.5%  back-end  load,  0.95%/yr.  first  8  yr. 
then  0.25%/yr.;  Class  C:  0.65%/yr.  (d) 

No 

„  CONNECTICUT 

f  :188  799-2438 

3 

1 

MM, 
M 

TIAA-CREF 

-8.88% 
to  5.35% 

0.79%;  0.02% 
for  MM 

N/A 

No 

)ELAWARE 

^  500  544-1655 

12 

11 

8 

1 

1 

M 

Fidelity 

-14.36% 
to  2.77% 

$30/yr.  +  0.88%  to 
1.13% 

N/A 

No 

DAHOt 

1566  433-2533 

3 

1 

1 

G 

TIAA-CREF 

N/A 

0,70% 

N/A 

$4,000  (f) 

LLINOIS 

i!77  432-7444 

3 

1 

1 

1 

Salomon 
Smith  Barney 

-11.62% 
to  7.73% 

0.99% 

N/A 

Unlimited 

^  INDIANA 

ei  566  400-7526 

ai 

7 

5 

1 

1 

One  Group 
Administrative 
Services  * 

-12.57% 
to  8.16% 

$10/yr.  in  state, 
$30/yr.  out  of  state  + 
0.35%  to  0.97% 

Class  A:  3.5%  load,  0.40%/yr.;  Class  B: 
0.95%/yr.  for  6  yr.s,  then  0.40%/yr.; 
Class  C:  0.65%/yr. 

No 

n  OWA 

la  588  672-9116 

4 

4 

State  Treasurer  using 
Vanguard  funds 

N/A 

0.65% 

N/A 

$2,180/ 
beneficiary 

^^  (ANSAS 

ol  JOG  579-2203 

22    21 

M 

American 
Century 

-16,10% 
to  2.15% 

$40/yr.  out  of  state; 
0.52%  to  0.95%  + 
0.39% 

N/A  now,  but  plan  on  offering  through 
brokers  by  April 

$2,000  (f) 

(ENTUCKYtx 

J77  598-7878 

2 

1 

1 

TIAA-CREF 

-13.69% 
to  2.00% 

0.80% 

N/A 

No 

'  .OUISIANAtx 
'  m  259-5626 

1 

T 

State 
Treasurer 

6.33% 

None 

N/A 

$2,400/ 
account (g) 

MAINE  (k) 

}77  463-9843 

4 

1 

1 

1 

M 

Merrill  Lynch 

-11.81% 
to  5.01% 

$50/yr.  + 
avg.  1.80% 

N/A 

No 

^  .^ 
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For  an  expanded  version  of 
the  Guide  to  College 

Savings  Plans,  please  go 
to  the  Mar.  11  issue  at 
www.businessweek.com 


and  Massachusetts  say 
they'll  tax  the  earnings 
portion  of  any  money  with- 
drawm.  Six  other  states  wHl 
tax  residents  who  invest  in 
an  out-of-state  plan.  A  re- 
minder: The  law  allowing 
that  federal  tax-free  status 
sunsets  in  2011  unless  Con- 
gress extends  it. 

After  weighing  the  value 


College  Planning 

Under  Construction 

Seven  states  and  the  District  of  Colum- 
bia tiave  plans  in  development.  Texas 
and  Hawaii  don't  yet  have  phone  num- 
bers. Here  are  the  others: 


STATE 


PHONE 


ALABAMA 


334  242-7500 


mutual  fionds  in  addition  to 
old  funds  of  funds  and  aj 
based  portfolios  that  move  fix 
more  aggressive  investments 
conservative  ones  as  college  s 
proaches.  And  to  soothe  nei 
ous  parents  who  watched  j 
nior's  college  savings  shrink  k 
year,  eight  states  now  have 
guaranteed-retum  option. 
The  529s  still  aren't  perfe 


of  any  state  tax  incentives,  P.'^J.I'p.I.f!!!..^.?.'-.^.^.?'.^. ???.Z.?yZ??„  These  funds  count  more  hea 

compare  plan  costs.  A  look  FLORIDA  800  552-4723  ly  against  financial  aid  eligib: 

at  our  table  shows  that  the  i^cnDrtu /in/i  )icQ  nnnn  ^^'  ^^  families  who  think  th 

state  with  the  worst-re-  ^^^^^^r. ^.^ii".-^:?™!  will  qualify  for  need-based 


PENNSYLVANIA 
WASHINGTON 


turning  fund  in  2001  (Ari- 
zona, with  a  39.6%  loss  in 
one  of  its  tech-stock  funds) 
also  had  a  double-digit  expense  ratio. 

Then  look  at  the  number  and  type  of  investing 
options.  The  new^  rules  let  you  switch  betw^een 
state  plans  and  investment  options  within  the  same 
state  once  a  year  without  changing  the  name  of  the 
beneficiary,  as  required  before.  Plans  now^  offer 


800  440-4000 
800955-2318 


might  consider  mutual  funt 
held  by  parents.  And  whi 
rules  for  moving  money  b 
tween  529s  have  been  eased,  some  parents  mi 
still  feel  they  give  up  too  much  investment  contn 

For  most  parents  w^ho  know^  they'll  have 
pay  for  college,  these  plans  simply  can't  be  bea 
Tax-free  earnings  regardless  of  your  incomt 
Where  else  can  you  get  that  kind  of  deal? 


INVESTMENT  CHOICES    ^  « 


<j^v:J^ 


EXPENSES 


.^^y 


STATE/ 

CONTACT  NO. 


.#         ^A^^^"" 


.^V^ 


^ 


,<ra^ 


.^^^ 


<# 


# 


MARYLAND 

888  463-4723 

10 

7 

MASSACHUSETTS^ 

800  544-2776 

11 

8 

MICHIGAN 

877  861-6377 

3 

MINNESOTA 

877  338-4646 

3 

MISSISSIPPI 

800  486-3670 

3 

MISSOURI 

888  414-6678 

3 

NEBRASKA 

888  993-3746 

10 

877  246-7526 

10 

1     M 


T.  Rowe  Price 


N/A 


M  Fidelity 

Investing  Plan 

MM/G     TIAA-CREF 


MM/G      TIAA-CREF 


MM/G     TIAA-CREF 


NEVADA 

877  529-5295 

800  752-6342 


NEW 
HAMPSHIRE 

800  544-1722 

NEW  JERSEY  x 

877  465-2378 

NEW  MEXICO 

877  337-5268 

866  529-7367 
866  529-7283 


G 

1     M 
M 


4  1  1     M 

6  3  M 

11  8  1      1     M 

1  1 


TIAA-CREF 

Union  Bank& 
Trust  (!) 

Union  6ank& 
Trust/AIM  Funds  * 


Strong 


Strong/American 
Skandia  * 


-12.18% 
to  2.70% 

-14.52% 
to  5.45% 

N/A 


N/A 

-15.59% 
to  6.21% 

-12.87% 
to  5.11% 

N/A 


N/A 


N/A 


Fidelity 


State  Treasurer 


9      111     MM,M       tate  Street 

9      111     MM,M     0     a  Street/ 

New  York  Life  * 

9      111     MM,M     State  St'?et/ 

Oppenhe  mer  * 


-12.21% 
to  3.19% 


0.1% 
to  3.7% 

-13.25% 
to  6.91% 

N/A 

N/A 


$90  enrollment  tee  + 
$30/yr.  -I-  0.38% 

$30/yr.;  0.88%  to 
1.13% 

0.65% 
0.65% 
0.70% 
0.65% 


$24/yr.;  0.94% 
to  1.04% 

$25/yr.;  avg. 
1.25% 


$20  enrollment  fee; 
1.30% 

$30/yr.  + 
1.46%  to  1.92% 

$30/yr.; 
0.88%  to  1.13% 


$5/yr.;  0.50% 


$25/yr.;  0.78% 
to  1.56% 

$25/yr.;  1.10% 
to  1.66% 

$25/yr.;  1.02% 
to  1.65% 


N/A 
N/A 
N/A 
N/A 
N/A 
N/A 


Class  A:  3.5%  load,  0.25%/yr.;  Class 
C:  0.50%/yr;  Class  H:  5.75%  load  (d) 

Class  A:  3.5%  load,  0.35%/yr.;  Class  B: 
2.5%  back-end  load  + 
0.90%/yr.:  Class  C:  1.0%  back-end  load 
for  1  yr.  -i-  0.90%/yr. 

N/A 


Class  A:  3.50%  load -H0.15%/yr.; 
Class  C:  0.60%/yr.  -i- 1.0%  back-end  load 

Class  A:  3.5  %  load  +,  0.25%/yr.;  Class  B: 
2.5%  back-end  load  +  0.25%/yr.; 
Class  C:  0.50%/yr.  (d) 

N/A 


Class  A:  3.50%  load  (d) 

Class  A:  3.50%  load;  Class  C:  1.0% 
back-end  load;  0.60%/yr. 

Class  A;  3.50%  load; 

Class  C:  1.0%  back-end  load;  0.50%/yr. 


$2,500/ 
account  (g) 

No 

$5,000  (f) 

No 

$10,000  (f) 

$8,000/ 
taxpayer 

$500  (f) 
$500  (f) 


N/A  (no  state 
income  tax) 

N/A  (no  state 
income  tax) 

N/A  (no  state 
income  tax) 


No 

Unlimited 
Unlimited 
Unlimited 
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Here  are  three-hundred-eighty-nine- 
thousand-four-hundred  and  thirty-four  reasons  why  you  li  thank  HP  for  building  the 


Superdome  server.  That's  the  number  of 
transactions  per  minute  it  recorded, 
according  to  the  latest  TPC-C  benchmark 
results.  You'll  appreciate  how  much  more 
productive  you  con  be  with  a  UNIX'  server 
that's  76%  faster  than  IBM's  highest 
published  non-clustered  TPC-C  result.  That's 
fast  enough  to  satisfy  even  your  most 
demanding  IT  manager.  And  your  CFO 
will  relish  Superdome's  price/performance 
ratio  of  $21 .24  per  transaction. 

HP's  Superdome  server  will  hove 
you  handling  more  applications,  not  only 
faster,  but  more  reliably.  It's  designed 
with  your  always-on  Internet  infrastructure 
in  mind,  so  you'll  be  working  on  multiple 
projects,  across  multiple  platforms,  with 
ease.  Superdome  is  equipped  to  handle 
the  Intel'  Itanium™  processor  architecture, 
which  HP  co-developed.  This  breakthrough 
technology  blends  high  volume  with  high 
performance,  and  it  will  keep  you  poised 
for  seamless  upgrades.  We  could  give 
you  a  million  more  reasons.  But  why  take 
our  word  for  it?  Check  the  Top  500 
Supercomputer  Site  list. 

Infrastructure:  it  starts  with  you. 


Find  out  how  Superdome  is 
helping  Amazon.com  dromotically 
increase  their  performance.  Visit 
www.hp.com/large/superdome 
for  your  copy  of  The  HP  Superdome 
Advantage  resource  guide. 
Or  call  1-800-HP-ASK-ME 


m 


n   V  e   n   t 
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HP's  TPC-C  benchmork  of  389,434  transoctions  per  minute  was  ochieved  on  a  64-wGy  PA  8700  Superdome  running  Oracle9i  Database  As  an  OLTP  system  benchmark,  TPC-C 
simulates  a  complete  environment  and  is  modeled  after  actual  production  applications  ond  environments  rather  than  stond-olone  computer  tests  which  don't  evoluate  key  per- 
formance factors  (for  example,  disk  l/Os,  data  storage,  backup  and  recovery  user  interface,  and  communications).  Price  performonce  of  $21.24/tpmC  TPC-C  is  a  copyright 
of  the  Tronsoction  Processing  Performance  Council.  Further  TPC-C  informotion  is  availoble  from  http://www.tpc.org.  IBM's  TPC-C  result,  available  4/13/2001,  is  220,807 
transoctions  per  minute  running  on  o  IBM  P680  running  Oracle  8i,  with  price  performonce  of  $34  18/tpmC.  Orocle  is  o  registered  trodemork;  OracleSi  and  Oracle9i  ore 
trademarks  or  registered  trodemorks  of  Oracle  Corporation.  Itanium  is  a  trademark  of  Intel  Corporation  UNIX  is  a  registered  trodemork  of  The  Open  Group.  Amazon.com  is  a 
trodemork  or  registered  trademark  of  Amazon.com,  Inc  Totol  system  availability  dote.  May  15,  2002,  hardware  ovoilable  now  Limit  one  HP  Superdome  Advontage  resource 
guide  per  customer.  Allow  6  to  8  weeks  for  delivery.  ©2002  Hewlett-Pockord  Compony.  All  rights  reserved. 
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College  Planning 

INVESTMENT  CHOICES    ^^ 

/ 

^ 

^^^                                 EXPENSES 

STATE/                               ^l-v^*^/^          "^ 

CONTACT  NO.                                  -^ 

$5,000  (f) 

1 

NEW  YORK 

877  697-2837 

4 

2 

G,M        TIAA-CREF 

-21.46%  to 
5.00% 

0.65% 

N/A 

I 

NORTH 
CAROLINA  ♦ 

800  600-3453 

4 

1 

1      1 

M           State  Treasurer/ 

Wachovia/NCM  Capital 
Management/Seligman 

N/A 

0.1%  to  0.25% 
admin  fee;  avg  fund 
fee  0.05%  to  1.16% 

"Class  A:  3.25%  load- -H0.50%/yr.; 
Class  B:  2.5%  back-end  load.  0.95%/yr. 
1st  8  yr,  then  0.50%;  Class  C:  1.0% 
load,  0.75%/yr.  (d) 

No 

1 

NORTH 

DAKOTA 

866  728-3529 

5 

3 

M           Morgan  Stanley 

N/A 

$30/yr.  out  of  state; 
0.85%  to  1.25%  in 
state;  1.35%  to  1.75% 
out  of  state 

N/A 

No 

1 

OHIOt 

800  233-6734 

14 

1 

1 

l,M         Putnam  * 

-11.94% 
to  1.59% 

$25/yr.  out  of  state; 
0.49%  to  1.23% 

Class  A:  3.5-%  to  5.75%  load  +  0.25%/yr.; 
Class  B:  up  to  5%  back-end  load 
for  6  yr.  +  0.25%/yr.;  Class  C:  1%  back- 
end  load  for  1  yr.  -n  0.50  to  1%/yr.  (h) 

$2,000/ 
beneficiary  (b) 

OKLAHOMA 

877  654-7284 

3 

1 

1 

MM/G     TIAA-CREF 

-14.06% 
to  5.40% 

0.79%  to  0.83% 

N/A 

$2,500/ 
account 

OREGON 

866  772-8464 

5 

1 

1 

M           Strong 

-14.30% 
to  2.20% 

1.00%  to  1.275% 

Class  A;  3.5%  load  +  0.4%/yr.;  Class  B: 

2.5%  back-end  load  +  0.95%/yr.; 

Class  C:  1.0%  back-end  load  +  1%/yr.  (d) 

$2,000/ 
taxpayer 

RHODE 
ISLAND^ 

888  324-5057 

15 

2 

2 

C.M.PP    Alliance 

-13.65% 
to  -0.50% 

$25/yr.;  0.68% 
to  1.67% 

Class  A;  4.25%  load,  0.25%/yr.;  Class  B; 
4.0%  back-end  load,  1.0%/yr.  for  8  yr.. 
then  0.25%/yr.;  Class  C:  1.0%  back-end 
load.  1.0%/yr.  (d) 

No 

SOUTH 

CAROLINA  (m)* 
888  244-5674 

9 

6 

2 

G           Bank  of 
America 

N/A 

0.55%  to  0.76% 

N/A  now,  but  plans  for  new  broker  offering 
in  April 

$250,000 
lifetime  limit 

SOUTH 
DAKOTA* 

866  529-7462 

25 

5 

12      6 

MM.C      PIMCO  Funds 

N/A 

N/A 

N/A 

N/A  (no  state 
income  tax) 

i 
1 

TENNESSEE 

888  486-2378 

1 

1 

TIAA-CREF 

-14.69% 
to  3.74% 

0.95% 

N/A 

N/A  (no  state 
income  tax) 

UTAH 

800  418-2551 

4 

2 

1 

MM        State  uses  Vanguard 
Funds 

-12% 
to  8% 

$25/yr.  (i).  0%  MM; 
0.31%  to  0.35% 
otherwise 

N/A 

$1,410/ 
beneficiary 

1 

! 

VERMONT 

800  637-5860 

3 

1 

1      1 

TIAA-CREF 

-13.37% 
to  5.06% 

0%  for  fixed  income; 
0.80%  otherwise 

N/A 

No 

VIRGINIA 

888  567-0540 

12 

8 

MM,M     Virginia  College 

Savings  Plan  Board 

-2.5% 
to  7.2% 

$85  application 
fee;  0.85%  to  1.00% 

N/A 

$2,000/ 
account  (g)(j) 

800  421-9900. 
ext.  529 

21 

12 

5 

MM,M     American 
Funds  * 

N/A 

$10/yr.  +  0.51% 
to  1.17% 

Class  A:  3.75%  to  5.75%  load  +  0.07%  to 
0.21%/yr.;  Class  B:  6%  back-end  load  + 
1.0%/yr.  for  8  yr..  then  0.07%  to  0.21%/yr. 
Class  C;  1.0%/yr. 

$2,000/ 
account  (g)(j) 

WEST 

VIRGINIA  (k)  ♦ 
866  574-3542 

4 

1 

1 

M           Hartford 

N/A 

$25/yr.;  1.16% 

Class  A:  5%  load,  0.3%/yr.; 
Class  C:  0.99%/yr.  (d) 

Unlimited 

i 

WISCONSINt 

888  338-3789 

7 

1 

1      1 

M.TU       Strong 

-8.1% 
to  3.0% 

$20  enrollment  fee; 
$10/yr.  +  1.25% 

Class  A;  3.5%  load  +  0.4%/yr.;  Class  B; 
2.5%  back-end  load  -i-  0.95%/yr.;  Class 
C:  1%  back-end  load  -i-  1.0%/yr.  (d) 

$3,000/ 
dependent 

866  677-6933 

6 

3 

M          Strong/ 

American  Express  * 

-8.8% 
to  0.3% 

$20  enrollment  fee; 
$10/yr.  + 1.27% 

Class  A:  3.5%  load  -i-  0.4%/yr.;  Class  B: 
2.5%  back-end  load  +  0.95%/yr.;  Class 
C:  1%  back-end  load  +  1.0%/yr. 

$3,000/ 
dependent 

1 

WYOMING 
877  529-2655 

5 

1 

1      1 

M           Mercury  Advisors 

-7.75% 
to  6.36% 

$25/yr.  +  0.67% 
to  1.77%  +  0.95% 

N/A 

N/A  (no  state 
income  tax) 

1 
1 

i 

t  State  will  tax  earnings:  t  State  will  tax  residents  using  out-of-state  plans;  *  Plan 
dents  can  buy  onty  a  broker-soid  plan  (a)  Returns  only  for  investment  options  availa 
underlying  fund  fees:  (d)  None  it  bought  directly  from  state;  (e)  Up  to  $2,000  per  ber 
Ohio  residents:  (i)  0  5%  for  accounts  of  less  than  $5,000;  (j)  No  cap  on  deductions  f 
TO.  Waterhouse  at  added  cost:  (m)  W:ii  launch  broker-sold  product  open  to  out-of-sl 

expected  to  iaunc 
ble  for  full  year  2C 
leficiary.  per  hous 
or  account  holder 
3te  residents  late 

h  by  April:  *  Must  be  purchased  through  a  broker:  x  Residency  requirement:  ♦ 
)01:  (b)  Some  states  waive  fees  under  certain  circumstances:  (c)  Includes  man 
ehold  (subject  to  income  limits):  (f)  Twice  this  amount  if  filing  jointly:  (g)  Carryf 
s  over  age  70:  (k)  Additional  options  available  through  a  broker;  (1)  Plan  also  di 
r. 

Out-of-state  resi- 
jgement  fees  and 
orward:  (h)  Less  for 
stributed  through 
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How  can  y( 
customer 


ibility^ 


iofnefs? 


And  get  greater  ROI  froi 
your  marketing  campaigns? 


SAS"  is  all  you  need  to  know. 
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Pay 


Study 


Now, 
Later 


Suddenly,  earning  8%  on  tuition  savings  looks  smart 


BY  ANNE  TERGESEN 


[ith  an  average  return  of  about  5%  a  year, 

state-sponsored,  prepaid  college  savings 

plans  that  guarantee  your  child's  tuition 

weren't  very  appealing  during  the  bull 

market.  But  after  two  years  in  which  col- 
lege accounts  have  been  hammered,  parents  are 
taking  another  look.  When  you  consider  that  the 
average  state  university  tuition  rose  about  8% 
from  2001  to  2002 — and  that  more  increases  are 
likely  because  of  state  budget  woes — blocking  in  to- 
day's costs  years  before  your  child  enrolls  seems 
Uke  a  good  deal. 

Because  they  are  guar- 
anteed to  keep  pace  vdth 
increases  in  tuition,  these 
plans  give  you  some  peace  of 
mind.  You  make  payments  based 
on  your  child's  age — and  that's 
it.  The  state  invests  the  money 
and  covers  your  tuition  bill  when 
it  comes  due.  Enrollment  in  the 
country's  20  prepaid  programs 
rose  over  20%  in  each  of  the 
past  two  years.  And  thanks  to 

recent  tax  law  changes  that  let  *in  i7a  ^"^  "  <^^xi>^"i  ^i^i,  xo^i,  ^^,^^^^  ■ 
private  schools  offer  prepaids  as  IIFAIIT  «plii,l  /O  the  prepaid,  such  as  a  private  i 
well,  a  network  of  284  private  .  wEipe  i  Q  aqq  out-of-state  school,  Maryland- 
colleges,  called  the  Hiition  Plan     P..'....... :..!?....     like  most  plans— will  pay 


What  A  Prepaid 
Plan  Costs 

What  Maryland,  for  example, 

charges  in  Its  prepaid  tuition 

plan  for  four  years  at  one  of 

Its  state  universities: 


CHILD'S  AGE* 


own  forecasts,  the  bill  for  your  baby's  fres 
year  will  be  $15,412.  That's  like  earning  an  ave 
annual  return  of  6.7%.  The  plan  sends  a  chec 
the  child's  school,  whether  or  not  it's  a  Maryl; 
state  school. 

There  are  limits  to  how  much  you  can  si 
aroimd  for  a  prepaid.  While  the  529  stock-bas 
plans  are  open  to  everyone,  all  but  three  p 
paids — Alabama's,  Colorado's,  and  Massachusetts 
require  the  beneficiary  or  account  owner  to  b 
resident  of  the  plan's  sponsor  state. 

In  response  to  the  529  plans,  prepaids  he 
become  more  flexible.  Some  states  allow  you 
switch  to  a  market-oriented  529  plan  withe 
penalty.  That  might  make  sense  if  the  bull  marl 
returns  or  you  think  you're  going  to  need  finan( 
aid.  (For  every  dollar  you  have  in  a  prepaid, 
lose  $1  in  financial  aid,  vs.  just  6^  for  every  $1 
a  529.)  And  while  many  prepaids  cover  only  tuit 
and  related  fees,  a  growing  number  allow  sa 
ings  for  room  and  board,  too. 

Like  529  savings  plans,  prepaids  are  ex© 
from  federal  taxes.  Although  most  receive  t! 
same  state  tax  benefits  as  529s,  there  are  exci 
tions.  Illinois  allows  state  income  tax  deducti 
for  529  contributions  but  not 
investments  in  prepaids. 

To   determine  if  a  prep: 
makes  sense  for  you,  look  at  t 
rate  of  tuition  inflation  at 
sponsor  state's  public  schools, 
you  don't  think  you  can  beat  tl 
with  a  529  savings  plan,  a  p: 
paid  may  be  a  better  choice. 
Next,  assess  what  type 
school  your  child  is  likely  to 
tend.  If  a  Maryland  student  o}) 
for  a  school  that  isn't  covered  V 


PAYMENTS* 


Consortium,  plans  to  enter  the 
market  this  year. 

These  plans  are  not  for  every- 
one. If  you're  comfortable  with 
equity  investing,  the  newer 
breed  of  Section  529  college-sav- 
ings plans  have  the  potential  to 
earn  more.  And  they  allow  your 
child  to  qualify  for  more  finajicial 
aid  than  a  prepaid  allows.  Plus,  if 
you  use  the  money  for  purposes 
other  than  college,  many  pre- 
paids impose  bigger  penalties 
than  529  plans. 

Still  interested?  Here's  how 
prepaids  work.  Suppose  you're 
a  Maryland  resident  with  an  in- 
fant. To  pay  for  a  year  of  tu- 
ition, you  deposit  $4,^5,  which  is 
below  the  average  $5,250  yearly 
tuition  at  a  Maryland  public  col- 
lege today.  You  pay  more  to  en- 
roll an  older  chQd,  since  the  mon- 
ey has  less  time  to  grow  (table). 
If  Maryland's  tuition  costs  hit  its 


10  YEARS 


14  YEARS' 


20,490 

2i,m 


*  As  of  Sept  1,2001 

**  You  pay  this  amount  if  you  elect  a  lump-sum 
payment.  The  amount  will  be  higher  if  you 
choose  monthly  or  annual  payments  instead. 
***Ninth  grade  is  the  final  year  enrollment  Is 
permitted. 

Data:  Collegesavingsmd.org 


the  average  tuition  at  a  Ma 
land  public  college. 

If  you  need  the  money,  yc 
can  cash  out  early.  But  th^ 
means  paying  income  tax  pli 
a  10%  penalty  on  earning^ 
Worse,  many  plans  charg 
cancellation  fees  and  hand  oi 
paltry  refunds.  Florida  retur 
only  contributions,  not  eamin| 
The  upside:  If  your  chill 
doesn't  use  the  money,  you  ca 
transfer  the  account  to 
relative. 

Also,  only  prepaids  vdth 
faith-and-credit  backing  of  thei 
states  are  guaranteed.  Thati 
something  to  consider.   For  nov 
most  plans  are  in  good  financi 
health. 

Prepaids  have  drawbacks.  Bv] 
if  tuition  inflation  continues 
rise  more  than  the  return 
stocks,  these  plans  will  contini 
to  gain  in  popularity. 


94  BusinessWeek  /  March  11,  2002 


NSPl 


TION    HIGHWa 


;  nagine  a  world  with  no  traffic  jams.  Hitachi  did,  and  that's  what  we're  in 

I  le  process  of  building  as  part  of  the  ITS  (Intelligent  Transport  System]. 

I  Vhen  completed,  the  system  will  route  and  control  traffic  flow  to  make 

I  oad  congestion  a  thing  of  the  past.  It's  the  same  inspired  thinking  that 

Irives  us  to  design  advanced,  reliable  Storage  Area  Networks  (SAN). 

hese  control  information  for  faster  and  safer  data  transmission. 

imoother,  quicker,  easier:  just  some  of  the  thoughts  that  inspire  Hitachi 

1  improving  the  quality  of  life.  Visit  Hitachi  on  the  web  and  see  how  we're 

1  iispiring  the  next  with  our  advanced  technologies  and  innovative  solutions. 


HITACHI 

Inspire  the  Next 


"tp://global.h1tachi.coi 


^tf^S 
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Commentary 


SECOND  THOUGHTS  ON  EARLY  DECISION 


BY  WILLIAM  C. 
SYMONDS 


Getting  into  a  presti- 
gious college  has  al- 
ways been  stressful. 
But  the  nation's  top 
institutions  have  made 
it  even  worse  by  relying 
more  and  more  on  binding 
early  decision.  That's  a  pro- 
gram under  which  high 
school  seniors  apply  to 
their  first-choice  college  in 
the  fall,  and  then — if  ac- 
cepted, usually  in  Decem- 
ber— must  enroll  the  fol- 
lowing autumn.  Yale 
University  filled  a  record 
40%  of  the  2002  freshman 
class  through  early  deci- 
sion, and  at  some  of  the 
270  institutions  that 
offer  it,  more  than  half 
the  first-year  students 
come  through  this  door. 

Even  many  college  admissions  professionals 
admit  they've  created  a  monster.  "The  early-de- 
cision process  is  entirely  out  of  control,"  says 
John  Katzman,  chief  executive  of  Princeton  Re- 
view, which  helps  students  prep  for  SAT  tests.  "It 
puts  too  much  pressvtre  on  students  to  come  to  a 
quick  decision,"  adds  Yale  President  Richard 
Levin,  who  helped  spark  a  debate  when  he  said 
late  last  year  that  the  practice  should  be  ended. 
Levin  is  right  on  target,  but  he  faces  an  up- 
hill battle.  Research  shows  that  students' 
chances  of  being  accepted  at  the  best  colleges 
are  better  if  they  apply  early.  So  as  long  as  the 
system  confers  some  advantage,  parents  and 
students  aren't  likely  to  revolt.  And  as  long  as 
some  big-name  schools  offer  early  admissions, 
the  others  feel  they  must,  too,  or  risk  losing 
out  on  the  best  talent.  "I  hate  to  admit  it,  but 
you'd  be  crazj'  not  to  apply  early,"  says  Tom 
Parker,  dean  of  admissions  at  Amherst  College. 

StUl,  the  process  needs  an  overhaul. 
Charles  Deacon,  dean  of  admissions  at 
GeorgetowTi  University  in  Washington,  says 

Playing  the  College  Game 

■  If  you're  seeking  financial  aid,  forget  early  decision.  It's  important 
to  review  competing  offers  to  get  the  best  aid  package  possible. 

■  If  your  child  does  apply  early  to  a  top  school,  keep  exploring  oth- 
er options  in  the  likely  event  of  a  rejection.  Students  should  fill  out 
several  other  applications  as  backup  so  they  can  be  ready  to  send 
them  out  in  case  they  don't  get  in. 

■  Don't  pressure  your  child  Into  applying  early  decision  if  he  or  she 
is  not  ready  for  that  commitment. 


YALE'S  LEVIN:  LeVs  scrap  the  program 


that  early  decision  made 
sense  when  it  was  "re- 
served for  a  small  nimibel 
of  the  very  top  kids."  But] 
at  many  private  and  top- 
notch  public  high  schools,] 
at  least  half  of  the  senior 
now  apply  early.  Never- 
theless, says  Martin 
Wilder,  Wee-president  for  1 
enrollment  at  Mary  Wash-] 
ington  College  in  Freder- 
icksburg, Va.,  "after  25 
years  in  admissions,  I 
know  that  most  students 
are  simply  not  ready  to 
make  this  kind  of  ironcladi 
commitment  to  a  college 
so  early  in  the  senior 
year."  The  hysteria  raises  | 
the  odds  a  student  will 
make  a  poor  choice.  Take 
20-year-old  Brian  Chiger 
from  Westfield,  N.J.  He  sent  in  an  early-deci-| 
sion  appKcation  to  the  University  of  Pennsyl- 
vania in  1999,  "since  I  felt  it  was  a  good  way 
to  get  into  a  school  that  was  a  stretch  for 
me."  He  was  thrilled  when  accepted.  But  afle 
arriving  at  Penn,  he  grew  to  hate  its  "cut- 
throat and  indi\adualistic"  culture.  Chiger 
transferred  to  the  University  of  Rochester, 
where  he's  far  happier.  Of  course,  waiting  un- 
til spring  doesn't  preclude  a  bad  decision,  but 
it  does  give  students  more  time  to  think 
things  over — and  more  choices. 

Another  problem:  Early  decision  imdermines| 
the  diversity  these  competitive  colleges  claim 
they  want.  Like  most  other  experts,  William 
Fitzsimmons,  dean  of  admissions  at  Harvard 
College,  says  early  decision  isn't  advisable  for 
those  who  need  financial  aid.  "It  is  terribly  im- 
portant for  them  to  review  a  number  of  of- 
fers," he  says,  since  the  aid  packages  can  vary 
widely.  The  result,  says  Amherst's  Parker,  is 
that  early  decision  "blatantly  favors  the  most 
sophisticated  kids"  from  rich  families. 

To  his  credit,  Yale's  Levin  backs  a  system 
where  all  students  would  apply  in  the  middle 
of  their  senior  year  and  choose  among  the  col- 
leges that  accepted  them  in  the  spring.  Alter- 
natively, binding  early  decision  could  be  re- 
placed by  the  kind  of  early-action  programs 
now  offered  by  Harvard  and  Georgetown.  Stu- 
dents are  accepted  in  December  but  can  wait 
imtil  May  to  make  a  decision.  Either  reform 
would  increase  the  odds  that  students  WHi  find 
the  college  that's  best  for  them. 


Boston  Bureau  Chief  Synwiids  covers  educo/', 
tional  issues.  \ 
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The  map  that's  going  to  take  us  where 
we  want  to  go  doesn't  have  roads  on  it. 


The  completion  of  the  human  genome  project  is  perhaps  one  of  the  most  significant  moments  in  medical  history.  And  many  are  wondering 
where  it  will  lead  us.  A  recent  success  is  Gleevec",  the  first  drug  to  target  a  gene  product  that  leads  to  certain  types  of  leukemia  -  and  it's 
producing  90  percent  remission  rates.  Researchers  are  also  looking  into  ways  to  repair  damage  caused  by  altered  genes.  And  they're  hoping  to  one 
day  be  able  to  analyze  a  cancer's  genetic  profile  and  match  it  with  a  tailor-made  drug.  These  breakthroughs  are  thanks  in  part  to  several  of 
our  research  grantees.  With  your  help,  we  can  do  even  more.  To  find  out  how  you  and  your  organization  can  get  involved,  please  contact  us. 


Hope.     Progress.    Answers.    /    1-800ACS-2345    /     www.cancer.org 


American 
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The  Barker  Portfolio 


TECH  STOCKS: 
FOLLOW  THE  PATENTS? 


BY  ROBERT  BARKER 

rb@businessweek.com 

That's  what  one 
research  boutique 
is  doing-and  its 
worl(  suggests 
that  investors 
should  pay  close 
attention  to 
companies' 
patent  activity 


Hi 


ungry  for  technolo- 
gy stocks?  If  that 
question  leaves 
you  feeling  as  if  you 
just  swallowed  sea- 
food of  dubious  vin- 
tage, I  don't  blame 
you.  By  any  meas- 
ure,   the    past    two 
years       have       been 
enough  to  make  even 
the    stoutest    investor 
shudder  at  tech.   Yet 
abandoning  technology 
companies,  which  ac- 
count for  one  in  five 
U.S.  stocks,  would  be 
an  obvious,  if  under- 
standable, mistake. 

That's  why  I  was  all 
ears  when   I  heard  re- 
cently about  a  novel  ap- 
proach to  picking  techs. 
It  has  nothing  to  do  with 
counting  eyeballs,  check- 
ing book-to-bill  ratios,  or 
even  estimating  earnings 
per  share.  Instead,  it's  all 
about  patents — first,  try- 
ing to  evaluate  the  poten- 
tial of  a  company's  patent  portfolio,  and  then 
relating  that  measurement  to  the  company's 
stock  price.  Early  evidence  of  patents'  role  in 
picking  winners  is  promising  (chart). 

Yes,  many  investors  have  long  hazarded  guess- 
es about  how  key  patents  might  pay  off.  But 
CHI  Research,  a  consulting  boutique  in  Haddon 
Heights,  N.J.,  is  pioneering  a  strictly  quantitative 
method.  CHi  got  started  in  1968  reviewing 
patents  for  the  National  Science  Foundation.  It 
later  nabbed   corporate  clients 

..AND  TOP  10  PICKS  ^^'  ^  ^^^'  branched  out  to  WaU 

Street  with  a  pricey  stock-evalu- 
ation service  it  calls   Investor 
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$7.93      Tech-Line.  CHI  each  month  exam- 


ines nearly  400  companies  with 
strong  patent  activity,  ranking 
them  on  investment  potential. 

Far  more  important  than  just 
the  number  of  patents  a  company 
holds,  or  even  how  many  it  is 

c.unKK^wn/  1R19      adding,  are  a  battery  of  more 

-^-'!?!?!f.?'!'PA }^M     subtle  indicators.  At  the  core  of 
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Companies  selected  Jan.  31;  prices  as  of  Feb.  25 
Data:  CHI  Research 


CHi's  system  is  something  it  calls 
"citation  impact."  This  is  a  meas- 
ure of  how  often  a  patent  is  cited 
by  later  patent  applications  and, 
by  extension,  its  importance.  At 
the  same  time,  CHI  checks  how 


many  references  a  patent  makes  to  scientific 
pers,  as  opposed  to  earlier  patents.  Its  hunch 
that  patents  flowing  out  of  academic  work 
closer  to  basic  science  and  likely  more  valual 
The  firm  also  measures  what  it  calls  "technolc 
cycle  time,"  or  the  median  age  of  patents  cited 
an  apphcation.  Citing  more  recent  patents 

indicate    a    company 
dealing  in  fresher  tei 
nologies,    with    t| 
possibility  of  greai 
future  profit. 

Tests    of    th 
theories,   first   n 
ported  in  a  1999 
per  published  in  t] 
Financial  Analyi 
Journal  and  later 
CHI  itself,  are  intrig 
ing.     CHi's    back-te 
over  the  1990-99  pei 
od  found  its  picks  01; 
performed  the  Nasdj 
Composite  Index  in 
of    10    years    and 
Standard  &  Poor's  50 
stock  index  in  8  of  10. 

Investor  Tech-Line,  f 
which  CHI  last  ye 
received  its  own  pate]|Foryiii 
(you  can  view  it 
www.chiresearch.com), 
slowly  drawing  the  atteJoppoi 
tion  of  institutional  ii 
vestors.  Christophe 
Rowane,  manager  of  th 
$60  million  Huntingto 
Mid  Corp  America  Fund,  attributes  much  of  th  (jd 
fund's  outperformance  since  its  start  a  yea 
ago — a  4.5%  gain,  vs.  a  2.6%  loss  for  its  averag 
midcap  rival — ^to  relying  on  patent  research  for 
fii'st  cut  through  the  clutter  of  stocks. 

So,  which  stocks  does  CHI  like?  Some  surpri: 
es,  notably  Ciena  (table).  The  maker  of  optica 
network  gear  topped  CHi's  yearend  rankings 
when  it  was  $14.31  a  share,  and  again  on  Feb 
at  $12.70.  Ciena  has  since  announced  a  merge 
with  ONI  Systems  and  revealed  a  bleak  outloo! 
for  the  current  quarter,  sending  the  shares  belo\ 
$8.  Other  CHI  picks  include  well-known  giant 
(AOL  Time  Warner)  and  tiny  unknowns  such  a 
Isco,  a  maker  of  flow  meters.  CHI  suggests  Isco' 
miniature,  $54  million  market  value  belies  tb 
close  link  of  its  patents  to  the  science  of  "super 
critical  fluids" — part-Uquid,  part-gas  substancei 
created  under  very  high  pressure — that  are  usee 
increasingly  in  the  chemical  and  food  industries 
An  annual  subscription  to  CHi's  monthly  re 
ports  carries  a  $15,000  price  tag.  But  its  way  0: 
thinking  about  patents,  future  profits,  and  tecl 
stocks  is  free — a  new  tool  to  add  to  your  kit. 
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Where  does 
the  CFO  turn 
when  everyone 
IS  turning  to 
the  CFO? 


Ill  Best  Financial  Practices  for 
a  New  Era  of  Risk,  April  24  -  26, 

2002.  BusinessWeek's  11th  Annual  CFO 
iteijf  Forum  at  the  Four  Seasons  Resort  Aviara, 
Carlsbad,  California.  For  sponsorship 
"opportunities,  please  contact  Jim 
Richardson  at  (212)  512-4435. 

^j  Space  Is  limited.  To  register 

i^  call  Jenny  Dantone  at 
(212)  512-4006  or  visit  us  at 
www.conferences.businessweek.com 
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Standard  &  Poor's  MMS  voted 

Best  Screen-B^sed 

FX  Analysis  &  Commentary  Service 


FX-Week 

Best  Banks 

Awards 

2001 
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FXweek's  annual  survey  of  the  global  foreign 
exchange  markets  provides  the  leading  benchmark 
for  performance  in  the  global  FX  industry. 

Bank  on  us  for  the  best  combination  of  analysis, 
news  and  views  of  the  global  currency  market, 
including  FX  options.  Tap  in  to  our  global  network 
of  over  300  analysts  and  market  experts  based  in 
11  financial  centers  around  the  world,  for  truly 
independent,  value-added  fundamental  and  technical 
analysis  -  24  hours  a  day. 


For  Standard  &  Poor's 
MMS  forex  analysis,  visit 

www.GLOBALMARKETS.com 
Reuters  MMSFX 
Bloomberg  FXA 
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London  444  20  7312  7088     ims_europe@standardandpoors.com 
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CLICKING  HIGHER 
ON  TAKEOVER  TALK 


With  the  slump  in  energy  prices  and  the 
resulting  squeeze  on  margins,  consolidation 
in  the  oil  patch  is  likely  to  shift  into  high 
gear.  "All  the  majors  are  looking  to  expand  their 
reserves  in  such  an  environment,"  says  Tina  Vital, 
an  oil-and-gas  analyst  at  Standard  &  Poor's.  The 
latest  Street  w^hisper:  Amerada  Hess  (ahc)  could 
be  the  next  target  of  France's  Total  Fina  Elf — ^the 
w^orld's  fourth-largest  publicly  traded  oil  company, 
formed  in  2000  by  the  $49  billion  merger  of  To- 
talfina  and  Elf  Aquitaine.  Hess,  which  skidded 
from  nearly  80  a  share  in  August  to  53  in  mid-No- 
vember, has  snapped  back  smartly,  to  69.  Some  in- 
vestors think  Hess  is  head- 
ed higher,  in  part  because 
of  deal  talk.  Last  August, 
Hess,  with  major  explo- 
rations in  the  North  Sea 
and  Gulf  of  Mexico,  bought 
Triton  Energy,  whose  re- 
coverable reserves  in  Equa- 
torial Guinea  are  estimated 
at  450  million  to  500  million 
barrels.  "Guinea  could  well 
be  the  reason  that  Total 
Fina  may  be  interested  in  Hess,"  says  Vital.  The 
recent  oil  discoveries  in  Guinea,  she  adds,  "have 
been  very  exciting."  Total  Fina  wants  to  expand 
its  empire  and  become  one  of  the  world's  largest 
oil  companies,  says  Vital.  Some  doubt  that  CEO 
John  Hess,  whose  family  owns  13%  of  the  stock,  is 
interested.  "The  odds  are  very  low  that  he  would 
sell,"  says  Fred  Leuffer  of  Bear  Steams.  And 
Eugene  Nowak  of  ABN  Amro  believes  Hess  is 
concentrating  on  the  full  potential  of  the  rich 
Guinea  reserves. 

Vital,  however,  figures  that  Hess  may  relent 
if  offered  the  right  price.  She  estimates  that  Hess 
is  worth  $7.8  billion  to  $8.8  billion,  or  88  to  100  a 
share.  Vital  expects  Hess  wiU  earn  $5.07  a  share  in 
2002  and  $6.97  in  2003,  way  down  from  $10.62  in 
2001.  Total  Fina  and  Amerada  didn't  return  calls. 

WHY  DHB  STOCK 
LOOKS  IMPENETRABLE 


AUG.  22. '01     fEb  ii/ii2 
A  OOLURS 
Data:  Bloomberg  Financial  Markets 


SHOOTING 
UP 


▲  DOLLARS 

Data:  Bloomberg  Financial  Markets 


A  leading  maker  of  body  armor  and 
projectile-resistant  vests,  DHB  In- 
dustries (dhb)  seems  to  be,  well, 
bullet-proof  The  company  sells  its  gear  to 
the  U.  S.  military  and  other  NATO  forces — 
as  well  as  to  agencies  such  as  the  FBI, 
New  York  Police  Dept.,  Drug  Enforce- 
ment Agency,  and  Bureau  of  Alcohol,  To- 
bacco &  Firearms. 

The  shares  have  been  on  a  tear,  rising 
from  2.20  on  Sept.  10,  to  8.10  on  Feb. 
7— before  easing  to  6.70  on  Feb.  27. 
"When  we  decided  late  last  year  to  buy 
into  companies  in  the  security  business. 


DHB  was  one  undiscovered  stock  we  found  that 
dominated  its  sector,"  says  Annette  Geddes,  man- 
aging director  of  M.D.  Sass  Investors.  Sass  has  ac- 
cumulated about  5%  of  DHB.  She  notes  that  its 
sales  and  earnings  are  accelerating.  Geddes  figures 
DHB  earned  370  a  share  in  2001  and  expects  52^2  in 
2002.  Some  90%  of  dhb's  sales  are  generated  by 
the  protective  body  garments,  and  10%  by  its 
sports  equipment,  such  as  knee  braces  and  pro- 
tective gear  for  snowboarders. 

Dennis  Nielsen,  an  analyst  at  Miller  Johnson 
Steichen  Kinnard  in  Minneapolis  has  a  12-month 
price  target  of  10.  He  projects  revenues  of  $130 
miUion  this  year,  up  from  an  estimated  $97.7  mil- 
lion in  2001.  He  thinks  DHB  will  grow  at  25%  an- 
nually for  the  next  few  years.  Demand  for  body 
armor  is  growing,  he  says,  because  of  the  in- 
creased ranks  of  security  personnel. 

UNITED  IS  WALTZING 
WITH  COMCAST 

United  Online  (untd)  is  one  Internet  service 
provider  whose  stock  is  not  in  the  tank.  A 
low-cost  Web  service  provider  that  charges 
customers  only  $9.95  a  month,  United's  "balance 
sheet  and  cash  position  are  very  strong,"  says 
Jonathan  Cohen  of  JHC  Capital  Management  in 
Greenwich,  Conn.,  which  has  been  buying  shares — 
currently  at  6.58,  up  from  2  on  Sept.  21.  On  Feb. 
26,  United  scored  a  coup  for  an  iSP:  Comcast,  the 
third-largest  U.  S.  cable-TV  operator,  signed  a  pact 
with  United  to  provide  high-speed  Net  service 
over  Comcast's  cable  systems — the  first  time  for 
Comcast  to  offer  a  choice  of  isp  to  its  customers. 
"This  makes  United  more  than  just  a  dial-up  In- 
ternet service  provider:  It  would  also  have  broad- 
band facilities — vdthout  having  to  ramp  up  its 
costs  structure,"  says  Cohen.  He  expects  United  to 
turn  cash-flow  positive  by  the  end  of  fiscal  2002. 
Excluding  the  Comcast  pact,  United  should  pro- 
duce revenues  of  $192  mil- 
lion for  the  year  ending 
June  30,  2002,  says  Peter 
DeCarpio  of  Thomas  Weisel 
Partners  in  San  Francisco. 
He  has  a  12-month  price 
target  of  11  for  the  stock. 

There  is  an  added  fillip 
to  United:  Some  industry 
pros  think  Earthlink,  the 
third-largest  U.S.  Internet 
service  provider,  vrith  sales 
of  $1.2  billion,  is  eyeballing  United  to  Mdden  its 
subscriber  base  and  cut  costs.  United's  cost  in 
acquiring  customers  is  $29  a  head,  compared  vrith 
Earthlink's  $175.  Buying  United  would  be  the 
quickest  way  for  Earthlink  to  get  a  cheaper 
method  of  adding  subscribers,  says  one  analyst. 


BusinessWeek  online 


STEPPING  OUT 
SMARTLY 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:30  p.m.  est  on  CNNfn's  The  Money  Gang. 
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COMMENTARY 

News  of  a  pickup  in  durable  goods  or- 
ders in  January  sent  stocks  climbing  on 
Feb.  27.  Optimism  faded  later  that  day 
as  Fed  Chairman  Greenspan  reported  to 
Congress  that  while  the  recession  may 
be  over,  recovery  will  be  sluggish.  The 
bond  market,  though,  liked  what  it 
heard  and  sent  Treasuries  higher.  For 
the  week,  the  broader  S&P  500  index 
rose  1.1%,  while  Nasdaq  fell  1.3%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1109.9  1.1 

Dow  Jones  Industrials  10,127.6  1.9 

Nasdaq  Composite  1751.9  -1.3 

S&PMidCap400  508.0  2.0 

S&P  SmallCap  600  230.7  1.6 

Wilshire  5000  10,363.1  1.1 

SECTORS 

BusinessWeek  50*  677.0  2.0 

BusinessWeek  Info  Tech  100**     373.8  0.3 

S&P/BARRA  Grovrth  578.4  -0.1 

S&P/BARRA  Value  530.4  2.3 

S&P  Energy  214.5  4.8 

S&P  Financials  342.0  1.9 

S&P  REIT  94.4  -0.2 

S&P  Transportation  222.2  5.4 

S&P  Utilities  134.4  2.6 

GSTI  Internet  89.2  2.1 

PSE  Technology  634.9  -0.9 

*Mar.  19.  1999  =  1000       **Feb.  7,2000=1000 
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sl.l 
-10.2 
-0.1 
-0.7 
-3.2 


-11.8 
-4.8 

-20.7 
1.3 
5.9 

-10.6 


-7.3 

-25.5 

10.9 

-23.9 

-2.7 

-8.6 

-3.9 

-15.3 

1.5 

-7.5 

-3.7 

-9.1 

1.0 

10.3 

12.8 

8.5 

-7.9 

-33.8 

15.0 

-44.6 

-7.6 

-16.8 

S&P  Euro  Plus  (U.S.  Dollar)  1009.2  3.3  -6 

London  (FT-SE 100)  5178.4  3.1  -0 

Paris  (CAC  40)  4424.7  4.4  -4 

Frankfurt  (DAX)  4960.2  3.8  -3 

Tokyo  (NIKKEI  225)  10,573.1  7.5  0 

Hong  Kong  (Hang  Seng)  10,648.7      -0.9  -6 

Toronto  (TSE  300)  7646.9  2.9  -0 

Mexico  City  (IPC)  6795.9  3.2  6. 

FUNDAMENTALS Feb.  26       Wk.  ago 


D?l 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos 

S&P  500  P/E  Ratio  (Next  12  mos.) 

First  Call  Earnings  Revision* 

*First  Call  Corp. 

TECHNICAL  INDICATORS 


1.41%  1.44% 

.)     60.6  59.0 

20.5  20.1 

-1.12%  -0.91% 

Feb.  26  Wk.  ago 
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S&P  500  200-day  average  1155.0  1159.1 

Stocks  above  200-day  average          62.0%  55.0% 

Options:  Put/call  ratio                       0.80  0.86 

Insiders:  Vickers  Sell/buy  ratio           2.91  2.65 
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BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month 


% 


Constr.  &  Engineering  22.4 

Auto  Parts  &  Equipment  20.4 

Tires  &  Rubber  20.0 

Trucking  17.1 

Airlines  16.1 


Metal  &  Glass  Containers  67.8 

Trading  Cos.  &  Distribs.  47.8 

Homebuilding  45.8 

Footwear  42.6 

Air  Freight  &  Couriers  39.4 


Wireless  Services  -26.6 

Computer  Stge.  &  Perphs.  -26.5 
Network  Equipment  -25.8 

Internet  Software  -22.1 

Telecomms.  Equip.  -20.3 
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Mutual  Funds 


Week  ending  Feb.  26 
■  S&P  500    ■  U.S.  Diversified   ■  All  Equity 

4-week  total  return 


%      -3       -2       -1 


1        2 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Precious  Metals 
Natural  Resources 
Miscellaneous 
Latin  America 
Laggards 
Communications 
Technology 
Small-cap  Growth 
Mid-cap  Growth 


12.6 
7.3 
4.2 
3.3 

-10.1 

-10.1 

-3.5 

-1.9 


Leaders 

Precious  Metals 
Real  Estate 
Small-cap  Value 
Mid-cap  Value 
Laggards 
Communications 
Technology 
Japan 
Utilities 


39.5 

13.5 

11.2 

4.2 

-39.7 
-32.9 
-30.5 
-23.4 


Week  ending  Feb.  26 
■  S&P  500    ■  U.S.  Diversified    ■  All  Equity 

52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


18.2 
17.7 
17.3 
16.9 


%      -12      -9-6-3       0        3 
Data:  Standard  &  Pcors 


Leaders 

Van  Eck  Intl.  Invs.  Gold  A 
Potomac  Internet  Short 
U.S.  Global  Investors  Gold 
Prudential  Nat  Resources  A 
Laggards 

Potomac  Internet  Plus  -23.5 
Firsthand  Communications  -23.0 
Black  Oak  Emerging  Tech.  -20.2 
iShares  Gold.  Sachs  Netwkg.-19.5 


Leaders 

Pilgrim  Russia  A 

CGM  Focus 

Schroder  Capital  Ultra  Inv. 

First  Eagle  SoGen  Gold 

Laggards 

Firsthand  Communications 

Black  Oak  Emerging  Tech. 

Pilgrim  Glob.  Commons.  A 

ProFunds  UltraOTC  Inv. 


77.8 
76.4 
72.7 
63.8 

-64.7 
-63.7 
-63.7 
-62.7 
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KEY  RATES 


Feb.  27    Week  ago    >  nSmtalli 


MONEY  MARKET  FUNDS 


1.55%       1.57% 


90-DAY  TREASURY  BILLS 


1.75 


1.75 


2-YEAR  TREASURY  NOTES 


2.92 


2.97 
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10-YEAR  TREASURY  NOTES 


4.83 


4.89 


30-YEAR  TREASURY  BONDS 


5.37 


5.39 


30-YEAR  FIXED  MORTGAGEt       6.75 


6.76 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  mu 
bonds,  assuming  a  31  %  federal  tax  rate. 

^ 10-yr.  bond     30-; 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.21% 
6.01 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.32 
6.17 
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I  THE  WEEK  AHEAD 


FACTORY  INVENTORIES  Wednesday,  Mar.  6, 
10  a.m.  EST^  Manufacturing  inventories 
are  forecast  to  have  fallen  0.5%  in  Janu- 
ary, due  largely  to  a  decline  in  durable 
goods  inventories.  In  December,  invento- 
ries fell  for  an  eleventh  consecutive 
month,  by  0.6%. 

BEIGE  BOOK  Wednesday,  Mar.  6,  2  p.m.  est 
►  The  Federal  Reserve  Bank  will  release 
its  collection  of  regional  economic  activi- 
ty in  advance  of  the  policy  meeting 
scheduled  for  Mar.  19. 


INSTALLMENT  CREDIT  Thursday,  Mar.  7, 
3  p.m.  £57- ►  Consumers  probably  added 
$2.5  billion  of  debt  in  January,  based  on 
the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  divi- 
sion of  The  McGraw-Hill  Companies.  In 
December,  consumers  lowered  their  level 
of  debt  by  $5.1  billion,  the  largest  de- 
cline since  December,  1990,  led  by  an 
$8.1  billion  reduction  In  revolving  debt. 

EMPLOYMENT  Friday  Mar  8,  8:30  a.m.  est 
►  Nonfarm  payrolls  in  February  probably 


increased  for  the  first  time  since  Jul 
2001.  The  S&P  mms  consensus  is  for 
gain  of  15,000  jobs.  In  January,  em 
ment  fell  by  89,000  jobs.  Manufact^, 
ers,  however,  very  likely  cut  an  addii|et; 
40,000  positions  in  February,  after 
ing  off  89,000  in  January.  The  uner 
ployment  rate  probably  climbed  bac 
5.8%,  after  slipping  to  5.6%  in  Jan 
But  the  average  workweek  is  forecas 
have  increased  to  43.1  hours,  from 
hours  in  January.  Overall,  the  labor  i 
ket  may  have  bottomed  out  in  Janug 
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advanced  2.0%  for  the  week  ended  Feb.  27.  Pacing  the  rise  were  energy  providers  AES,  Dynegy,  and 
hich  bounced  back  17.4%,  16.5%,  and  10.6%,  respectively.  Looking  beyond  the  power  patch,  EMC 

as  investors  worried  that  data  storage  sales  may  be  weaker  than  expected.  SBC  Communications, 
and  Verizon  Communications,  up  1.1%,  rose  on  hopes  of  regulatory  easing  for  phone  companies. 


COMPANY  PERFORMANCE 

%  change 


%  change 


mpany 


Week 


Since 
3/1/01 


nternational 
—  kko  Petroleum 

18 


P»P^ 


4.5 

6.4 

10.6 

16.5 


-45.0 
-18.4 
-82.6 
-44.0 


Since 

Rank      Company 

Week 

3/1/01 

26     Verizon  Communications 

1.1 

-2.7 

27     Citigroup 

1.7 

-9.1 

28     Sun  Microsystems 

2.9 

-56.8 

29     Merck 

-0.6 

-23.7 

d  Materials 
liian  Financial 
ental  Petroleum 
e 
^cGee 


-4.9 

-7.1 
6.7 
4.8 
4.4 


-2.3 

-92.4 
12.0 
-3.0 

-14.3 


y  an  Brothers  Holdings 


'  t  Laboratories 


<  'oston  Financial 
n  Technology 

Ida  Hess 
Energy 
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5.5 

-2.2 

-14.0 

17.4 

-1.3 


-23.4 
-17.9 
-73.5 
-90.9 
18.0 


3.5 

-6.3 

-2.3 

5.8 

3.3 


-17.7 
-A.7 

-12.1 
-4.2 

-15.3 


30  El  Paso  12.5  ^2.6 

31  Altera  -9.9  -21.2 

32  Marsh  &  McLennan  1.7  2.7 

33  Household  International  2.8  -10.8 

34  ChevronTexaco  4.0  -2-1 

35  SBC  Communications  2.0  -16.9 

36  Mercury  Interactive  -1.2  -41.6 

37  AOL  Time  Warner  -1.9  -46.0 

38  Washington  Mutual  0.6  -2.1 

39  General  Dynamics  -1.0  36.5 

40  Comcast  10.3  -24.0 

41  Morgan  Stanley  Dean  Witter  1.2  -24.0 

42  Tellabs  -5.0  -75.2 

43  Exxon  Mobil  4.9  0.5 

44  Scientific-Atlanta  1.7  -50.4 


;lecommunications  -1.4  -67.7 

I  One  Financial  4.7  -12.4 

s  Petroleum  3.5  8.6 

;  Devices  -3.3  -7.3 

esources  6.4  -20.9 

al  Health  1.7  -0.6 


45  U.S.  Bancorp 

46  Paychex 

47  Merrill  Lynch 

48  Bed  Bath  &  Beyond 

49  Texas  Instruments 

50  Teradyne 


6.5 
1.9 
0.4 
0.0 
1.2 
0.4 


-10.3 
-6.7 

-21.2 

35.8 

-6.3 

8.7 


'roduction  Index 


Change  from  last  week:  -0.3% 
Change  from  last  year:  -10.6% 


STRIAL  OUTPUT     Feb.  16=158.3  1992=100 


,,ef 

jtac  tion  index  declined  for  the  fourth  consecu- 


index  is  a  4-week 
novlng  average 


June 
2001 


Oct. 
2001 


Feb, 
2002 


ifore  calculation  of  the  four-week  moving  av- 
ndex  posted  a  slight  increase  for  a  second 
ek.  Truck  assemblies  dropped  the  furthest, 
electric  power,  and  steel  also  falling  for  the 
production  continued  to  rise,  as  carmakers 
ntory  levels.  Also  higher  were  crude-oil  re- 
and  rail-freight  traffic — on  an  increase  in 
ments. 

each  of  the  index  components  is  at  www.business- 
anil  production  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  ttie  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  tinne 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


"A 

blockbuster 

Impeccably 
researched... 

superbly 

written." 

—  Inside  Business 


Across  three  centuries — in  good  times 
and  bad — six  legendary  entrepreneurs 
have  used  their  uncanny  ability  to  dis- 
cern how  economic  and  social  change 
would  affect  consumer  needs  to  create 
empire-making  brands.  Through  engag- 
ing profiles  of  these  visionaries,  Brand 
New  reveals  lessons  for  leading  through 
times  of  challenge  as  well  as  growth. 


"A  must  read.  Koehn's  overriding 
message  (is)  that  companies 
that  take  advantage  of  the 
downturn  will  come  out  on  top 
when  the  good  times  return." 

— Business  2.0 

"A  refreshing  hybrid  of  business 
history  and  biography." 

— Wall  Street  Journal 


$39.95  at  bookstores  everywhere,  or  call 
1-888-500-1016  *  1-617-783-7440 


Harvard  Business  School  Press 
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Marketplace 


Business/Career  Opportunities 


No  Competition 

Lifetime  Revenues 

Exclusive  Territories 

FOR  Commercial  Kitchens 

visit:  www.rhinoeco.com 

email:  sales@rhinoeco.eom 

1-877-746-6224 


Discount  Travel 


rnvDMI  Think  Of  M? 


The  most  exciting  business  oppt'y 
ever  advertised  in  this  magazine. 
$2000  a  day  earning  potential. 

Yes,  we  said  per  day! 

Only  $12,900  Investment  Required. 


Become  a 


Arrange 
equipment  leases  •  Factoring  •  Business 
loans  of  ALL  types  •  No  experience  needed. 

SEE  FOR  YOURSELF! 

Visit  us  at  www.viewTLC.com  where  making 
money  is  as  easy  as  receiving  your  E-mail! 

RECEIVE  A  COLOR  INFO  KIT        jplft 
AND  FREE  VIDEO  SEMINAR   _  jf* 

The  Loan  Consultants,  [nc  ^-^^^^W^^ 

since  1983 


CALL 
800-336-3933 


SIX  FIGURE  POTENTIAL 

FROM  HOME  Ipart/full  time) 

26-year-old  international, 

multi-billion  dollar  technology 

company  with  5A1  D&B  rating. 

For  details  on  our  internet  based 

marketing  approach,  visit: 

www.myautomaticbiz.com/bgm 


Legal  Services 


Asset  Protec  tion 


Domestic  &  Offshore  Strategies 

Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy  •  Tax  Savings 

•  Estate  Planning  •  Global  Investments 

'Professional  •  Confidential 


Steven  Sears.  CPA  •  Attorney  at  Law 
714-544-0622  •  wwv/.searsatty.com 


Computer  Equipment 


Ted  Dasher  Inc. 

Hewlett-Packard 

Buy«Sell»Trade  • 


.aserJet  •  ColorPro  •  DrattMaster  •  DeskJet 
I  OraftPro  •  DesignJet  •  Ruggedwntef 

Electrostatic  Plotters 
^HP  9000/3000  Workstations  &  Petsonal  Computers 
Wfe  Demo  &  Refurbished  Equipment 

■        800-638-4833 

^K°«g  Email  salesQcJashercom 


lasVegas/NewYork^ 

Disiounf  Hotel  Rafi 


IN 


ITOCiHcs 


Golf  Shoes 


■THE  BEST  GOLF  SHOE 
I'VE  EVER  WORN" 

-  Gene  Sullivan 


www.gripgolf.com    . ; 
888-887-4711  i 


QRIR      /dSTj 


Business  Services 


GLOBAL  MARKETING  EXPERT 

20+yrs  selling  experience  Europe/ 
China-Pacific/Latin  Ameiica.  Market 
Strategy,  Distribution  Channels, 
Contract  Negotiations.  Pay  only  time 
utilized,  as  needed.  Excellent 
References.  No  obligation.  Jack  (678) 
641-1607,  or  ceo@stratmarts.com 


Sales  Leads  &  Mailing  Lists 


Business  Lists-14  million  businesses. 
Select  by  geography,  sales  volume,  business  type, 
contact  name,  credit  rating,  and  more. 

Consumer  Lists-266  million  consumers. 
Select  by  age,  income,  home  value,  buying 
behavior,  geography,  and  more. 

m/oCS^1  -800-555-5335  „,  ^^ 


Business  Services 


Need  a  Lx)gO? 


Visa/MC/Amex 

Toll-Free: 


Get  a  Professional 

Custom  Designed 

LOGO  TODAY! 

1-888-869-5646 


www.  1 800mylogo.com 


Business  Credit  Reports 


In-depth  detailed  information  on  14 

million  businesses  -  virtually  every  U,S, 

&  Canadian  business... on/y  $5  each. 

Click  or  Call  now... Your  First  Report  is  FREE! 

BusinessCreditUSA.com 

Toll-Free:  1 -888-274-5325,,  BWK 


Fine  Wine  Auctions 


MORRELL  FINE 
WINE  AUCTIONS 


On  February  23,  2002  Morrell  Fine 

Wine  Auctions  will  offer  an 

awesome  collection  of  mature 


GU.WD  (.  KL  BL  KGL\D> 

DRC,  JA\ER,  LEtLAIVE, 

ROLCtT,  ETC 


$800,000  of  impeccably  stored  wines 

spanning  8  decades.  If  you  love 

Burgundy  you  carmot  afford  to  be 

anywhere  else!  To  order  a 

completely  annotated  catalogue, 

€311212-307-4200  or        - 

fax  us  at  212-247-5242 

1  Rockefeller  Plaza  •  NY,  NY  10020 


Financial  Books/CD  Roms 


Determined  to  improve 
your  financial  position? 


1-800-234-3445  for  a  FREE  booklet! 

WWW. stowers-innovations.com/f  reeideas.html 


Sales  Promotions/Premiums 


MOTIVATE  YOUR  CUSTOMERS 

to  spend  more  money  with  high- 
quality,  nationally  recognized 
name  brand  incentives.  Variety  of 
travel  options  including  airfare, 
land  and  cruise  programs,  as  well 
as  Merchandise  and  Rebate  offers. 
Visit  www.spirit-incentives.com 
or  call  1-800-860-5880  Ext.  130. 


IBS'   'Tpt    Cc¥t> 
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Loudmouth 

Toll  Free  1-866-Loudmouth  (568-3668) 
wmw.LoudmouthUSA.com 


Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


ED  University  of 

''0'' Leicester 

Prestigious  Biitlsh  University 
World  Leader  in  Distance  Learning 

No  GMAT  required 
Local  support  center 
Flexible  Education  Financing 
available 

Work  experience  et  quallRcaUons 

considered 

Member  of  ttie  Association  of 

Business  Schools 

Accredited  by  ttie  Association  of  MBAs  | 

Offered  under  Royal  Charter 


800-874-5844 

email:  info@rdi-usa.com 

www.rdi-usa.com 


ABSOLUTELY  FREE 
EVALUATION 


Bactielor's  -  Master's 
Ph.D.  Degrees 

Based  on  life  and  work  experience 

Confidential  -  Fast  ~  Student 

Loans,  www.arrc.org 

800-951-1203 


Distance  Learnin 


BA,  MBA,  MA,  Doctoral  Degree 
Business,  Psychology  and  Lav 

Southern  California  Universil 
for  Professional  Studies 

'1840E.17tti  Street. SantaAiia,CA927| 
^;*-^  Since  1978 

^^^  Education  Loans  Availabil 
(800)  477-2254  WWW.SCUPS.EDU  | 


Men's  Footwear 


^^5*^ 


MEN:   BE  TALLER!! 


Tired    ot    being 

short?    Try    our 

quality   footwear 

HIDDEN  tieight- 

increasing  *eature 

INSieisnoe    No 

OVERSIZED 

HEaS!  Will  make 

vWir-rTALLEBOeoendroooslvleOVERIMSTTrtiSAWIU 

Extremely  comlortatjle  Sizes  5-12  Widths:  B-EEE  In  businc 

over  55  years  MONEY-BACK  GUARAMTEE.  Can  or  write  t 

FREE  color  catalog 

ELEVATORS*  U 

RICHLEE  SHOE  COMPANY,  DEPT  BVBW23 
P  O  BOX  3566,  FREDERICK.  MO  21705 


1-800-290-TALL 


men's  wide  shoes 


EEE-EEEEEE  SIZES  5-13 

•  FREE  catalog 
'  High  quality 
'160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55K  Hingham,  MA  02043 

1-800-992-wiDE  www.wideshoes.con 


or  Ad  Rates  and  Information 

*ione:  (312)  464-0500  Fax  (312)464-0512 


For  more  advertiser  information,  log  onto 
www.busjnessweek.com/classifleds 
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Budget 


Report 


Analyze 


iomshare.com/bw 


Visit  our  website  to  receive  a  copy  of  our  white  paper 
or  sign  up  for  a  free  online  demonstration. 


Success  today  depends  on  your  ability  to 
quickly  respond  to  change.  That  requires 
accurately  measuring  performance,  identify- 
ing trouble  spots,  and  having  the  flexibility  to 
adjust  budgets  and  plans  as  needed.  It's  an 
ongoing  process  calling  for  a  constant  flow  of 
timely,  accurate  data.  Is  your  current  business 
information  system  up  to  the  challenge? 

Comshare  offers  a  single  software 
application  to  help  you  implement, 
execute,  measure  and  adjust  your 
plans  and  actions  faster  and  more 
effectively.  Comshare  enables  you  to 
model  multiple  business  scenarios  with  the 
click  of  a  mouse,  use  that  information  to 
allocate  resources  in  support  of  strategic 
initiatives,  and  analyze  online  data  and 
results  immediately  for  quick  adjustments 
in  response  to  emerging  business  conditions. 


800.922.7979 


O  COMShHARE 


Software  to  help  companies  implement  and  execute  strategy. 


I® 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ExpressJet  Holdings 
40 


ABNAmro(ABN)101 

Absolute  Mortgage 

Banking  26 
Advantica  Restaurant 

(DINE.OB)  68 
Adventis  72 
Alain  Pinel  Realty  28 
Alcoa  (AA)  32, 108 
Allegheny  Energy  (AYE) 

30 
Alliance  Capital  (AC) 

40.50 
Amerada  Hess  (AHC) 

101 
American  Express 

(AXP)  82 
Ames  Department 

Stores  (AMESQ)  86 
Amylin 

Pharmaceuticals 

(AMLN)  62 
Andersen  30, 70 
AOL  Time  Warner 

(AOL)  72, 98 
Apple  Computer 

(AAPL)  72 
Applied  Materials 

(AMAT)38 
AT&T(D  58 

Aurora  Foods  (AOR)  84 
Axel  Springer  Verlag 

44 
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Bankers  Financial 

Group  26 
Bank  of  America 

(BAC) 29 
Barra  Strategic 

Consulting  82 
Bayer  (BAYZY)  62 
Bayerische 

Landesbank  44 
Bear  Steams  (BSC) 

101 

Belo  (BLS)  30 
Bertelsmann  44 
Best  Buy  (BBY)  72 
Boeing  (BA)  8 
Brandes  Investments 

40 

Bristol-Myers  Squibb 

(BMY)  62, 65 
British  Sky 

Broadcasting  (BSY) 

44,46 

Burger  King  (DEO)  68 


Castle  Point  Realty  26 
Casual  Male  86 
Cendant  (CD)  84 
Charles  Schwab  (SCH) 
10 

Chiron  (CHIP)  62 
Ciena  (CIEN)  98 
Cisco  Systems  (CSCO) 
29 

Clear  Channel 
Communications 
(CCU)40 
CLSA  Emerging 
Markets  50 
Coca-Cola  (KO)  68 
Cole  National  (CNJ)  86 
Comcast  (CMCSK) 
101 

Compaq  Computer 
(CPQ)40,58,72 
Computer  Associates 
(CA)84 

Continental  Airlines 
(CAL)40 

Corixa  (CR)(A)  62 
Coming  (GLW)  30 
COR  Therapeutics  62 
CVS (CVS)  68 


Dell  Computer  (DELL) 
10,18,38 

Deutsche  Bank  (DB)  8, 
40,44 

Deutsche  Telekom  (DT) 
46 

Developers  Diversified 
Realty  (DDR)  86 
D.FKing40 
DHB  Industries  (DHBT) 
101 

Dillard's  (DS)  86 
Drexel  Burnham 
Lambert  34 


Earthlink  101 
Economy.com  38 
EMC  (EMC)  58 
Enron  (ENRNQ)  12, 
20,30,32,33,43, 
70,82,84,85.108 
Enterprise  Storage  58 
Ericsson  (ERICY)  48, 
72 

Emst  &  Young 
International  30 


Fifth  Third  Bank  (FITB) 

40 

Flextronics  (FLEX)  72 
Ford  (F)  10 
Franklin  Resources 

(BEN)  82 
FrantPoint  82 
Fujitsu  72 
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Gap  (GPS)  68 
Gartner  Dataquest  (IT) 
72 

Genentech  (DNA)  62 
General  Electric  (GE) 
12,30,72 
General  Motors  (GM) 
40 

GlaxoSmithKline  (GSK) 
29,56 

Global  Crossing 
mm)  20, 34, 70, 
84 

Granite  Broadcasting 
56 
GTSI  (GTSI)  65 

H 


Handspring  (HAND) 
17 

Hechinger  68 
Hewlett-Packard 
(HWP)40,72 
Hitachi  (HIT)  10. 72 
HypoVereinsbank44 

I 

IBM  (IBM)  10, 18, 30, 

38, 58, 72 

Idee  Pharmaceuticals 

(IDPH)  62 
ImClone  Systems 

(IMCL)40,62,108 
Integrated  Defense 

Technologies  (IDE)  40 
Intel  (INTO  48, 72 
Intemational  Data  58 
International  Flavors  & 

Fragrances  (IFF)  30 
International  Paper 

(IP)  66 
Isco  (ISKO)  98 


Jabil  Circuit  (JBL)  72 
J.C.  Penney  (JCP)  86 


JHC  Capital 
Management  101 
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Kaplan  (WPO)  10 
KB  Home  (KBH)  29 
Kimco'(KIM)86 
Kingdom  Holdings  44 
Kiodex  70 
Kirch  Group  44 
Kmart  (KM)  26, 68, 86 
KPMG56 

L 

Lechter's  86 
Legato  Systems  58 
Lehman  Brothers 

(LEH)44 
Lennar  (LEN)  29 
Lockheed  Martin  (LMT) 

40 
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Matsushita  Electric 

Industrial  (MC)  10, 

72 
McGraw-Hill  (MHP) 

102 

McKesson  (MCK)  84 
M.D.  Sass  Investors 

101 

Merck  (MRK)  65 
Merrill  Lynch  (MER) 

38, 58, 72 
Microsoft  (MSFT)  17, 

36,48,72 
MicroStrategy  (MSTR) 

84 
Millennium 

Pharmaceuticals 

(MLNM)  62 
Miller  Johnson 

Steichen  Kinnard  101 
Morgan  Stanley  Dean 

Witter  (MWD)  72 
Mount  Lucas 

Management  82 
MTV  (VIA)  12 

N 


NEC  (NIPNY)  72 
NeoCom  Technology 
40 

News  Corp.  (NWS)  44, 
46 
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Editorials 


IN  PRAISE  OF  A  PLAIN  TALKER 


If  candor  is  a  sin,  then  Treasury  Secretary  Paul  H.  O'Neill 
may  never  make  it  to  heaven.  He  roils  the  markets,  annoys 
the  White  House,  infuriates  Congress,  angers  Wall  Street,  and 
drives  the  Europeans  and  Japanese  nuts.  Washington  dis- 
parages him  as  a  clumsy  ex-CEO  out  of  his  element  and  con- 
trasts him  to  his  smooth,  politically  adept  predecessor,  Robert 
Rubin.  We  see  O'Neill  in  a  different  light:  as  a  straight  talk- 
er who  prefers  telling  the  truth  to  playing  the  Washington  in- 
siders game  or  mindlessly  mouthing  politically  correct  ideol- 
ogy (page  32).  O'Neill  is  to  economic  policy  what  Donald  H. 
Rumsfeld  is  to  defense  policy  ("we  bomb,  that's  what  we 
do").  In  an  era  that  demands  honesty  and  frankness  from  our 
leaders,  he  stands  tall.  While  O'Neill  may  cause  consternation 
to  the  President's  politicos,  it's  time  George  W  Bush  gave  him 
credit  for  being  one  of  his  Cabinet's  outstanding  assets. 

Check  O'NeiU's  record  on  controversial  calls.  Within  weeks 
of  taking  office,  he  said  that  the  U.  S.  doesn't  have  a  strong- 
dollar  poHcy.  Only  the  markets  can  determine  the  value  of  a 
currency,  and  the  best  way  to  keep  it  healthy  is  through 
good  fiscal  and  monetary  policy.  Any  first-year  economics 
student  knows  this  to  be  true.  But  critics,  from  hard-dollar 
conservatives  to  Wall  Street  bankers,  charged  O'Neill  with  un- 
dermining the  financial  markets  and  hurting  the  economy.  He 
did  neither.  The  dollar  is  up  8%  since  he  spoke. 

O'Neill  raised  the  most  hackles  when  he  described  the 
House  version  of  the  ill-fated  stimulus  bill  as  "show  busi- 
ness." The  Repubhcan-backed  bill  that  corporations  desper- 
ately lobbied  for  did  away  with  the  alternative  minimum  tax 


for  big  companies.  The  bill  never  made  it  out  of  the  Sena| 
In  light  of  the  scandal  at  Enron  Corp. — a  company  tl 
paid  no  taxes  during  years  of  big  profits — the  House  woi 
have  saved  itself  from  embarrassment  had  it  listened  to  t| 
Treasury  Secretary. 

Then  there  was  the  time  the  entire  economics  professi| 
blasted  O'Neill  when  he  questioned  whether  the  U.  S.  ecor 
my  would  really  fall  into  recession  as  a  result  of  Septeml 
11.  He  said  there  simply  wasn't  sufficient  data  and  the  qi 
ter  might  show  some  growth.  Of  course,  with  revisions  of  t  j 
fourth-quarter  gross  domestic  product  now  showing  an 
crease,  O'Neill  turned  out  to  be  wisely  cautious. 

O'Neill  was  right  about  Argentina,  too.  He  said  an 
gentine  default  would  not  automatically  lead  to  a  global  mel 
down  in  the  debt  markets.  This  was  contrary  to  conventio| 
al  wisdom.  He  supported  one  bailout,  then  refused  a  secor 
sending  Argentina  into  default.  Yet  Brazil,  Chile,  Mexic 
and  Russia  escaped  any  contagion  effect  and  are  doing  wi 

The  flinty  former  Alcoa  Inc.  CEO  is  now  ruffling  feathers 
suggesting  ideas  on  how  to  get  chief  executives  to  be  moi 
accountable.  The  image  of  former  Enron  execs  testifying  (I 
TV  that  they  had  no  knowledge  of  what  was  going  on  there 
hardly  believable,  and  ex-CEO  O'Neill  probably  knows  thj 
But  White  House  politicos  are  angry  with  him  for  openir 
what  may  be  a  Pandora's  box  of  litigation.  They  have 
point,  but  poimding  O'Neill  is  not  the  answer.  In  a  post-Er 
world,  he  embodies  Main  Street  values.  Smart  pols  should 
alize  that  O'Neill's  credibility  coimts  for  a  lot  these  days. 


THE  BIOTECH  FOLLIES  AREN'T  FUNNY 


Cancer  patients  deserve  a  lot  better  than  what  they  are  get- 
ting from  either  the  Food  &  Drug  Administration  or  the 
biotech  industry.  Slow,  secretive  governmental  procedures  and 
arrogant,  sloppy  biotech  entrepreneurs  are  hurting  the  chances 
for  new  treatments  that  might  prolong  lives.  It's  not  just  Im- 
Clone's  Erbitux  that  has  run  into  trouble.  A  number  of  prom- 
ising drugs,  some  treating  heart  disease,  have  recently  met 
with  long  delays  or  washed  out  (page  62).  Fueled  by  venture 
capital,  biotech  requires  different  financial  and  regulatory  mod- 
els than  Big  Pharma.  While  regulators  must  still  ensure  safe- 
ty, there's  a  need  for  speed.  While  they  must  guard  intellectual 
capital,  they  must  also  make  theii*  procedures  more  transpar- 
ent to  both  scientists  and  investors. 

The  FDA  can  begin  by  removing  much  of  the  secrecy  fixjm  its 
operations.  ImClone  worked  with  the  FDA  to  design  its  small- 
scale  trial  of  Erbitux,  but  was  then  told  in  a  private  letter  that 
there  were  flaws  and  the  results  would  not  be  accepted.  More 
data  was  needed.  When  this  leaked  out,  cancer  patients  were 
disappointed,  the  stock  plummeted,  and  investors  got  clob- 
bered. New  leaks  have  now  sent  the  stock  soaring.  What  is  go- 


ing on?  The  fda  must  provide  better  guidance  to  scientists, 
tients,  and  investors  by  opening  its  drug  review  procedures.] 

Biotech  companies,  for  their  part,  have  to  get  real.  CEOs  s 
tales  of  miraculous  cures  to  Wall  Street  even  before  results 
in  from  early  trials.  The  goal  ofl;en  appears  to  be  to  boost  stocl 
prices  and  their  owti  personal  wealth.  Many  trials  are  undeij 
funded  and  far  too  small  to  draw  proper  scientific  conclusior 
about  efficacy.  New  biotech  technologies  allow  for  smalleij 
speedier  testing,  but  some  companies  are  cutting  comer 
rightly  forcing  the  FDA  to  demand  more  data. 

It  would  help  if  the  Bush  Administration  finaDy  landed 
FDA  chainnan  who  could  shake  up  procedures.  The  appoiatmer 
has  been  caught  up  in  abortion  politics,  to  the  detriment  of  ] 
pie  with  cancer.  Biotech  companies  would  do  well  to  appoinl 
real  boards  of  directors — not  pals,  investors,  and  self-interest] 
ed  scientists — ^to  moderate  claims  and  expectations. 

Biotech  promises  to  be  an  engine  of  growth  in  the  yeanj 
ahead.  But  vmless  the  FDA  and  biotech  entrepreneurs  learn 
work  with  one  another,  the  promise  of  new'  drugs  to  cure  can! 
cer  and  other  deadlv  diseases  wiD  be  delaved,  if  not  denied.  l| 
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Collaboration— it  all  begins  with  a  shared  vision 

In  times  like  these,  you  can't  afford  to  partner  with.someone  who's  single-minded. 
There  must  be  a  shared  vision  right  from  the  start.  It's  our  unique  approach  to 
consulting  and  services.  The  method  of  constant  dialogue  and  complementary 
skills  interacting  to  create  better  solutions.  Through  collaboration,  we  can 
accomplish  anything. 

It's  an  approach  that  further  benefits  from  the  expertise  and  resources  of  the 
entire  Fujitsu  group,  which  has  long  provided  world-class  technology  and  platform 
products  all  over  the  globe. 

Unique  ROI-focused  methodology 

Fujitsu  has  been  building  a  global  consulting  organization  to  be  known,  starting 
in  April,  as  Fujitsu  Consulting.  This  new  organization-comprising  what  is  currently 
DMR  Consulting,  Fujitsu  Systems  Business  of  America  and  other  businesses  within 
Fujitsu-utilizes  a  unique,  proven  methodology  that  delivers  a  rapid  and  measurable 
return  on  your  IT  investment.  It  starts  by  focusing  on  the  results  the  client  expects 
to  achieve.  It  then  provides  a  road  map  through  the  design,  implementation  and 
operation  of  the  solution  to  achieve  the  desired  results. 

Industry  and  business-process  knowledge 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries-in  particular, 
telecommunications,  financial  services,  and  government.  Whether  it's  core  back 
office,  front  office  or  extended  functions,  we  enable  companies  to  better  serve  their 
customers  and  collaborate  with  their  extended  supply  chain  of  employees,  vendors 
and  partners. 

Fujitsu— a  different  way  of  working 

At  Fujitsu  Consulting,  we  live  and  breathe  three  simple  ideas:  deep  collaboration 
with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for  getting  the  job  done.  It  is 
the  unique  combination  of  global  scope  and  human  scale  that  sets  us  distinctly 
apart  from  our  competitors. 
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THE     POSSIBILITIES     ARE     INFINITE 


US, fujitsu.com 
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We  didn't  become  a  global  energy  leader  by  wearing  blinders. 
We  see  the  forest.  But  we  also  see  the  trees. 

The  details.  The  subtleties  of  new  energy  markets. 
The  opportunities  overlooked  by  others. 

it  is  this  intimacy  with  detail,  and  the  ability  to  step  back  and  see  beyond, 
which  give  us  perspective.  And  power. 
At  Duke  Energy,  we're  generating  a  new  source  of  energy. 
It's  called  vision.  Innovation.  Foresight,  its  the  power  of  what  can  be. 

But,  more  importantly,  it's  the  ability  to  deliver  what  will  be. 


,Duke 
^Energy^ 

we  generate  what's  next" 


What  can  Duke  Energy  generate  for  you?  Visit  us  at  www.duke-energy.com  or  1-800-use-duke, 


EDITED  BY  SHERIDAN  PRASSO 


SLUGFESTS 


A  TEXAS-SIZE  CASE 
OF  DISCRIMINATION? 


THERE    IS    A    CASE    OF    SEX 

discrimination  and  harassment 
that's  allegedly  so  big  and  so 
extreme  that  the  government 
is  taking  the  radical  step  of 
trying  to  block  a  proposed 
settlement — something 
it  hasn't  done  in  at 
least  30  years.  The  suit 
affects  4,600  women  at 
the  nation's  largest 
rent-to-own  furniture 
and  home  appliance 
company,  Rent-A-Cen- 
ter,  based  in  Piano,  Tex. 
Not  only  is  the  Equal  RENT 
Employment  Opportu- 
nity  Commission  suing  Rent- 
A-Center  in  Illinois  and  Ten- 
nessee, it's  trying  to  block  a 
proposed  $12.25  nulKon  pay- 
out to  plaintiffs  in  a  Missouri 
case.  The  EEOC  says  the  offer 
is  inadequate  and  could  un- 
dercut cases  elsewhere. 

The  EEOC  suits  allege  that 
managers,  who  took  over 
Rent-A-Center    in    a    1998 


merger,  pushed  women  out 
and  destroyed  women's  job 
applications.  Sworn  state- 
ments quote  a  senior  exec  as 
saying:  "Women  should  be 
home  taking  care  of  their 
husbands  and  children,"  and 
accuse  him  of  smacking 
women  employees'  butts.  A 
2000  company  newsletter  (be- 
low) pictured  66  managers — 


^   .i 
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A-MANAGERS:  A  manly  crew 

all  male.  Says  one  of  the 
women's  attorneys,  Jerome 
Schhcter:  "It's  the  most  re- 
markable example  of  a  men- 
tality that  was  supposed 
to  have  gone  out  of  Ameri- 
can business  50  years  ago." 
Rent-A-Center  denies  the 
charges  and  says  it  is  "com- 
mitted to  a  discrimination-free 
workplace."     Wendy  Zellner 


CAFE  SOCIETY 

STARBUCKS* 
CARD  SMARTS 


LAST  YEAR,   STARBUCKS   WAS 

feeling  jinxed  by  its  own  suc- 
cess. Long  lines  of  caffeine 
cravers  were  scaring  off  new 
customers.  So  it 
came   up   with 
a     swipeable 

fc ^     smart  card  that 

I  J  cut   time   spent 

I    /il^^^l    P^yii^g  from  20 

I  j^jl^^^fflo'  seconds  to  four. 
1  li^&eM  Starbucks  didn't 
know  how  cus- 
tomers would  re- 
spond and  had  low 
expectations.  In 
fact,  when  it 
launched  the  card  in  Novem- 
ber it  didn't  even  advertise. 
But  Starbucks  cards  have 
been  a  runaway  success.  In 


the  first  two  months,  cus- 
tomers bought  2.3  million  of 
them,  valued  between  $5  and 
$500,  totaling  $32  million. 
Those  numbers  have  been 
growing  steadily  ever  since. 
For  Starbucks,  the  bene- 
fits are  many:  advance  sales, 
interest  earned  on  the  money, 
and  detailed  data  on  cus- 
tomers' coffee-buying  habits. 
"The  Starbucks  card  is  the 
most  significant  new  product 
since  Frappuccino,"  boasts 
Starbucks  Chairman  Howard 
Schultz.  Soon  Java  junkies 
will  be  able  to  use  the  card 
to  order  by  cell  phone  or  on- 
line and  have  drinks  ready 
when  they  arrive,  eliminat- 
ing wait  time  altogether.  The 
goal — now  that  Starbucks  has 
gone  a  long  way  toward 
speeding  payment — is  to 
not  deter  a  single  hurried 
commuter     Stanley  Holmes 


TALK  SHOW  4'This  nation  spends  more  money  annually  on 
cleaning  up  roadkill  on  highways  and  on  salt  for  snow 
removal  [than  on  passenger  rail]." 

— Amtrak  President  George  Warrington,  to  The  Associated  Press 


STOCK  PLAYS 


FUNDS  SAY:  COME  ON  IN,  THE  WATERS  FINE* 


SKITTISH     TIMES    -CALL     FOR 

liquid  assets.  Thinking  com- 
modities, like  gold  or  pork 
beUies?  There's  another 
one:  water.  A  new  mu- 
tual fund,  the  Pictet 
Global  Water  Fund 
from  Geneva  banking 
group  Pictet,  invests  in 
the  stocks  of  50  U.S. 
and  foreign  companies  in 
water  supply,  decontami- 
nation, waste  manage- 
ment, and  distribution. 
Launched  on  Dec.  31,  the 
fund  so  far  is  down  3.7%, 
compared  with  a  flat  re- 
turn for  the  Standard  & 
Poor's  500-stock  index. 

But  fund  managers  say 
that's  a  temporary  drop: 
The  U.  S.  water  industry 
alone  is  expected  to  grow 
7%  a  year,  to  $150  biUion, 
over  the  next  decade  as 
governments  hire  contrac- 
tors to  supply  water  and 
upgrade  old  infrastructure. 

And  as  the  world's  pop- 
ulation continues  to  grow 
exponentially  at  1.4%  an- 
nually, the  sewage  business 
also  holds  promise.  The 
fund  invests  in  such  stocks 
as  Philadelphia-Suburban,  a 
water  utility  for  several 
northeastern  states;  sewage 


treatment  and  water  pro\ade 
American  Water  Works;  an< 
Vivendi  Environnement, 
Paris-based  waste 
water  treat 
ment  compan; 
owned  b 
media  con 
glomerate 
Vivendi; 
Uni 


There's     only 
one  other  mutual 
fund  geared  for  the 
U.S.  market  that  in 
vests  exclusively  in  wa- 

!    ter  treatment  companies: 

'    the  Water  Fund,  run  b^ 

Santa  Fe-based  Avalor 

Trust.  It  launched  in  De 

cember,  1999,  and  has  re 

turned  4.5%  to  investors 

{  since. 

^      Meanwhile,  the  s&p  500 

which  is  dowTi  23%  ovei 

the  same  period,  has  been 

a  dowTiright  washout. 

Mara  Dei-  Hovanesian 


THE  LIST   DIGITAL  STATES 


A  ranking  of  state  governments  most 
adept  at  using  the  Web  shows  that  the 
West  Coast  has  no  monopoly  on  digital 
prowess.  Here  are  the  top  five  states 
ranked  by  how  accessible  they  make 
government  to  their  citizens: 


STATE 


MAJOR  DI6ITAL  INITIATIVE 


ILLINOIS  Virtual  high  school  offers  69  full-length  classes 

KANSAS  Has  first  certified  system  for  accessing  criminal 

histories  via  the  Net 


WASHINGTON     Data  on  all  296  school  districts  and  2,000  school 
buildings  available  online 

MARYLAND        State  legislative  proceedings  posted  online 


ARIZONA  Conducted  2000  Democratic  Presidential  primary 

Data:  The  Progress  &  Freedom  Foundation,  Digital  State  2001 


online 
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A  performance-bred,  4.5-liter  V8  engine.  A  potent  333  ft-lbs 
of  torque.  The  Q45  is  quick.  By  anyone's  standard. 
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Up  Front 


I 

ENRON  HONCHOS 

MEANWHILE,  BACK  AT 
THE  RANCH.., 

FORMER  ENRON  EXEC  LOU  PAI 

may  be  spending  his  days 
fighting  shareholder  lawsuits. 
But  he's  no  stranger  to  the 
courts:  He's  been  embroiled 
for  years  in  a  Colorado  suit 
that  may  set  a  precedent  for 
hundreds  of  thousands  of 
acres  of  ranchland  in  the 
West. 

Pai — who  cashed  out  of 
$353  million  worth  of  Enron 
stock  before  he  left  his  job  as 
head  of  Enron  Energy  Ser- 
vices last  year — owns  one  of 
the  largest  stretches  of 
private  land  in  the  U.S.,  the 
77,100-acre  I^ylor  Ranch.  The 
projjerty,  which  Pai  began  ac- 
quiring in  1997,  has  been  con- 
troversial for  decades.  Neigh- 


^ 


Mt£* 


bors  assert  that  IN  COURT: 
an  1844  land  Pai  and 
grant  from  Mex-  his  acres 
ico  gave  their 
ancestors  "settlement  rights" 
on  the  ranch,  which  is  about 
the  size  of  Atlanta.  So  they're 
suing  Pai  for  the  right  to 
graze  their  cattle,  hunt,  and 
gather  firewood.  They  sued 
the  previous  owners,  too.  But 
Pai  raised  the  stakes,  resi- 
dents say,  by  putting  up 
barbed  wire  fences,  hiring 
armed  guards,  and  turning 
down  requests  for  access.  So 
far,  state  courts  have  ruled  in 
the  ranch's  favor.  "It's  like 
any  private  property,"  says 
Pai's  lawyer,  Keith  Tooley. 
"You  own  it,  you  own  it." 

The  Colorado  Supreme 
Court  is  expected  to  rule  any 
day.  Even  if  Pai  wins,  though, 
his  legal  troubles  are  far  fi-om 
over.       Christopher  Palmeri 


DOT-COM  DAZE 

SUCKER  PRICES-BUT 
WHO  S  THE  SUCKER? 

DURING  dot-com's  HEYDAY,  on- 
line retailers  used  giveaway 
prices  to  attract  customers. 
Now,  research  from  Massa- 
chusetts Institute  of  Technol- 
ogy suggests  this  tactic  only 
attracts  the  kinds  of  cus- 
tomers that  online  sellers 
don't  want.  Why?  Cheap- 
skates attracted  by  low-ball 
prices  don't  also  buy  higher- 


margin  goods  that  make  re- 
tailers money.  So  to  get  free- 
spending  customers,  sites 
should  charge  a  Uttle  more. 

Researchers  Glenn  EUison 
and  Sarah  Fisher  Ellison 
used  Pricewatch.com,  which 
ranks  prices  for  computer 
parts,  to  compare  sales  of  on- 
line retailers.  They  found  that 
the  cheapest  site  attracts  40% 
more  customers  than  ones 
just  1%  pricier.  But  the  cus- 
tomers aren't  really  worth  it. 
"The  lowest  price  is  going  to 
be  such  that  the  seller  loses 
money,"  says  Glenn  EUison. 

So  the  cheap  site  needs  to 
persuade  visitors  to  buy  more 
stuff  or  to  upgrade  to  costlier 
items.  But  cheapo  customers 
are  the  least  willing  to  do  so. 
The  sUghtly  pricier  sites  got 
40%  of  buyers  to  upgrade; 
cheap  sites  only  swayed  10%. 
Online,  it  seems  so-called 
"loss  leaders"  have  little  to 
lead.  Kimherly  Weisul 


DRAWN  &  QUARTERED 


Policy  task 
GROUP  PHc5ro 


LEFTTb  RI6Hr;  NoNE.  oF  YbUR  BeeSW^OC,  NoNE  oF  "^CMtK 

BeeSWA)(9  ViCE  president  DiCK  C3IENEY*  NoNE  OF 
YOUR  BeeSWm,  ANO  NONE  oF  YOOR  BEESWAX. 


WHERE  THE  JOBS  ARE 

PSST!  HELP  WANTED 
IN  THE  STACKS 

EVEN      IN      A      LOUSY      JOB 

market,  there's  a  place  where 
positions  are  going  begging: 
libraries.  At  the  Amer 
ican  Library  Assn. 
winter  job  fair  in 
New  Orleans,  just 
214  applicants  put  in 
for  318  jobs. 

The  problem  is 
that  many  librar- 
ians, who  tend  to 
be  older  women, 
are  starting  to  re- 
tire. And  the 
younger  people  now  go- 
ing into  library  science 
studies  tend  to  want  more- 
lucrative  jobs  in  the  private 
sector.  "There's  a  shortage  of 
school  Ubrarians,  and  we  just 
can't  find  any  reference  li- 
brarians," says  Connie  Paul, 


head  of  the  Central  Jersey 
Regional  Library  Cooperative 
At  the  Chicago  pubUc  li- 
braries, it  took  two  years  tc 
replace  25  librarians  who  re- 
tired four  years  ago. 

The  ALA  is  now  running  a 
five-year  public  education  cam- 
paign to  lure  people  to  the 
profession.  New  Jersey  li- 
brarians sport  pins  read-: 
ing  "Ask  me  why  I  love 
what  I  do."  Susan 
Kent,  the  city  librar- 
ian of  Los  Ange 
les — ^where  10%  of 
jobs  are  empty — 
says  she  tries 
everything  "short 
of  driving  a  bus 
down  Wilshire 
Boulevard  and  ask- 
ing who's  got  a  library  de- 
gree and  scooping  them  up." 
^\^th  25%  of  librarians  due  to 
retire  in  the  next  seven  years, 
maybe  that's  not  such  a  bad 
idea.  Kimberly  Weisul 


THE  BIG  PICTURE 


WEB-WISE  TRAVELERS 

Visitors  to  travel  Web  sites  increased  dramatically  over  the 
past  year  despite  the  drop  in  travel  after  September  11. 


MONTHLY  VISITORS 
JANUARY,  2002 

INCREASE  SINCE 
JANUARY,  2001 

EXPEDIA 

10.2  r 

nillion          iom 

TRAVELOCITY 

9.4 

8 

ORBITZ* 

7.0 

— 

SOUTHWEST 
AIRLINES 

5.2 

27 

AMERICAN 
AIRLINES 

4.5 

51 

'Launched  June,  2001 


Data:  Nielsen/NetRatings 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront(a  businessweek.com 
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401  (k)  Checkup.  Sure.  Some  people  prepare  for  retirement  by  having  an  expert  analyze  their  swing. 
But  if  you  ask  us,  a  better  way  is  by  having  one  analyze  your  retirement  account. 

With  Schwab's  401  (k)  Checkup,  you  can  talk  with  one  of  our  Investment  Specialists  and  we'll  review: 

•  Your  current  401  (k)  investments 

•  Potential  exposure  to  risk,  such  as  heavy  equity  or  sector  concentration 

•  How  to  reallocate  your  investments 

In  addition  to  evaluating  your  401  (k),  we  can  also  assess  how  it  fits  in  with  your  overall  portfolio 
strategy.  And  help  you  decide  if  an  independent  Investment  Advisor  is  right  for  you. 

Rest  assured,  our  Investment  Specialists  will  give  you  the  kind  of  advice  you'd  expect  from  Schwab 

Expert  advice  that's  objective,  uncomplicated  and  not  driven  by  commission. 

In  fact,  we've  even  developed  a  guide  describing  the  four  things  every  retirement 
investor  should  know  called  "Managing  Your  401  (k)." 

The  point  is,  the  back  9  of  your  life  will  be  here  before  you  know  it.  We  can  help 
you  keep  your  401  (k)  out  of  the  rough. 

Call  us  to  speak  with  an  Investment  Specialist  about  your  401  (k)  and  you'll 
also  receive  our  "Managing  Your  401  (k)"  guide. 


charles  SCHWAB 


1-800-979-9011 


Click 


schwab.com 


400  locations  nationwide 


Advisors  pay  a  fee  to  participate  in  AdvisorSource™  a  referral  program  for  third-party  advisors.  U.S.  Trust  Corporation  (an  affiliate  of  Charles  Schwab 
and  Co.,  Inc.)  participates  in  the  Schwab  AdvisorSource  program.  e'2002  Charles  Schwab  4  Co.,  Inc.  All  rights  resen/ed.  Member  SIPC/NYSE  (0202-7255). 
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Readers  Report 


THE  PLIGHT  OF  THE 
BETRAYED  INVESTOR 


Years  ago,  in  the  midst  of  languishing 
stock  prices,  investors  frequently  ques- 
tioned the  ability  of  corporate  execu- 
tives to  provide  a  reasonable  return  on 
their  investment,  giving  rise  to  pressure 
to  tie  executive  pay  to  stock  perform-' 
ance  ("The  betrayed  investor,"  Cover 

Story,  Feb.  25). 
Instead  of  im- 
proving the  long- 
term  outlook  for 
company  pros- 
perity, this  mis- 
guided theory 
would  motivate 
executives  to 
develop  complex 
short-term  meth- 
ods to  raise 
stock  prices  to 
increase  their  pay  and  keep  hungry  in- 
vestor groups  off  their  backs.  Now,  the 
same  investors  are  coimting  their  losses 
and  wondering  how  this  happened. 

Steve  Lingis 
San  Marcos,  Tex. 

It  struck  me  that  aU  the  "cures"  dis- 
cussed in  your  story  share  a  common 
problem:  They  propose  to  add  complex- 
ity to  a  system  of  inspection/audit/over- 
sight that  is  already  incredibly  complex 
and  burdensome. 

There  is  little  likelihood  that  small 
public  companies  could  meet  the  in- 
creased cost  of  new  compUance  issues 
and  liability  insurance.  Do  we  really 
want  to  close  the  public  capital  mar- 
kets to  small  companies? 

Dennis  I.  Schneider 
Nashua,  N.H. 

Congress  should  not  force  companies 
to  treat  stock  options  as  an  expense, 


because  it  is  bad  accounting.  Issuing 
options  does  not  affect  the  size  of  the 
pie  (net  income) — only  how  that  pie  ii 
divided  (earnings  per  share).  This  i 
already  reflected  in  the  diluted  earning; 
per  share  number  everyone  uses.  I 
this  measure  is  passed,  professional  in 
vestors  will  work  around  the  misinfor 
mation;  individuals  will  only  get  more 
confused  (i.  e.,  just  the  opposite  of  whai  ^ 
is  intended). 

Robert  Kuge 
Burlingame,  Calif 


The  investor  class  that  "is  angry  anc 
disillusioned  because  it  feels  betrayed" 
should  take  personal  responsibility  foi, 
irrationally  confusing  gambling  with 
investing.  As  the  stock  market- 
dropped,  the  trillions  in  market  value 
was  not  exactly  lost;  it  was  transferred 
from  misguided  rubes  to  sophisticated 
investors. 

WiUiam  John  Mikus 
Beverly  HiUs 

"The  betrayed  investor"  is  not  quite 
right.  Investors  who  exercised  some 
degree  of  prudence  didn't  do  so  badly. 
A  better  title  would  have  been  "The 
betrayed  speculator." 

Thomas  T.  Semon^ 
Englewood  Cliffs,  N.J. 

I,  too,  lost  a  lot  of  money  by  blindly 
investing  in  equities,  much  of  it  in  com-  \ 
pany  stock.  My  portfolio  is  down  by  ^ 
approximately  $100,000  since  early  2000. 
Then  I  began  educating  myself  on  asset 
allocation  and  risk  management.  I 
learned  how  Standard  &  Poor's  500- 
stock  index  or  Wilshire  5000  index 
funds  provide  market  diversity  and 
eliminate  underperformance.  In  addi- 
tion, I  learned  how  high-grade  bond 
funds  and  cash  reserves  can  balance 
portfolio  risk.  And  I  learned  that  my  fi- 
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THEY  CAME  HERE  FROM  A  PARALLEL  UNIVERSE.  THEY  NEEDED  SOFTWARE ..  .TO  GO! 

LOTUS  FOR  WIRELESS 

Log  Entry,  Day  25:  Eureka!  We  have  found  Lotus  wireless  software.  With  it,  mobile  knowledge  workers 

can  access  corporate  applications  via  PDA,  cell  phone  or  other  wireless  devices.  This  lets  them  update  critical 

I       work  in  real  time  -  quite  advanced.  A  most  informative  whitepaper  can  be  found  at  lotus.com/visitwireless 


business  software 


IT'S  A  DIFFERENT  KIND  of  WORLD. 

YOU  NEED  A  DIFFERENT  KIND  of  SOFTWAREJ 
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CORRECTIONS  &  CUWIFICATIONS 

"New  drugs:  Why  so  many  delays?"  (Sci- 
ence &  Technology,  Mar.  11)  said  Chiron 
Corp.'s  HIV  blood  test,  Procleix,  was  pend- 
ing Food  &  Drug  Administration  approval. 
The  drug  was  approved  on  Feb.  28,  a  year 
after  the  application  was  filed  and  a  day 
after  BusinessWeek's  issue  went  to  press. 


[lancial  future  is  my  responsibility  and 
not  my  company's,  a  broker's,  or  the 
Government's.  To  believe  otherwise 
lierves  only  to  undermine  our  capitalis- 
|;ic  system.  I  plan  on  teaching  my  chil- 
liren  what  I've  learned  so  that  they 
llon't  make  the  same  mistakes. 

Michael  Smith 
Harrisburg,  Pa. 

A  better  title  would  have  been  "The 
azy  investor."  Since  biblical  times,  the 
nch  have  tried  to  take  advantage  of 
.heir  position,  so  this  is  nothing  new. 
n  almost  every  sidebar  to  this  article, 
people  are  complaining  about  how  they 
put  their  money  in  the  hands  of  some- 
one else  and  lost  some  portion  of  their 
nvestments.  If  it  was  so  important  to 
hem,  why  did  they  ever  trust  some- 
ne  else? 

Rick  Ankrum 
Kingwood,  Tex. 

(CHARACTER 

IN  THE  BOARDROOM 

Investment  risk  now  seems  to  hinge 
on  the  character  or  moral  fiber  of  a 
company's  leadership  rather  than  a 
company's  product  ("A  new  economy 
jneeds  a  new  morality,"  Cover  Story, 
Feb.  25).  America's  corporate  culture 
Ijneeds  character-development  training 
Imore  than  risk-assessment  training. 
■Only  corporate  leaders  with  real  char- 
acter will  gain  back  the  trust  of  the 
investing  public. 

Melinda  Moers 
Claremont,  Calif. 

THE  TRUE  DEPTH 

OF  THE  ACCOUNTING  CRISIS 


You  and  others  keep  urging  trans- 
parency as  a  solution  for  the  present 
crisis  in  financial  reporting  and  in- 
vestor confidence  ("The  wrath  of  the 
investor  class,"  Editorials,  Feb.  25). 
The  financial  sections  of  annual  reports 
are  perhaps  twice  the  size  of  those  20 
years  ago,  when  reports  to  the  Securi- 
ties &  Exchange  Commission  were  not 
available  online.  Did  the  large  mutual 


funds  that  employ  their  own  analysts 
who  have  access  to  senior  members  of 
management  sell  before  the  bubble 
burst?  Generally,  no.  Disclosure  won't 
help  unless  the  investor  heeds  the 
warning  signs. 

William  N.  Briegel 
Redford,  Mich. 

Your  editorial  states:  "Investors  were 
appalled  by  the  extravagant  behavior 
of  these  [Enron]  executives  who  be- 
stowed upon  themselves  special  rules 
and  special  rewards."  Then  why  isn't 
the  outrage  the  same  for  the  extrava- 
gant extras  bestowed  by  boards  of  di- 
rectors on  the  CEOs  and  upper  manage- 
ment of  firms,  in  the  tens  of  millions  of 
dollars  in  stock  options  and  salaries,  re- 
gardless of  the  supposed  performance 
of  the  stock  price  of  the  company  under 
management?  Enron  is  only  one  ele- 
ment of  the  problem,  folks. 

Joan  Chakonas 
Forest  Hills,  N.Y. 
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JIHAD 

The  Rise  of  Militant  Islam  in  Central  Asia 

By  Ahmed  Rashid 

Yale  University  •  281pp  •  $24 


A  HOTBED 
OF  HOLY  WAR? 


From  Tashkent,  the  capital  of 
Uzbekistan,  the  road  to  the  Fer- 
gana Valley  wdnds  through  steep 
mountains  blanketed  by  blood-red  pop- 
pies. Beyond  this  heavenly  passage,  the 
vaUey  offers  a  harsh  tableau  of  fami- 
lies picking  cotton  by  hand  in  flat  fields 
that  stretch  for  miles.  To  supplement 
meager  wages,  these  peasants  tend  their 
own  chickens  and  small-scale  gardens — 
and  even  prepare  their  own  vodka.  This 
nearly  self-sufficient  way  of  life  seems 
so  deeply  entrenched  that  it  is  difficult 
to  imagine  anything  disrupting  it. 

But  as  Ahmed  Rashid  persuasively 
demonstrates  in  his  lucid  Jihad:  The 
Rise  of  Militant  Islam  in  Central  Asia, 
the  placid  appearance  is  deceptive.  The 
most  densely  populated  part  of  former 
Soviet  Central  Asia — whose  52  million 
people  are  scattered  across  1.5  million 
square  miles  of  steppe,  desert,  and 
mountains — the  Fergana  Valley  is  a 
troubled  place.  Poverty,  political  re- 
pression, and  indifference  from  the  West 
have  created  a  milieu  in  which  Taliban- 
like Islamic  guerrilla  groups  are  gaining 
strength.  Without  a  determined  Western 
initiative  to  bring  decent  jobs  and 
democracy  to  the  region,  Rashid  warns, 
"a  social  and  political  explosion  seems 
inescapable." 

These  are  grim  tidings,  and  Rashid 
has  the  knowledge  to  back  them  up. 
Author  of  the  best-selling  Taliban,  the 
Pakistan-based  joumaUst  first  visited 
Central  Asia  in  1988,  shortly  before  the 
Soviets  made  their  humiliating  exit  from 
Afghanistan.  Jihad  features  much  orig- 
inal reporting,  including  an  exclusive  in- 
terview with  a  senior  leader  of  one  of 
the  Fergana  Valley's  preeminent  Islam- 
ic underground  groups,  the  Hizb  ut- 
Tahrir.  Rashid  may  underestimate  the 
locals'  capacity  to  endure  suffering  with- 
out rebelling,  but  he  is  surely  right  in 
pointing  to  the  region  as  a  tinderbox. 
If  only  to  understand  this  prognosis, 


Americans,  and  especially  U.S.  policy- 
makers, shoiild  read  Jihad.  After  Sep- 
tember 11,  the  U.S.  went  fi-om  being  a 
marginal  player  in  Central  Asia  to  a 
front-line  actor.  The  Pentagon  has  rapid- 
ly expanded  military  ties  with  the  gov- 
ernments of  the  three  former  Soviet  re- 
publics whose  people  share  the  Fergana 
Valley:  Tajikistan  and  Kyrgyzstan,  in  ad- 
dition to  Uzbekistan.  Indeed,  thousands 
of  American  soldiers  are  stationed  at  one 
new  base  in  Uzbekistan,  and  the  U.  S.  is 
building  another  in  Kyrgyzstan.  With  the 
Afghan  war  still  unfinished,  the 
U.  S.  appears  to  be  settling  in 
for  the  long  term. 

But  except  for  Tajikistan, 
where  opposition  political  fac- 
tions share  power  in  a  fragile 
coalition  government,  these 
regimes  are  run  by  corrupt 
autocrats,  im willing  to  coim- 
tenance  even  peaceful  Islamic 
parties.  The  President  of 
Uzbekistan,  Islam  Karimov,  a 
former  Communist  Party  boss 
who  seized  power  in  1991,  re- 
cently conducted  a  sham  elec- 
tion to  extend  his  term  in  office.  His 
jails  are  filled  with  dissidents,  some  of 
whom  have  been  tortured,  according  to 
reliable  reports  of  human-rights  groups. 
The  State  Dept.  is  nevertheless  plan- 
ning to  triple  the  current  level  of  U.  S. 
economic  assistance  to  Uzbekistan,  to 
$160  million.  By  aligning  itself  with  au- 
tocrats, the  U.S.  risks  being  seen  as 
part  of  the  region's  problem. 

Rashid  carefiiUy  traces  Islam's  devel- 
opment there,  showing  how  political  ma- 
nipulators have  exploited  the  faith.  In 
ancient  times,  this  valley  was  a  cosmo- 
politan way  station  on  the  fabled  Silk 
Road  trade  route.  As  such,  it  had  a  tra- 
dition of  tolerance.  Islamic  fundamen- 
talism is  a  relatively  recent  foreign  im- 
port, imbibed  from  such  sources  as  the 
puritanical  Wahhabi  missionaries  from 


AHMED     RASHID 

1 

Saudi  Arabia.  It  became  popular  during 
the  period  of  Soviet  domination,  notablj 
the  1980s,  when  underground  funda- 
mentalist sects  shrewdly  styled  them- 
selves as  a  challenge  to  political  tyranny 
Tolerance  isn't  the  only  victim  of  fun- 
damentalism. Today's  Islamic  militant 
groups  are  twisting  the  concept  of  jihad 
which  in  its  more  important  sense  in 
volves  an  inner  struggle  to  achieve 
moral  purity.  Instead,  the  militants  pres 
ent  jihad  as  a  call  to  arms  to  create  a 
strict  Islamic  society.  But  they  offer  lit- 
tle in  the  way  of  a  positive  agenda 
"The  new  jihadi  groups,"  Rashid  writes 
"have  no  economic  manifesto,  no  plan 
for  better  governance  and  the  building 
of  political  institutions,  and  no  blueprint 
for  creating  democratic  participation." 
Here  lies  a  vacuum  that  the  U.  S 
and  Western  allies  could  fill.  As  Rashic 
sees  it,  the  area's  corrupt  and  short- 
sighted regimes  will  not  reform  them- 
selves. Western  nations  must  explicitlj<~ 
link  fresh  aid  to  progress  on  huma 
rights,  freedom  of  the  press 
pro-market  reforms,  an 
open  operations  for  politica 
parties,  including  peacefu 
Islamic  ones.  This  advice 
sensible.  In  this  battle  o 
ideas  with  jihad  militants 
likely  to  last  for  decades 
America's  best  weapon  is  in 
sistence  on  liberal  values 

Rashid's  economic-poHcy 
advice  is  less  convincing  t 
his  political  analysis.  He  em 
phasizes  development  of  th 
region's  economy  arotmd  energy  re 
sources.  This  is  imlikely  to  work.  Fo; 
one  thing,  the  volatile  Fergana  VaUey  i 
some  1,000  miles  east  of  the  principal  o: 
and  gas  deposits,  which  are  in  the  Caspi 
an  Sea  basin.  For  another,  oil  is  often 
crippling  addiction  rather  than  a  pallia 
tive  for  emerging-market  economies,  as 
booming  commodity  sector  drives  up  cur- 
rency rates  and  crowds  out  other  indus 
try.  Better  would  be  small-scale  aid  p] 
grams  that  could  stimulate  diversifie 
agriculture  and  light  industry. 

But  that's  a  secondary  matter.  I 
Jihad,  Rashid  has  delivered  a  powe 
warning  that  the  West,  only  now  turn 
ing  its  attention  to  Central  Asia  afte 
years  of  neglect,  must  not  ignore. 

BYPAULSTAROBIN 
Moscow  Bureau  Chief  Starobin  covers\ 
former  Soviet  Central  Asia. 
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IN  ASIA'S  FERGANA  VALLEY,  "A  SOCIAL  AND 
POLITICAL  EXPLOSION  SEEMS  INESCAPABLE" 
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BY  STEPHEN  H.  WILPSTROM 

tec  h&you  ©business  week,  com 

CAN  ANYONE  PIT  A  LID 
ON  PORNO  SPAM? 


A  couple  of  weeks  ago,  I  asked  readers  for 
suggestions  on  dealing  with  a  rising  tide 
of  junk  e-mail,  particularly  pornography. 
You  weren't  shy,  and  your  responses  con\'inced 
me  that  there  is  tremendous  anger  over  the  sit- 
uation. But  despite  recei\'ing  a  number  of  inter- 
esting ideas,  I  am  gloomier  than  ever  about  the 
prospects  for  relief. 

"This  a\\"ful  stuff  continues  to  come  in  every 
day,"  says  .JeiTj'  Gropp  of  Mercer  Island, 
Wash.,  reflecting  the  views  of  a  large  num- 
ber of  readers.  "Seeing  what  sick  minds  can 
do  to  misuse  the  mar\'elous  thing  that  is  e-mail  is 
discoiiraging." 

Some  people  find  such  mail  embarrassing  and 
frightening.  They  are  angry  that  neither  Internet 
senice  pro\iders  nor  government  seems  willing 
or  able  to  do  anything,  hsary  Bieber,  of  Oak- 
land, Calif.,  received  smutty  mail  in  his 
Hotmail  account  that  seemed  to  come  fi-om 
his  own  Mindspring  account.  "I  was  furious  my 
name  was  hijacked  and  wrote  Mindspring  and 
Hotmail  and  didn't  receive  rephes  from  either 
of  them,"  he  wTote.  "It  would  have  been 
very  embarrassing  to  have  this  sent  to  my 
pastor  and  friends.  If  this  had  been  sent  to 
company  executives,  I  could  have  lost 
my  job  because  they  have  a  zero-pom  Vr^ 
policy."  Others  fear  for  their  children. 
"You  can't  let  a  child  on  [the  computer] 
to  send  e-mail  to  grandparents  without 
checking  for  this  type  of  trash  first,"  WTote 
Doris  Bertch  of  Poway,  Calif. 

Many  readers  noted  that  they  never  receive 
pornographic  postal  mail  or  telephone  solicita- 
tions and  surmised  the  law  is  the  reason.  In- 
deed, sending  "obscene,  lewd,  lascivious,  inde- 
cent, filthy,  or  \dle"  material  through  the  mail, 
solicited  or  not,  can  get  you  10  years  in  prison. 
The  U.  S.  Postal  Inspection  Service  enforces  the 
law.  Similar  laws  cover  telephone  solicitations. 

A  1996  statute  prohibits  the  transmission  of 
such  material  over  an  "interactive  computer  net- 
work." but  it  is  not  clear  whether  it  applies  to  e- 
mail.  In  any  event,  I  can  find  no  indication  of  any 
prosecutions  brought  under  it.  Last  year,  lob- 
byists for  the  direct-mail  industry  killed  legisla- 
tion that  would  have  restricted  junk  e-mail.  Nine- 
teen states  have  attempted  to  restrict  such  spam, 
generally  prohibiting  the  use  of  fake  return  ad- 
dresses or  requiring  that  recipients  be  given  a 
working  method  to  block  future  mail.  But  the 
laws  are  generally  ineffective  because  states  may 
not  regulate  interstate  commerce.  In  one  small 


Folks  are 
disgusted-but 
can't  achieve 
much  without 
help  from  the 
e-commerce 
industry 
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success,  I  did  hear  from  Bennett  Haselton  < 
Seattle,  who  has  won,  but  not  yet  collected,  foi 
$500  judgments  under  a  Washington  state  law 
Several  ^Titers  suggested  attacking  the  eci 
nomics  of  jimk  mail.  No  direct  mailer  or  tel< 
marketer  could  afford  to  be  as  profligate  as 
spammer  in  sending  out  unsohcited  message 
"Jvmk  e-mail  only  gets  sent  because  there  is  r 
real  cost  to  the  originator,"  wrote  computer  sc 
entist  Martin  Campbell-Kelly  of  the  University 
Warv^ick  in  Coventry,  England.  "Hence,  a  soli 
tion  might  be  for  isPs  to  charge,  say,  Ic  pt 
e-mail,  which  would  be  credited  to  one's  montl 
ly  biU.  Any  normal  user  would  get  a  few  hundre 
e-mails  per  month  free,  but  a  spammer  would  b 
deterred  from  sending  miUions  of  e-mails."  Th 
fees  would  have  to  be  universal  or  spammei 
would  simply  use  free  isps. 


There  are  plenty  of  people  of  good  will  ou 
there  who  want  to  attack  the  problem,  but  thi 
silence  from  the  industry,  particularly  the  iSP; 
who  would  have  to  make  any  solution  work,  i 
deeply  discouraging.  Indi\idual  isPs  have  acted 
but,  uncoordinated,  accomplish  little.  "I  represen 
an  ISP  that  is  doing  some  of  the  things  you  ad 
vocate,"  says  Rom  Mattesich,  chief  technical  of 
fleer  of  GlobaDCchange  Communications  in  Miami 
"I  can  assure  that  we  and  the  industry  we  relatt 
to  have  cooperated  in  pursuing  and  eliminating 
known  obnoxious  spammers,  but  the  effort  i: 
akin  to  sticking  your  flnger  in  a  leaky  dam  an( 
hoping  it  will  hold  against  an  onrushing  flood 
This  problem  has  many  aspects.  To  stem  th< 
tide  requires  a  coordinated  legal,  political,  eco 
nomic,  and  technical  assault  of  multinational  pro 
portions.  Call  it  a  jiliad  on  smut." 

I'm  ready  to  join.  But  I'm  still  looking  foi 
someone  in  the  industry  to  take  the  lead. 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


ENRON  WAS  MOSTLY  RIGHT 
ABOIT  ONE  THING:  DEREGULATION 


PLUSES: 

While  its 

actions  were 

self-serving, 

Enron  also 

promoted 

competition 

and  battled 

against 

entrenched 

power 

companies 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


Enron  Corp.'s  collapse  and  the  highly  pub- 
licized shortage  of  electric  power  in  Cali- 
fornia during  the  summer  of  2000  are  al- 
leged to  demonstrate  that  deregulation  of 
electricity  has  gone  too  far.  But  I  believe  this  is 
a  misreading  of  what  happened,  and  that  both 
episodes  are  really  further  evidence  deregula- 
tion has  many  pitfalls. 

Enron  had  been  promoted  as  the  type  of  as- 
set-light, knowledge-intensive  company  that  is 
leading  the  New  Economy.  This  is  why  its  bank- 
iniptcy  surprised  and  angered  many  regulators, 
economists,  accountants,  money  managers,  jour- 
nalists, and  others  who've  been  taken  in  by  the 
blatant  self-promotion  of  Enron.  Yet  the  com- 
pany's failure  mainly  reflected  the  pricking  of  a 
bubble  created  by  the  inflated  valuations  of  many 
other  high-tech  companies,  not  just  Enron. 

The  company  had  been  a  minor  player  in  the 
gas  pipeline  business  until  it  recognized  the  po- 
tential market  for  derivatives  based  on  fluctua- 
tions in  wholesale  energy  prices.  Energy  de- 
rivatives are  option  contracts  used  to  hedge 
risk  against  fluctuations  in  electricity,  natural 
gas,  and  other  energy  prices.  Moving  aggres- 
sively, it  became  the  largest  trader  of  electrici- 
ty and  gas  derivatives,  mainly  in  the  over-the- 
counter  market. 

Em-on  had  a  real  insight  into  the  role  of  new 
types  of  securities  in  deregulated  power  mar- 
kets. However,  the  company  managed  to  hide 
from  investors  and  regulators  its  bad  manage- 
ment and  possible  corruption  by  shamelessly 
promoting  its  image.  Among  other  dubious  pro- 
cedures, it  booked  the  entire  value  of  its  trades 
as  revenues.  That  artificially  made  it  one  of  the 
largest  companies  in  the  U.  S.  Wall  Street  trading 
firms,  for  instance,  only  book  the  spread  as  rev- 
enues, not  the  whole  trade.  In  addition,  Enron 
overstated  profits  with  loose  and  allegedly  fraud- 
ulent accounting.  To  gain  respectability,  Enron 
generously  supported  community  causes  in  Hous- 
ton and  hired  pubhc  intellectuals  with  differing 
political  views  to  advisory  boards. 

The  company  contributed  to  politicians  of  both 
parties,  although  more  to  Republicans,  to  en- 
coui-age  further  and  faster  deregulation  of  elec- 
tricity mai-kets  at  state  and  federal  levels,  espe- 
cially when  it  would  help  its  own  power  and 
trading  companies.  These  Em-on  political  activi- 
ties reinforced  a  common  view  that  corporate 
campaign  contributions  are  pernicious,  and  so 
encouraged  Congress  to  try  once  again  to  re- 
fonn  laws  dealing  with  these  contributions. 

In  its  defense,  Enron's  actions,  while  self-serv- 


ing, were  generally  good  for  the  economy  as 
whole.  The  company  promoted  greater  competi 
tion  in  electric  power.  Enron  battled  against  en 
trenched  state  and  local  electric  power  companie; 
that  opposed  deregulation  to  preserve  their  mo 
nopolies.  Enron's  total  expenditures  on  politic; 
influence  were  tiny  compared  with  the  potenti; 
benefits  to  consumers  from  competition  in  ei 
ergy  markets. 

It  is  too  early  to  assess  conclusively  the  effect 
on  prices  and  service  in  the  relatively  high-cos 
states  such  as  California  and  Pennsylvania  tha 
partially  deregulated  their  electricity  markets] 
But  the  evidence  is  encouraging  from  nation 
like  Australia,  Great  Britain,  and  parts  of  Scan 
dinavia  that  moved  faster  to  deregulate.  For  ex 
ample,  wholesale  electricity  prices  in  Australicj 
dropped  by  more  than  one-third  since  deregula 
tion  began  there  in  1993.  Consumers  in  Britair] 
also  reaped  sizable  benefits  in  the  form  of  lowe 
prices  and  better  service.  Finally,  it  is  a  testa 
ment  to  the  new  flexibility  of  U.  S.  energy  mar 
kets  that  Enron  could  fail  without  disruptin; 
gas  or  electricity  supplies. 

California's  power  crisis  is  considered  a  tellin: 
counterexample,  but  it  mainly  demonstrates  that 
badly  designed  partial  deregulation  may  be  worse 
than  doing  nothing.  California's  retail  electricity 
prices  were  kept  fixed  while  wholesale  price 
were  free  to  be  determined  by  supply  and  de 
mand.  Forw^ard  contracts  by  retail  power  com 
panies  were  prohibited  and  these  companies  wer* 
prevented  from  owning  wholesale  suppUers  o: 
electricity.  As  a  result,  power  companies  wer 
caught  in  a  classic  profit  squeeze  when  wholesal 
prices  rose  sharply  while  retail  prices  were  not] 
allowed  to  adjust  upward. 

To  be  sure,  the  Enron  debacle  indicates  th< 
need  for  stricter  guidelines  on  accounting  anca 
greater  Internal  Revenue  Service  oversight.  Still 
stock  markets  have  responded  by  punishing  En 
ron  severely  for  the  company's  transgressions 
and  investors  have  begun  to  look  more  skepti- 
cally at  "new"  accounting  methods.  In  response 
many  companies  have  taken  steps  to  make  theii] 
costs  and  revenues  more  transparent. 

Had  states  fully  deregulated  their  electricity; 
markets,  the  Enron  political  scandal  would  have 
been  largely  avoided.  The  company  could  not 
have  gamed  the  system  by  encouraging  politi- 
cians to  deregulate  as  it  favored.  I  conclude  that 
flexible  prices  and  competition  are  far  more  ef 
fective  ways  to  improve  energy  markets  than  al- 
lowing bureaucrats  and  politicians  to  determine 
the  speed  and  direction  of  deregulation. 
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GAME  THEORY'S 
HIDDEN  HOLES 

People  often  act  irrationally 

To  economists,  Russell  Crowe  is  the 
sentimental  choice  for  Best  Actor 
at  this  year's  Academy  Awards.  In  A 
Beautiful  Mind,  Crowe  plays  John  F. 
Nash  Jr.,  the  brilliant  mathematician 
who  shared  the  1994  Nobel  Prize  in  eco- 
nomics for  his  work  on  game  theory. 
The  groundbreaking  theory  describes 
the  strategies  that  people  should  em- 
ploy to  maximize 
their  payoffs  in  view 
of  the  strategies  that 
others  are  most  likely 
to  use.  It  has  been 
deployed  in  every- 
thing from  antitrust 
law  to  auctions  of 
wireless  licenses. 

Unfortunately, 
game  theory  has  an 
AchiUes'  heel:  People 
don't  necessarily  be- 
have the  way  that 
game  theory  says 
they  ought  to.  Some 
theorists  consider  that  a  minor  difficulty. 
But  a  study  by  economists  at  the  Uni- 
versity of  Virginia  shows  just  how  com- 
mon it  is  to  act  in  ways  that  seem,  by 
game-theory  standards,  irrational.  The 
study,  by  Jacob  K.  Goeree  and  Charles 
A.  Holt,  was  based  on  10  experiments 
with  University  of  Virginia  undergrad- 
uates who  were  schooled  in  game  theo- 
ry. It  was  published  in  the  December  is- 
sue of  Tlie  American  Economic  Review. 
In  one  experiment  called  "traveler's 
dilenmia,"  two  students  chose  numbers 
from  a  range.  Each  would  get  cash 
equal  to  the  lover  of  the  two  numbers 
picked — for  instance,  $150.  That  means 
they  would  do  be- 1:  if  both  picked  high 
numbers.  But  there  was  a  coimterin- 
centive:  The  srudent  who  chose  the 
hi:  her  number  h  .1  to  pay  a  $5  penalty. 
The  game  was  jm.  -d  just  once  so  the 
students  couldn't  =  i  cooperation.  By 
Nash's  theory,  each  Si.uuld  have  tried  to 
undercut  the  other  jus.  a  bit  to  avoid 
the  $5  penalty.  In  doing  so,  both  in- 
evitably would  have  chosen  the  lowest 
allowable  number  In  real  life,  though, 
most  of  the  students  picked  the  highest 
allowable  number,  to  their  mutual  ben- 
efit. As  long  as  the  penalty  for  being 
the   high-number  picker  was   small. 


JOHN  F.  NASH  JR. 


there  was  no  "race  to  the  bottom." 
Another  experiment  tested  Nash's 
theory  that  players  should  sometimes 
pursue  "mixed  strategies" — vary  their 
actions  to  keep  the  other  players  guess- 
ing. But  the  experimenters  found  that 
students  almost  always  went  for  the 
choice  with  the  highest  potential  payoff. 
Their  predictability  was  fatal:  Their  ri- 
vals correctly  predicted  what  they 
would  do  and  took  counter-actions  that 
deprived  them  of  the  big  payoff. 

Holt  says  the  purpose  of  the  paper 
was  to  "shock  theorists  into  seeing  sit- 
uations where  game  theory  doesn't 
work."  Without  insights  from  behavioral 
economics  and  other  fields,  pure  game 
theory  can  be  a  beautiful  minefield. 


KEEPING  A  LID  ON 
UNEMPLOYMENT 

No  bonus  may  mean  fewer  layoffs 

The  use  of  flexible  pay  soared  during 
the  1990s.  Companies  compensated 
employees  with  bonuses  and  stock  op- 
tions. That  enabled  them  to  share  the 
good  times  with  workers — while  pre- 
ser\ing  their  abihty  to  slash  costs  in 
bad  times  by  rolling  back  the  special 
pay.  Da\id  Lewin,  a  business  professor 
at  the  University  of  California  at  Los 
Angeles,  estimates  that  66%  of  U.S. 
workers  got  variable  pay  last  year,  up 
from  30%  a  decade  earher. 

Nobody  likes  losing  a  bonus,  but  it 
may  be  the  price  for  saving  jobs. 
There's  growing  e\idence  that  compa- 
nies cut  fewer  workers  in  the  recession 
that  began  last  March  than  they  would 
have  if  their  pay  had  been  less  flexible. 
In  the  1990-91  recession,  the  unemploy- 
ment rate  jumped  2.8  percentage  points. 
This  time,  the  jobless  rate  rose  much 
less,  from  4%  last  March  to  5.6%  this 
January.  Because  unemplo3rment  is  a 
lagging  indicator,  economists  expect  the 
rate  to  rise  more  but  not  as  much  as  in 
1990-91. 

WMle  companies  kept  workers,  they 
held  back  on  vaiiable  pay.  ucla's  Lewin 
calculates  that  variable  pay  rose  9.5%  in 
1999,  then  slowed  to  6%  growth  in  2000, 
and  to  about  3%  in  2001.  Among  the 
companies  that  say  flexibility  helped 
minimize  layoffs  are  Rockwell  Interna- 
tional Corp.  and  Agilent  Technologies 
Inc.  While  the  Ud  on  variable  pay  hasn't 
eliminated  layoffs,  says  Steven  E.  Gross, 
a  compensation  consultant  at  William 
M.  Mercer  Inc.,  "it's  helped  reduce  job 
cuts  at  the  margin." 

By  Robert  Bemer  i 


DEEPER  DEBT 
FOR  UNCLE  SAM 

It  could  total  $5.8  trillion  by  2006 


i 


How^  much  longer  can  the  U.  S.  rac 
up  gigantic  current-account  deficit: 
The  world's  largest  debtor  is  gettir 
deeper  in  hock  to  the  rest  of  the  wor 
by  the  day.  Economists  at  Goldma 
Sachs  &  Co.  predict  that  the  net  debt 
the  U.S.  will  reach  nearly  $5.8  triliii 
by  the  end  of  2006,  which  would 
about  46%  of  that  year's  gross  domes 
product.  In  contrast,  the  net  debt 
the  U.  S.  was  just  13%  of  GDP  as  n 
cently  as  1997  (chart). 

In  a  report  last  month,  Jim  O'Ne: 
Goldman's  head  of  global  economic  r^ 
search,  calculated  it  woxild  require  a  30' 
increase  in  U.S.  exports  to  halve  tl 
deficit  in  the  U.  S.  current  account — tl  f - 
broad  measure  of  trade  in  goods  and  ser 
ices  and  investment  income.  A  30%  expo 
increase  would  be  a  stretch,  thoug 
O'Neill  calculates  that  to  achieve  it  puT'  ' 
ly  through  more  favorable  exchange  rat( , 
would  require  a  43%  depreciation  of  tl  "^ 
dollar  against  other  currencies.  Altem; 
tively,  he  says,  the  current-account  defic 
could  be  halved  through  a  23%  increase 
foreign  demand. 

Goldman  has  worried  about  U. ; 
trade  deficits  since  1999,  w^hen  it  caUfj 
them,  in  a  headline,  "Unsustainable 
Its  alarm  was  premature:  To  date,  tl 
debt  burden  has  been  light  because  fo 
eigners  have  financed  U.  S.  spending  b  •" 
buying  U.S.  stocks  and  making  diret"^" 
investments  in  the  U.S.,  such  as  buil( 
ing  factories.  But  in  2001,  foreigneii 
switched  to  buying  bonds,  which  place 
heavier  burden  on  the  U.S.  becaus 
they  require  interest  payments.  La; 
year,  97%  of  the  U.S.  current-accour 
deficit  was  financed  by  net  foreign  pu 
chases  of  bonds  other  than  Treasurie 
O'Neill  concludes  that  'it  is  difficult  tK 
be  anything  other  than  cautious  for  th  Ik  ; 
outlook  for  the  U.  S.  dollar." 
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JHE  PARTY  SPREADS 
rO  THE  FACTORY  FLOOR 


J\s  inventories  fall,  manufacturers  will  gear  up  to  meet  higher  demand 
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A  STRONG  REBOUND  IN 
INDUSTRIAL  ACTIVin 
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The  final  puzzle  piece  has 
1,11^-^^^^— ——^^^  slipped  into  place.  Since  early 
st  '^ebruary,  news  covering  the  drawdown  in  inventories, 
!  >uoyant  consumer  spending,  and  resilient  housing  has 
rf  supported  the  idea  that  the  recovery  is  here.  Now, 
[he  latest  data  suggest  that  the  factory  sector  is  joining 
nn  the  rebound. 

This  bounce  is  significant  for 
two  reasons.  First,  manufac- 
turing was  in  a  downward  spi- 
ral  well   before  the   overall 
economy:  Back  in  late  2000, 
factories  were  reporting  sag- 
ging orders,  production  cuts, 
and  huge  layoffs.  Second,  al- 
though manufacturing  repre- 
sents just  16%  of  the  economy, 
it  is  much  more  volatile  than 
private  services  or  govern- 
S|nent.  Thus,  for  a  sustained  recovery  to  be  in  place,  the 
1^  economy  needs  manufacturing  to  at  least  hold  steady. 
'•    The  recent  news  has  been  uniformly  upbeat  for  the 
entire  economy.  Consumer  spending  began  the  first 
^  [uarter  well  above  its  fourth-quarter  average,  car  sales 
fAre  holding  up,  and  the  nation's  purchasers  said  in- 
jlciiustrial  production  and  orders  are  rising  (chart). 
er    The  Federal  Reserve  also  reported  a  more  stable 
'conomy  in  its  Mar.  6  Beige  Book,  the  roundup  of  re- 
^'nonal  economic  activity.  The  book,  which  was  pre- 
^^)ared  in  advance  of  the  Mar.  19  policy  meeting,  said  "a 
najority  of  Federal  Reserve  districts  report  some  signs 
\  )f  improvement  in  economic  conditions  in  January  and 
;arly  February."  Economists  expect  the  Fed  to  keep 
he  federal  funds  rate  at  its  current  1.75%.  Moreover, 
here  is  almost  no  expectation  that  the  Fed  will  begin 
0  lift  rates  before  the  second  half. 

The  latest  numbers  suggest  that  the  old  saw  about 
nild  recessions  begetting  mild  recoveries  may  no  longer 
lold  true  in  an  economy  shaped  by  technological  ad- 
vances, compressed  reaction  times,  flexible  labor  forces, 
md  spreading  globalization  (page  32).  If  so,  2002  could 
)e  a  stronger  year  for  the  economy  as  a  whole — ^and  for 
nanufacturers  in  particular. 

PROBABLY  THE  BEST  NEWS  on  the  industrial  outlook 
•ame  from  the  nation's  purchasing  managers.  The  In- 
stitute for  Supply  Management  said  its  purchasing 
nanagers'  index  jumped  from  49.9%  in  January  to 
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54.7%  in  February.  For  the  first  time  since  July,  2000, 
the  index  was  above  50%,  the  dividing  line  between  a 
factory  recession  and  expansion.  Meanwhile,  the  PMI  for 
nonmanufacturing — mostly  services — rose  sharply  in 
February,  to  its  highest  level  in  15  months. 

For  the  ism's  manufacturing  report,  the  readings  for 
new  orders  and  production  were  particularly  striking. 
February's  orders  index  was  the  highest  in  more  than 
seven  years,  and  the  9.2-point  jump  in  the  production 
index  was  the  largest  since  1983,  when  the  U.S.  was 
climbing  out  of  the  brutal  1981-1982  recession.  The 
ISM  said  that  an  index  reading  of  54.7%,  if  sustained  for 
all  of  2002,  would  correspond  to  a  4.4%  increase  in 
real  gross  domestic  product  for  the  year. 

The  purchasing  managers 
are  getting  increasingly  wor- 
ried about  the  sparse  level  in 
inventories  held  by  their  cus- 
tomers. In  February,  25% 
thought  the  inventories  were 
too  low,  a  result  of  the  steep 
liquidation  in  2001.  In  the 
fourth  quarter  alone,  busi- 
nesses cut  their  stock  levels 
at  an  annual  rate  of  $120  bil- 
hon.  Despite  that,  the  Com- 
merce Dept.'s  revisions  showed  that  the  economy  grew 
at  a  solid  1.4%  annual  pace  last  quarter,  up  from  the 
original  0.2%  rate.  The  upward  revision  came  from 
higher  consumer  spending  and  fewer  imports. 

Factories  pared  inventories  again  in  January,  but 
not  as  drastically  as  at  the  end  of  2001.  Factory  stock 
levels  fell  an  additional  0.6%,  the  smallest  drop  since 
May.  The  slowdown  suggests  businesses  may  no  longer 
see  a  need  to  keep  shrinking  their  inventories  (chart). 

THE  END  OF  INVENTORY-CUniNG  ^^dll  be  a  big 

plus  for  manufacturers  in  2002.  Last  year,  U.  S.  goods 
producers  did  not  benefit  from  the  lift  in  consumer 
spending  because  businesses  satisfied  that  demand  from 
existing  stock  levels.  Even  though  people  were  still 
bujdng,  industrial  production  fell  sharply  last  year 

Now,  wholesalers  and  retailers  have  much  less  in- 
ventory on  hand.  That  means  they  will  have  to  re- 
order goods,  which  will  lead  to  increased  production.  In 
the  auto  sector,  it's  already  happening.  Detroit  used  in- 
centives to  ensure  that  consumers  would  keep  buying 
vehicles  after  September  11.  Record  car  sales  cleared 
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out  inventories  in  the  fourth  quarter.  Auto  makers  cut 
back  on  incentives  in  early  2002,  but  car  sales  held 
up  surprisingly  well  in  the  new  year.  In  February, 
sales  of  cars  and  light  trucks  sold  at  an  annual  rate  of 
16.7  million,  up  from  15.8  million  in  January  (chart).  In 
response,  the  major  auto  makers  are  expanding  their 
production  schedules  and  adding  overtime  to  some 
plants.  Increased  vehicle  production  probably  caused  in- 
dustrial production  to  rise  in  February  for  the  first 
time  in  seven  months. 

THE  RISE  IN  VEHICLE  PURCHASES  suggests  another 
advance  in  consumer  spending  in  February.  In  January, 
real  consumer  purchases  increased  by  0.3%  from  De- 
cember. That  means  real  spending  started  the  first 
quarter  at  a  healthy  1.4%  above  its  average  of  the 
fourth  quarter,  when  demand  surged  6%,  thanks  most- 
ly to  record  car  sales.  For  the  rest  of  2002,  house- 
holds seem  willing  and  able  to  keep  their  outlays  grow- 
ing at  a  pace  that  will  keep  manufacturers  busy. 

Note  that  even  though  consumer  purchases  of 
durable  goods  began  the  quarter  falling  at  a  19.1%  an- 
nual rate  from  the  fourth  quarter  (reflecting  the  drop- 
off in  car  sales),  outlays  for  nondurables  such  as  food, 
fuel,  and  clothing  started  the  quarter  8.7%  higher. 
Spending  on  services — about  half  of  total  purchases — 
began  at  a  2.7%  pace.  Services  are  on  a  track  to  post 
the  best  quarterly  showing  in  more  than  a  year. 


GERMANY 


AFTER  A  RECORD  SURGE, 
CAR  SALES  HOLD  UP  WELL 


In  addition,  the  outlook  for  capital  spending,  espe 
cially  for  tech  equipment,  may  be  improving  faste 
than  was  expected  a  few  months  ago.  Factory  order 
rose  1.6%  in  January,  helped  by  a  jump  in  high-tec 
bookings.  Excluding  aircraft,  nondefense  capital  good 
increased  1.5%,  the  third  advance  in  the  past  fou 
months.  Given  that  only  72.7%  of  factory  capacity  is  ht 
ing  used  now,  -an  upturn  in  capital  spending  migh 
seem  unusual.  But  businesses  will  invest  in  equipmen 
during  this  coming  year  not  as  a  way  to  add  capacit 
but  to  increase  the  efficiency  of  their  facilities. 

Of  course,  risks  still  exist 
in  the  outlook.  One  danger  is 
that  fears  of  a  too-strong  re- 
bound will  keep  long-term 
rates  rising.  However,  until  a 
sustained  recovery  is  well  es- 
tabhshed,  the  Fed  is  unlikely 
to  begin  to  nudge  short-term 
interest  rates  back  up. 

Cooler  heads  will  keep  in 
mind  that  the  outlook  is  all  a 
matter  of  degrees.  The  U.S. 

economy  is  not  headed  back  to  the  overheated  surge  c 
the  late  1990s;  it  is  recovering  from  its  2001  rece? 
sion.  And  for  the  first  time  in  about  18  months,  a  ^ 
the  economic  data — including  those  from  manufactui  ^ 
ing — look  a  lot  better. 
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A  BRIEF  RECESSION-IF  EXPORTS  PICK  UP 


Tenuous  hopes  that  Germany 
might  avoid  recession  dis- 
solved on  Feb.  27,  when  news 
showed  that  the  economy  con- 
tracted for  two  quarters  in  a  row, 

Fourth-quarter  real  gross  do- 
mestic product  fell  by 
0.3%.  The  decline  was 
the  largest  in  3  1/2 
years;  it  followed  a 
0.2%  drop  in  the  third 
quarter.  Germany  is 
now  the  laggard  of  the 
12-member  euro  zone. 

Only  the  govern- 
ment sector  showed 
any  strength  at  the 
end  of  2001,  although  a 
smaller  drawdowTi  in  inventories 
added  to  real  GDP  growth  last 
quarter.  Perhaps  most  worrisome 
was  the  1.1%  drop  in  exports,  the 
first  decline  in  three  years.  Ex- 
ports had  been  Germany's  key 
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source  of  growth.  The  slowdown 
in  the  rest  of  the  euro  zone — plus 
the  U.S.  recession — has  cut  into 
demand  for  German  goods. 

For  2002,  the  economy  is  ex- 
pected to  grow  between  0.7%  and 
2.5%,  but  the  early 
data  suggest  the  first 
half  uill  be  much 
weaker  than  the  latter 
half.  The  purchasing 
managers'  index  rose, 
but  the  level  still  sug- 
gests that  the  factory 
sector  is  shrinking. 
Business  expectations 
surged  in  February  as 
executives  hoped  for  a 
second-half  recovery,  but  the  read- 
ing on  current  economic  conditions 
slipped  further.  At  least,  the  job 
markets  may  have  stopped  deteri- 
orating. The  number  of  unem- 
ployed rose  by  only  1,000  in  Feb- 
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ruary,  the  smallest  loss  in  over  a 
year  (chart). 

Growth  will  pick  up  later  in  the 
year,  when  German  exports  re- 
bound— perhaps  quite  sharply  if 
the  rest  of  the  euro  zone  snaps 
back.  Meanwhile,  slack  domestic 
demand  and  cheaper  fuel  have 
kept  German  inflation  low.  In  Jan- 
uary, producer  prices  were  down 
0.1%  from  a  year  ago,  and  in  Feb- 
ruary, the  yearly  gain  in  consumer 
prices  was  just  1.7%. 

Despite  mild  inflation,  German 
companies  cannot  count  on  decUn- 
ing  interest  rates  to  provide  any 
help.  The  shift  in  expectations 
means  that  the  European  Central 
Bank  is  sure  to  keep  rates  on 
hold  in  coming  months.  Its  next 
move  wall  be  a  rate  hike  following 
any  tightening  by  the  U.  S.  Feder- 
al Reserve,  but  that's  more  likely 
a  second-half  event.  m\ 
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When  you  attract  the  best  talent,  you  can  offer  smarter  solutions. 
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For  the  fourth  year  in  a  row,  Ernst  &  Young  has  been  named 
one  of  FORTUNE"  magazine's  "100  Best  Companies  to  Work  For." 

Our  enticing  work  environment  draws  top  talent  which  means  we 
can  offer  smarter  solutions  for  your  business.  And  by  empowering 
our  people  with  award-winning  technology,  greater  professional 
development  and  proven  tools  to  help  integrate  work  and  life,  we  help 
them  to  succeed.  Which  leads  to  your  success,  too.  How  sweet  it  is. 
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The  U.S.  economy  truly  has 
changed.  If  there  is  any 
doubt  about  that,  look  at 
the  surprisingly  mild  2001 
recession — if  that's  what  it  
really  was.  Last  year's  eco- 
nomic resilience  defied  expectations,  even  in  the 
wake  of  the  woi-st  shock  to  the  U.  S.  psyche  since  World 
War  II.  Now,  a  new  and  more  exciting  possibility  is  shaping 
up:  The  New  Economy  forces  that  helped  to  mitigate  the  re- 
cession may  well  generate  a  stronger-than-expected  recoverj'. 
Don't  expect  a  reprise  of  the  late- 1990s  boom.  But  com- 
pared with  forecasts  of  less  than  I've  gro'«"th  for  the  fii-st 
half  that  were  common  as  recently  as  a  month 
ago,  economists  are  increasingly  conxinced  that 
the  U.  S.  could  turn  in  a  3%-to-4%  gro\\th  spurt. 
"Evenlhing  that  could  be  going  right  for  the  re- 
coveiy  is  going  right,"  says  Ian  C.  Shepherdson 
of  High  Frequency  Economics.  Indeed,  from 
manufacturing  and  consumer  spending  to  con- 
stiTiction,  almost  ever\-  report  for  January  and 
February  has  beaten  expectations.  Not  only,  in 
the  words  of  one  Federal  Reser\"e  insider,  could 
the  first  half  "be  gangbusters,"  the  momentum 


First-half  growth 

could  be  three  or 

four  times  recent 

expectations 
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may  well  be  sustainable.  The  rise  ii  f; : 
demand  is  triggeiing  hikes  in  Indus  Kc? 
trial  output  that  should  lead  to  gain  » 
in  jobs  and  income  that  can  be  spen 
later  on. 

Perhaps  the  biggest  surprise  ifc: 
that  the  momentum  even  points  to  faster-than-expected  re 
coveries  in  profits  and  capital  spending,  which  were  by  fs 
the  hardest  hit  in  the  recession.  Upturns  there  wiU  proxid 
the  ciTicial  fuel  needed  to  carry  the  rebound  into  the  secon( 
half,  and  the  new  structural  influences  of  technology',  pn 
ductixity.  and  global  markets  wiU  help  to  supply  the  thrus 


More  rapid  gi'owth  will  also  limit  this  year's  rise  in  unem 
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A  Shorter,  Milder 
Downturn 

Compared  with  recessions  of 
the  past,  the  2001  downturn 
was  a  gentle  slump 
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L  QUARTERLY  PERCENT  CHANGE.  AT  ANNUAL  RATES 


loyment.  And  the  benefits  are  also  starting  to  show  up 
broad  as  stronger  U.  S.  growth  helps  to  rekindle  activity  in 
Jurope  and  Southeast  Asia. 

For  now,  though,  this  rosy  view  is  mostly  held  by  econo- 

lists.  Many  CEOs  have  yet  to  break  out  the  champagne. 

While  the  technical  indicators  may  suggest  a  recovery,  the 

[ractical  signals  we  live  vvith  don't  validate  that  notion," 

ays  Barry  W.  Perry,  chairman  and  chief  executive  officer  of 

iterials  company  Engelhard  Corp.  But  that  doesn't  surprise 

i.onomist  James  E.  Glassman  of  J.  P.  Morgan  Chase  &  Co. 

This  is  a  situation  that  hasn't  quite  showTi  up  on  the  front 

ne,"  he  says.  "It's  just  that  we  economists  are  looking  at  a 

tuation  that  tells  us  to  fasten  your  seat  belts." 

Of  course,  ceo  caution  is  hardly  unwarranted.  Risks  to  this 

lue-sky  scenario  remain,  and  chief  among  them  is  the  danger 

diiat  the  first-half  growth  spurt  is  steaUng  business  from  the 

w  econd.  If  demand  is  too  weak  and  profits  don't  come  in  ro- 

ro  ust  enough  to  persuade  businesses  to  bump  up  their  capital- 

st  [pending  plans,  the  inventory-led  acceleration  in  the  first 

ID  jalf  will  peter  out  as  soon  as  companies  have  restocked  their 

helves.  With  profits  weak,  that's  still  a  

5iajor  concern  of  Fed  Chairman  Alan 
Ireenspan  (page  39).  Other  risks,  such 
s  high  debt  loads  or  an  unexpected  fi- 
t  ancial  market  shock,  could  send  opti- 
listic  expectations  tanking  rapidly  as 
.-ell  (page  36). 
But  even  investors  jaded  by  the 
:i|ech  bust  and  18  months  of  sliding 
tock  prices  are  finally  believing  in  bet- 
er  times.  Stocks  posted  their  largest 
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and  broadest  two-day  advance  since  late  2000  on  Mar.  1  and 
Mar.  4,  with  the  Dow  Jones  industrial  average  surging  480 
points.  Expectations  of  a  healthier  economy  and  higher  prof- 
its seem  to  have  finally  trumped  accounting  questions  and 
loan  worries  (page  38). 

Moreover,  the  good  news  from  the  U.  S.  economy  is  starting 
to  be  felt  around  the  world.  The  U.  S.  led  the  global  slowdown, 
and  it  will  lead  the  upturn.  For  startei-s,  Canada  and  Mex- 
ico, which  ac- 
count for  30% 
of  the  volume 
of  U.  S.  trade, 
will   benefit 

enormously.  So  will  Europe.  With  the  exception  of  Germany, 
Europe  escaped  sliding  into  a  recession.  Now,  says  Kevin 
Gaynor,  chief  European  economist  for  UBS  Warburg,  the  weight 
of  evidence  supporting  recovery  continues  to  build,  from  in- 
creased business  confidence  to  improved  export  performance. 
The  current  expectation  is  that  a  stronger-than-expected  U.S. 
upswing  will  prompt  greater  growth  in  Europe,  though  with  a 
three-  to  four-month  delay. 

Asia  is  already  profiting  fi*om  Amer- 
ica's rebound.  Even  before  the  latest 
upbeat  data,  stock  markets  from  Tai- 
wan to  Singapore  to  Korea  had  been 
gaining  momentum  as  investors  bid  up 
companies,  especially  in  electronics,  in 
anticipation  of  a  U.  S.  upturn.  It's  not 
just  financial  market  speculation.  Prices 
for  dynamic  random-access  memory 
chips  have  shot  up  in  recent  months, 
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Faster 

Action,  More 
Resilience 

►  This  recession  has  been 
unlike  any  other.  Typically, 
three  quarters  after  the 
economy  peaks,  consumer 
spending  and  productivity  are 
falling,  wages  and  inventories 
are  flat,  and  the  Fed  is  just 
getting  around  to  cutting  rates. 
This  time,  the  Fed  chopped 
rates  rapidly,  helping 
productivity,  compensation,  and 
consumer  spending  to  remain 
strong  while  companies  have 
slashed  inventories. 

Data:  Federal  Reserve,  Labor  Dept., 
Commerce  Dept.,  BusinessWeek 
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THE  SURPRISE  ECONOMY 


and  production  in  certain  lines  is  starting  to  pick  up.  "The 
first  quarter  is  pretty  strong,"  says  Charles  Kau,  executive 
vice-president  for  Nanya  Technology,  Taiwan's  biggest  pro- 
ducer of  DRAM  chips.  Moreover,  the  tech  bust  washed  out 
some  excess  global  capacity.  "Supply  has  actually  dropped," 
says  Lau.  Capacity  utilization  at  CMC  Magnetics  Corp.,  a  Tai- 
wan-based producer  of  recordable  CDs  with  factories  spread 
across  the  globe,  has  risen  to  100%  from  40%  a  year  ago. 
Why  the  surprisingly  brighter  outlook?  The  story  is  both 

cyclical  and  structural.  The 
cycKcal  part  starts  with  in- 
ventories, which  vvill  pro- 
vide the  biggest  bang  in 
the  first  half.  Businesses 
slashed  their  stock  levels  in  2001,  a  move  that  subtracted 
more  than  a  percentage  point  from  growth  in  real  gross  do- 
mestic product.  Although  the  liquidation  was  broad,  tech 
stockpiles  were  hit  especially  hard.  Inventories  at  Cisco  Sys- 
tems Inc.,  the  networking  kingpin,  are  at  their  lowest  level  in 
seven  quarters,  a  60%  drop  from  a  year  ago.  It's  the  same 
story  at  SCom  Corp.,  where  stockpiles  are  down  57%.  "If  any- 
thing, inventories  may  have  come  down  too  far,"  says  Merrill 
Lynch  &  Co.  senior  analyst  Sam  Wilson. 

Indeed,  inventories  economywide  are  so  low  that  compa- 
nies now  have  to  ramp  up  production  to  meet  demand.  In 
February,  manufacturing  showed  signs  of  reboimding  from  a 
contraction  that  began  in  late  2000  (page  29).  Since  invento- 
ries are  unsold  output,  a  slower  pace  of  liquidation  means 
that  production  is  accelerating.  If  the  liquidation  comes  to  a 
halt  by  midyear,  as  widely  expected,  the  extra  output  \vi\\ 
add,  on  average,  about  2.5  percentage  points  to  economic 
gi-o\\i:h  in  each  of  the  fii'st  and  second  quarters.  And  by 
the  second  half,  companies  should  begin  to  rebuild  their  in- 
ventories outright  if  they  see  a  steady  growth  in  demand. 
The  critical  question  is  whether  demand  will  rise  sharply 
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enough  to  keep  the  orders  coming  in  the  second  half  once  ii 
ventories  have  been  replenished. 

So  far,  at  least,  consumers  seem  up  to  doing  their  part  t  ^.^^ 
keep  things  going.  "The  biggest  surprise  is  the  strength  i 
consumer  spending  and  housing,"  says  economist  William  ( 
Dudley  of  Goldman,  Sachs  &  Co.  Just  look  at  demand  fc 
cars.  Sales  averaged  an  annual  rate  of  16.1  milHon  in  JanuarL^ 
and  February  and  have  stayed  strong  even  though  generou  ^, 
buyer  incentives  ended  last  year.  Solid  sales  are  boostin 
production,  a  direct  result  of  last  year's  sharp  reduction  in  ir 
ventories.  Ford  Motor  Co.  announced  on  Mar.  1  that  it  plar 
to  raise  second-quarter  North  American  production  by  4%,  1 
1.18  million  vehicles.  Overall,  auto  makers  expect  to  build  4.. 
million  vehicles  in  2002,  2.2%  ahead  of  year-ago  figures. 

Consumers  aren't  just  parking  something  new  in  the  driv 
way.  They're  also  splurging  on  home  goods.  Appliance  make 
Whirlpool  Corp.  is  seeing  its  best  growth  in  high-end  appl 
ances,  such  as  washer-dryer  sets  that  retail  for  $2,500.  Th 
Benton  Harbor  (Mich.)  company  says  sales  are  running  10^ 
above  2001  levels  and  that  earnings  in  the  first  quarter  coul 
be  as  much  as  20%  above  last  year's  $88.3  million.  At  Pier 
Imports  Inc.,  profit  projections  have  also  been  pushed  highe 
The  retailer  of  home  furnishings  and  knickknacks  raised  it 
earnings  target  for  the  fourth  quarter,  which  ended  Mar. 
three  times  in  the  past  two  months.  For  2002,  sales  are  e> 
pected  to  be  up  10%.  Says  Chairman  and  CEO  Marvin 
Girouard:  "I'm  so  positive,  it's  scary.  I  see  nothing  but  upside. 

Americans  can  shop  because  they  still  have  plenty  of  mort' 
ey  to  spend.  Although  the  weakness  in  the  labor  market 
means  that  pay  gains  will  slow  in  2002,  inflation  is  expected  t 
decline  as  well.  As  a  result,  workers'  real  pay  wiH  continue  t 
grow  at  a  healthy  clip.  That  boost  to  purchasing  powe 
should  keep  consumer  spending  rising  at  a  moderate  pac 
throughout  2002.  Household  finances  are  also  gaining  fror 
lower  interest  rates,  mortgage  refinancings,  and  tax  rebate; 
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''CONCRETE  EVIDENCE** /br  the  second  half,  54%  of  companies  surveyed  pk 
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"IVue,  overall  consumer  credit-card  debt  rose  considerably  in 
cent  years,  but  the  asset  side  of  household  balance  sheets 
sted  handsome  gains  as  well.  Increases  in  home  values 
e  offsetting  stock-market  losses,  which  are  concentrated 
ong  higher-income  individuals. 
As  encouraging  as  the  cyclical  upturn  is  for  future  growth, 

he  more  important  story  for  the  near  term  will  be  the 
^'tructural  changes  stemming  from  technological  advances, 

ew  efficiencies,  and  more  interconnected  global  markets. 

Indeed,  the  New  Economy  is  debunking  the  old  truism  that 

^!nild  recessions  generate  weak  recoveries.  According  to  this 

'  irgument,  steep  recessions  purge  the  economy  of  imbalances, 

*■  iuch  as  excess  inventories  and  heavy  debt.  They  also  create 

i)ent-up  demand  by  consumers  that  is  released  when  the 
"  conomy  begins  to  improve.  Absent  these  forces,  the  theory 
'^.  [oes,  an  uptvim  has  no  initial  burst  of  speed. 
?^  For  now,  at  least,  the  old  thinking  isn't  holding  up,  largely 
'"  hanks  to  astonishing  gains  in  U.  S.  productivity  despite  the 
I  ecession.  The  Commerce  Dept.  has  revised  fourth-quarter 
^  1001  economic  growth  upward,  from  0.2%  to  1.4%.  This 
^  neans  that  producti\'ity  last  quarter  grew  at  an  annual  rate 
*  if  about  5% — much  faster  than  the  already  stellar  3.5%  rise 

hat  was  originally  reported.  And  with  output  rising,  pro- 

uctivity  is  set  to  post  another  healthy  advance  in  the  first 
^[uarter.  Since  the  recession  officially  began  in  March,  2001, 
'[''  >roductivity  has  grown  at  an  annual  rate  of  2.7%.  That's  a 
*■  emarkable  performance  during  a  recession,  especially  since 
^he  average  showing  during  all  downturns  of  the  past  50 
^'  fears  has  been  -0.6%. 

'  High  producti\ity  wall  also  be  a  leading  force  in  sustaining 
-  he  recovery.  In  economics,  accelerating  productixity  growth  is 
•^  ibout  as  close  to  a  free  lunch  as  you  can  get.  Businesses 
'Jon't  need  to  put  through  sharp  price  hikes  to  lift  profit  mar- 
^^''  ^ins,  and  at  the  same  time  workers  can  get  pay  raises  that  are 

n  line  with  the  increase  in  their  productivity.  Moreover,  the 
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Federal  Reserve  can  keep  interest  rates  lower  longer  without 
fear  that  a  solid  recovery  will  boost  inflation. 

Just  as  important,  the  current  growth  in  productivity — 
when  combined  with  a  flexible  labor  force — could  translate 
quickly  into  fatter  profit  margins.  For  now,  businesses  are 
holding  the  line  on  labor  costs  by  slowing  the  growth  of 
variable  pay,  such  as  stock  options  and  bonuses,  or  by  laying 
off  temporary  workers.  Although  temps  make  up  only  2%  of 
payrolls,  they  have  accounted  for  30%  of  aU  jobs  lost  since  last 
March,  a  phenomenon  new'  to  this  business  cycle. 

As  a  result,  total  compensation  has  lagged  behind  the 
growth  in  productivity.  That  allowed  companies  to  slash  unit 
labor  costs  in  the  fourth  quarter,  and  they  will  fall  again  in 
the  first  quarter.  For  the  rest  of  2002,  productivity  gains 
will  keep  unit  costs  so  subdued  that  even  small  advances  in 
prices  and  revenues  will  go  straight  to  the  bottom  Une.  "It's 
a  dynamo  for  profits,"  says  Morgan's  Glassman. 

Indeed,  the  evolution  of  American  labor  markets  has  been 
one  of  the  most  significant  structural  changes  the  U.  S.  econ- 
omy has  undergone.  A  growing  pool  of  part-time  workers  and 
increased  use  of  variable  pay  have  made  the  U.  S.  w^orkforce 
the  most  flexible  ever.  That  aUow's  businesses  to  adjust  quick- 
ly to  changes  in  demand  while  helping  to  save  permanent  jobs 
and  keep  household  income  growing. 

These  new^  dynamics  are  challenging  old  business-cycle 
dogma.  Last  year's  record  collapse  in  business  outlays  for 
equipment  and  unprecedented  inventory  liquidation  should 
have  triggered  massive  layoffs,  falling  incomes,  and  a  serious 
recession.  But  they  didn't.  True,  companies  slashed  payrolls, 
but  the  unemployment -rate  high  of  5.8%  that  was  hit  in 
December  is  w-ell  below^  past  recession  highs,  such  as  the 
10.8%  jobless  rate  of  the  1981-82  downturn.  Moreover,  in  a 
high-productivity  economy,  output  and  real  income  of  house- 
holds can  rise  even  as  employment  falls.  The  evidence:  Last 
year — a  recession  year — the  economy  grew  0.4%,  real  com- 


'^  hike  capital  spending  as  much  as  5%^  and  25%  plan  a  jump  of  5%  or  more 
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pensation  increased  2.5%,  and  consumer  spending  rose  3.1%. 
Another  new  trait  of  the  business  cycle  is  that  business- 
es and  polic\Tnakers  have  sharpened  their  reflexes.  Tech- 
nology- has  given  businesses  real-time  information,  such  as 
computerized  order-tracking  and  inventory-control  systems 

that  allow  managers  to 
revise  \\ith  one  key- 
stroke their  production 
schedules,  work  shifts, 
or  capital  budgets  to 
changes  in  demand.  That  helped  the  U.  S.  economy  respond 
i-apidly  on  the  do^Miswing — and  it  will  help  build  momentum 
on  the  upturn. 

To  be  sui-e,  even  \\ith  the  fanciest  technology',  businesses 
will  never  be  able  to  eliminate  inventor}'  swings.  But  real- 
time information  can  help  them  react  faster  and  more  ag- 
gressively. And  that's  exactly  what  happened.  Businesses 
managed  to  liquidate  stockpiles  at  a  rapid  rate  in  2001.  in- 
cluding a  record  S120  biUion  shiinkage  in  the  fouith  quailer 
alone.  Those  quick  reflexes  will  help  on  the  upside,  too.  EUo 
Le\'}',  senior  \'ice-president  for  Tech  Data  Corp.,  a  Clearwater 


(Fla.)  distributor  of  computer  hardware,  notes  that  retailer  ^ 
and  manufacturers  are  staj-ing  in  close  contact  concerning  in  co 
ventories  and  sales.  As  a  resvilt.  he  says,  "everj'body's  bette  r, 
able  to  match  demand  \\-ith  supply  and  turn  inventorj'^  faster. 

Business  executives  aren't  the  only  ones  with  quick  trigge 
flngersk  Economist  Stephen  GaUagher  at  Societe  General 
believes  that  much  of  the  credit  for  the  economy's  resihenc 
should  go  to  the  rapid  reaction  of  policj-makers  at  the  Fee  |  -: 
For  the  first  time — ^maybe  in  the  history  of  monetarj^  policy- 
the  Fed  began  cutting  interest  rates  before  the  recession  o^  e' 
ficially  began.  "There's  only  one  centi-al  bank  in  the  world  tha  ^ 
has  been  wiUing  to  react  as  fast  to  the  untested  theories  ani  p  7 
data  that  are  available,"  says  Gallagher.  ^y 

But  not  ever\'one's  response  times  are  now  measured  in  In  p^:^ 
temet  time.  In  fact,  the  most  dilator}'  reactions  to  the  re  t^: 
covery  may  be  in  the  tech  sector.  That's  where  the  bigges  ^ ;, 
worn.'  for  recover}'  Ues.  Capacity  excesses,  both  in  the  U.  S  f- 
and  abroad,  will  shrink  slowly.  That  will  result  in  only  i^/ 
gi-adual  recover}'  in  capital  spending,  and  many  believe  tha 
without  a  strong  return  in  capital  expenditures,  the  secon^ 
half  will  be  much  weaker  than  the  fii-st.  But  even  here,  recer 
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WHY  THE  BEARS  ARENT  BACKING  DOWN 
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By  late  1981.  econo- 
mists were  sure 
that  the  recession 
that  had  begun  in 
July  was  over  Forecast- 
ers surveyed  by  Business- 
Week thought  the  econo- 
my would  grow  nearly  3% 
in'  1982.  Wrong.  The  econ- 
omy actually  shrank  more 
than  1%  that  year. 

Could  the  conventional 
wisdom  be  wTong  again? 
Sure.  Despite  a  spate  of 
favorable  data,  pessimists 
ai-gue  that  the  U.S.  faces 
a  long  period  of  slow 
growth — or  even  a  "dou- 
ble-dip" recession.  They 
worrj'  that  the  mild  2()01 
dowTitum  left  in  place  the 
imbalances  built  up  dm*- 
ing  the  late  1990s.  "The 
recession  was  too  shallow- 
to  create  the  efficiencies 
that  a  longer,  deeper  re- 
cession would  have,"  says 
Donald  H.  Straszheim. 
president  of  Straszheim 
Global  Advisors  in  West- 
wood,  Calif. 

Man}'  economists  believe  consumei-s 
are  getting  tapped  out  even  as  the 
stock  market  and  housing  remain  over- 
valued. And  they  worr}^  that  households 
and  companies  have  overborrowed, 
while  the  U.  S.  is  getting  too  deep  in 
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debt  to  the  rest  of  the  world.  Says 
Morgan  Stanley  Dean  Witter  &  Co. 
Chief  Economist  Stephen  Roach,  dean 
of  the  double-dippers:  "The  case  for  a 
double  dip  is  just  as  compelling — if  not 
more  compelling — than  a  couple  of 
months  ago." 


Certainly,  histor}'  is  on  the  side 
the  doubters.  Five  of  the  seven  n 
sions  since  1957  have  been  double 
In  each,  the  economy  grew  for  av 
only  to  relapse.  The  severe  reces: 
of  i973-75  and  1981-82  were  actu: 
triple  dips,  with  three  distinct  peij 
of  shiinking  output.  Says  Roach: '  | 
reason  you  get  a  double  dip  is  thc^ 
businesses  start  getting  confident  1 
in  the  face  of  what  turns  out  to  bj 
lapse  in  consumer  demand."  Seeirj 
simiers  falter,  businesses  cut  inve 
and  the  economy  slumps.  If  it  haj 
in  five  of  the  last  seven  recession: 
who's  to  say  it  can't  happen  in  thi 

In  the  pessimists'  view,  \igoro 
consvmier  spending  now  is  hardh 
for  celebi-ation.  To  the  contraiy,  i 
simply  rob  from  future  growth.  I 
sonal  consumption  rose  at  a  6%  <■ 

A  REASONABLE  DOUBT  { 


rate  in  the  fourth  quarter  of  200 
spending  on  durable  goods  rose  i 
unsustainable  39%  rate.  The  bing 
fueled  by  zero-percent  financing 
cars  and  aggressive  discounting  1 
tailers,  as  well  as  by  warm  weatl 
that  kept  people  shopping.  Peopl 
moved  up  purchases  they  would 
spread  throughout  2002. 

Moreover,  both  free-spending  c 
siuTiers  and  businesses  are  reachi 
limit  of  their  ability  to  carr>'  debt  J[ 


*^  igns  suggest  that  the  capacity  glut  may  be  less  restraining 
^  han  once  feared.  In  January,  tech  manufacturers'  orders  for 
*jomputers,  peripherals,  communications  equipment,  and  semi- 
■''■  lonductors  rose  for  the  fourth  consecutive  month.  Shipments 
^'lumed  up  strongly  in  January  as  well,  and  the  realignment  of 
^'lech  inventories  with  sales  is  progressing  rapidly. 
"^ '  The  growing  importance  of  technology  means  that  this  is 
^!.o  ordinary  capital-spending  cycle.  Typically,  business  outlays 
~  ig  behind  the  upturn  in  the  economy  as  companies  wait  for 
"  rm  evidence  that  future  demand  will  justify  additions  to  pro- 
uction  capacity.  But  this  time,  businesses  are  buying  new 
•"lech  gear  not  so  much  to  add  to  capacity  but  to  enhance  pro- 
uctivity  in  an  effort  to  cut  costs  and  restore  profit  margins. 
L  recent  survey  of  capital-spending  plans  by  the  National  As- 
ociation  of  Manufacturers  shows  "the  first  concrete  evidence 
**^  hat  our  members  are  actually  planning  to  increase  capital 
pending."  The  NAM  says  the  outlook  for  the  second  half  is 
pbeat:  54%  of  companies  plan  to  raise  spending  by  up  to  5%, 
^  j/ith  25%  planning  new  outlays  of  5%  or  greater. 

Plus,  tech  gear,  which  now  accounts  for  nearly  $1  of  every 
^"12  spent  on  new  equipment,  has  a  dramatically  shorter  asset 
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life  and  requires  more  frequent  replacement  than  old-line 
items  such  as  injection  molding  machines,  turbines,  or  heavy- 
duty  trucks.  "Only  5%  of  cuirently  installed  technology  is 
leading-edge,"  says  James  C.  Morgan,  chairman  and  ceo  of 
Applied  Materials  Inc.,  an  industry  bellwether  that  supplies 
equipment  to  microchip  makers.  "That  means  there  is  a  ma- 
jor upgrade  cycle  coming  due."  With  the  right  mix  of  eco- 
nomic and  financial  conditions,  that  new  wave  of  investment 
is  ready  to  come  onstream  in  the  second  half. 

After  getting  burned  by  pie-in-the-sky  forecasts  of  the 
late-1990s  tech  boom,  CEOs  and  some  investors  remain  ex- 
ceptionally skittish  about  betting  on  the  future.  But  if  there 
is  anything  we  have  learned  in  recent  years,  it  is  that  the 
U.  S.  economy's  improved  efficiency,  flexibility,  and  quick  re- 
flexes have  given  it  a  surprising  resiliency.  The  New  Econo- 
my has  shown  time  and  again  that  it  can  deliver  on  its 
promises.  This  year  may  well  be  another  one  of  those  times. 

By  James  C.  Cooper  and  Kathleen  Madigan,  with  James 
Mehring,  in  New  York,  Michael  Amdt  in  Chicago,  Cliff  Ed- 
wards arid  Ben  Elgin  in  San  Mateo,  Bruce  Eirihwn  in  Hong 
Kong,  David  Fairlamb  in  Frankfurt,  and  bureau  reports 
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A  HISTORY  OF  DOUBLE  DIPS 

Five  of  the  past  seven  recessions  were  interrupted  by  brief  periods 
of  growth  followed  by  a  continued  slump 


ANNUALIZED  GDP  QUARTERLY  GROWTH  FOR  DURATION  OF  RECESSION 
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Data;  Cominefce  Dept.,  Morgan  Stanley  Dean  Witter  &  Co. 

median  p-e  since  1957  for  periods  in 
which  inflation  was  3%  or  less. 

Nor  will  the  housing  market  continue 
to  bolster  consumers.  As  stocks  sagged 
the  last  two  years,  speculation  shifted  to 
housing,  an  unintended  consequence  of 
Federal  Reserve  easing.  House  prices 
rose  9%  last  year  despite  higher  unem- 
ployment. Homeowners  raised  about  $80 
bUlion  through  cash-out  refinancings,  and 
spent  about  $50  biUion  of  it.  But  that 
source  of  money  is  tapped  out  imless 


then  redeployed  more 
productively.  But  the 
recession  that  began 
last  March  was  so  shal- 
low that  many  weak 
companies  have  clung 
to  Hfe.  The  problem  is 
worst  in  sectors  that 
have  been  buoyed  by 
consumer  spending, 
such  as  retailing  and 
food.  Says  Straszheim: 
"If  the  heat  is  not  on,  it 
just  doesn't  get  their 
attention." 

The  2001  recession 
also  failed  to  correct 
the  trade  imbalance.  Ordinarily  the 
trade  deficit  shrinks  in  a  recession  be- 
cause imports  fall.  Not  this  time.  Con- 
sumers' demand  for  imports,  fueled  by 
the  strong  dollar,  remained  robust.  And 
exports  fell  because  the  rest  of  the 
world  also  slumped.  As  a  net  debtor  to 
the  rest  of  the  world,  the  U.  S.  is  Uving 
beyond  its  means.  So  far,  foreign  in- 
vestors have  been  happy  to  finance 
U.  S.  spending.  But  as  the  U.  S.  debt-to- 
GDP  ratio  rises,  they're  bound  to  get 
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ysumers  stop  spending  just  as  businesses  regain  confidence? 


01  38).  The  p-e  ratio  of  the  Standard 
4r's  500-stock  index  is  22  based  on 

ted  earnings — and  61  based  on 
J2ar's  earnings.  Prices  are  also 
^  rom  a  historical  perspective,  ac- 
't*  g  to  Minneapolis-based  Leuthold 
'* .  It  calculates  a  p-e  that  averages 
'  ears  of  past  earnings  and  one 

tf  projected  earnings,  and  spUts 

'^  fference  between  net  and  operat- 

i"  ofits.  Its  p-e  was  24  at  the  end  of 

ary.  That's  19%  higher  than  the 
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rates  fall  even  further,  which  looks  un- 
likely. And  the  housing  bubble  could 
burst  if  the  economy  stays  weak.  That 
would  make  it  harder  for  consumers  to 
qualify  for  new  loans.  Says  James  Grant, 
editor  of  Grant's  Interest  Rate  Observer, 
quoting  an  economic  truism:  "Asset  val- 
ues are  contingent,  but  debt  is  forever." 

The  mildness  of  the  recession  is  the 
Achilles'  heel  of  the  recovery.  A  severe 
recession  forces  weak  companies  to  liqui- 
date. Their  employees  and  assets  are 


nervous.  A  slowing  of  the  capital  in- 
flow— let  alone  an  outflow — could  trig- 
ger a  severe  recession.  Says  Standard 
&  Poor's  Chief  Economist  David  A. 
Wyss:  "You  can't  continue  to  borrow 
$350  billion  a  year  and  rising." 

Double-dip  recession  or  chilly 
recovery — which  will  it  be?  Maybe  nei- 
ther But  don't  say  the  bears  didn't 
warn  you. 

Coy  is  Economics  Editor. 


IRRATIONAL? 

The  rally  has 
Wall  Street 
scrambling  to 
raise  forecasts 


We  May  Have  Come 
Too  Far,  Too  Fast' 

YES,  THE  SIGNS  ARE  POSITIVE,  BUT  STOCKS  STILL  LOOK 
EXPENSIVE  AND  EARNINGS  MAY  DISAPPOINT 
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On  the  surface,  there's  a  rosy  backdi-op  for  a  bull  market: 
Rock-bottom  interest  rates.  No  inflation  to  speak  of. 
And  an  economy  that's  showing  signs  of  a  surprisingly 
vigorous  rebound. 
So  it's  little  wonder  that  impro\ing  economic  news  has 
ah'eady  fueled  a  broad-based  stock  rally.  True,  the  market  av- 
erages rebounded  sharply  from  September  lows  in  the  fourth 
quarter,  but  2002  was  starting  out  as  a  bust  until  Mar.  1.  In 
just  four  trading  days,  the  Dow  Jones  industrial  average 

gained  4.6%.  The  tech- 
heavy  Nasdaq  is  up 
9.2%,\vhile  the  Standard 
&  Poor's  500-stock  index 
boasts  a  5.1%  increase. 
Since  September,  those  averages  are  all  up  over  20%. 

Global  stock  markets  are  taking  their  cues  from  Wall 
Street,  too.  In  the  first  few  days  of  March,  many  bourses 
made  striking  gains.  In  Exirope,  London  gained  2.8%,  and 
Frankfurt  4.9%.  In  Asia,  Hong  Kong  jumped 
5%,  and  even  Japan  jumped  7.3%.  Investors 
around  the  world  are  betting  that  the  im- 
proving U.S.  economy  will  lead  the  global 
economy  out  of  its  slump. 

The  sudden  surge  in  stock  prices  sent 
Wall  Street's  market  strategists  scrambling 
to  raise  their  forecasts.  A  few  are  now  call- 
ing for  a  further  8%  to  10%  gain  in  the 
Dow  through  the  rest  of  the  year — and  as 
much  as  20%  for  the  s&p  500.  And  even  if 
the  gains  are  only  in  the  high  single  digits, 
that  may  be  enough  to  bring  nervous  in- 
vestors back.  After  all,  money-market  funds 


pay  just  LS*; 
which  means  tl 
yield  after  infl; 
tion  is  actual 
negative. 

Are  we  seen 
the  beginning  of  another  buU  ma 
ket?  No  doubt  the  economy  is  c 
the  upswing,  and  that  usually  for< 
shadows  better  corporate  profit 
But  big  obstacles  will  slow  th 
stampede:  Valuations  are  alread 
high,  and  interest  rates  are  alreac  ^^ 
low.  That's  what  you  tj^jically  see 
the  later  stages  of  a  buU  marke 
not  the  start.  'We  may  have  com 
too  far  too  fast,"  says  Sam  Stoval 
senior  investment  strategist  at  Stai 
dard  &  Poor's.  "We  may  have  a  pn 
tracted  period  of  treading  water." 
Indeed,  a  lot  of  good  econom: 
news  is  already  built  into  stoc 
prices.  One  common  way  to  valu 
the  market  is  to  compare  the  s& 
500's  forward  price-to-eamings  rati 
to  the  interest  rate  on  the  10-yea 
U.S.  Treasury  bond.  Based  on  200 
earnings  forecasts  from  Thomso 
Financial/First  Call,  the  s&p's  foi 
ward  p-e  is  23.  With  a  5%  yield  o 
a  10-year  bond,  the  fair  value  of  th 
s&p's  p-e  is  20.  That  means  the  mai 
ket  is  roughly  15%  overvalued.  Otl 
er  valuation  models  show  it  to  b 
9%  to  29%  too  high. 

Nor  can  investors  count  on 
helping  hand  from  the  Federal  Re 
In  1982  and  again  in  1991,  the  central  bank  helpe 
get  mo\ing  by  cutting  interest  rates.  Falling  rate 
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serve, 
stocks 

boost  stock  prices  two  ways.  First,  lowering  yields  on  interest 
bearing  instruments  makes  stocks  incrementally  more  attrac 
tive.  And  even  more  important,  lower  rates  make  compa 
nies'  future  earnings  more  valuable.  That's  why  investors  wi 
pay  high  p-e's  for  stocks  in  low  interest  rate  environments. 
But  that's  not  going  to  happen  now^  After  11  consecutiv 
cuts  in  2001,  most  think  the  Fed  is  more  likely  to  raise  rate 
than  lower  them  this  year.  "There's  not  a  lot  more  room  fo 
rates  to  turbocharge  the  market,"  says  Steven  Galbraith 
equity  strategist  at  Morgan  Stanley  Dean  Witter  &  Co 

Without  a  compelling  interest-rate  or  valuation  story,  th- 
case  for  stocks  comes  down  to  the  higher  earnings.  But  there 
still  a  question  of  just  how  strong  profits  will  be.  Thomson  Fi 
nancial/First  Call  says  the  consensus  among  Wall  Street  ana 
lysts  is  that  earnings  per  share  for  the  S&P  500  will  averagi 
$49.88  in  2002— a  17%  gain  over  2001's  operating  earnings 
Should  the  forecast  prove  too  low,  and  earn 
ings  come  in  at  20%  higher,  say  at  $60,  th« 
p-e  would  be  19.  That  would  make  stock: 
slightly  more  attractive  than  a  5%  bond 
But  if  the  economy  is  strong  enough  to  pro 
pel  earnings  that  high,  the  bond  rate  wil 
likely  be  higher,  too.  Then  there  is  the  qual 
ity-of-eamings  pall  that  Enron  has  cast.  N( 
one  really  knows  how  accurate  the  corporat* 
earnings  statements  are. 

Even  if  the  surprisingly  strong  econom^' 
is  making  people  more  sanguine  about  earn 
ings,  some  serious  concerns  remain.  Firs 
Call's  Charles  L.  Hill  worries  that  forecast; 
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)r  s&P  tech  companies  are  too  upbeat — a  137%  gain  in  the 
lird  quarter,  and  74%  in  the  fourth.  After  all,  Wall  Street  has 
history  of  overestimating  tech  earnings.  The  other  concern 
lall  \i  with  the  financials,  where  earnings  forecasts  are  up  48%  and 
4%  respectively  in  the  third  and  fourth  quarters.  Morgan 
iltanle/s  Galbraith  thinks  weakness  in  investment  banking  will 
Tifflirimp  WaU  Street,  while  problem  loans  v^dll  dog  money  center 
;  0  iianks  and  credit-card  companies.  Technology  and  finance  to- 
m lether  account  for  more  than  a  third  of  the  s&P  500,  so  any 
filliroblems  in  those  sectors  will  hurt  the  market. 

Of  course,  there  are  some  market  sectors  where  the 
arnings  outlook  is  more  upbeat.  Economically  sensitive 


stocks,  both  consumer  and  industrial,  will  improve  along 
with  the  gross  domestic  product.  Among  those  mentioned 
are  retailers  Best  Buy  and  Sears  Roebuck,  and  manufacturer 
Stanley  Works. 

Another  positive  for  the  market:  mutual  funds.  Market  re- 
searcher Leuthold  Group  estimates  that  $30  billion  has  gone 
into  U.S.  equity  funds  this  year,  about  30%  ahead  of  last 
year's  pace.  That  means  lots  of  new  buying  power  to  supple- 
ment the  cash  already  in  the  funds,  estimated  at  $200  billion. 

All  told,  the  trend  for  stock  prices  looks  like  it's  pointing 
up.  But  don't  expect  a  replay  of  the  1990s  bull  market. 

By  Geoffrey  Smith  in  Boston 


In  his  14  years  as  head  of  the  Fed- 
eral Reserve,  Alan  Greenspan  has 
earned  a  well-deserved  reputation 
as  an  ardent  advocate  of  price  stabil- 
ity. But  the  Fed  chairman  has  not 
been  afraid  to  put  his  reputation  as 
an  inflation-fighter 
on  the  line  when  he 
thought  the  econo- 
my would  be  better 
off  for  it.  In  the 
mid-'90s,  as  unem- 
ployment fell  and 
the  Fed's  inflation- 
phobes  screamed  for 
tighter  credit, 
Greenspan  held  off 
from  raising  interest 
rates  sharply,  con- 
vinced that  produc- 
tivity would  keep 
price  pressures  in 
check.  He  was  right, 
and  the  economy 
soared. 

Now,  the  Fed  chief 
looks  ready  to  again 
test  his  credibility  as 
an  inflation  foe  as  he 
strives  to  rekindle  the  New  Econo- 
my. In  presenting  the  Fed's  semi- 
annual economic  update  to  Congress 
on  Feb.  27,  Greenspan  signaled  that 
he  will  tolerate  a  pickup  in  inflation 
if  that's  what  it  takes  to  ease  compa- 
nies' pinched  profit  margins.  That 
has  big  imphcations  for  monetary 
policy:  Greenspan  will  be  slow  to 
tighten  credit  as  the  recovery  gains 
steam  to  give  profit-starved  compa- 
nies a  chance  to  jack  up  prices. 

It's  a  risky  strategy,  to  be  sure.  If 
bond  investors  conclude  Greenspan 
has  gone  soft  on  inflation,  they're 
likely  to  push  long-term  interest 
rates  sharply  higher,  aborting  the  re- 
covery in  the  process.  "Greenspan 
has  a  lot  of  credibility,  but  he'd  have 
a  big  sales  job  to  convince  the  mar- 


ket of  his  stance,"  says  Louis  Cran- 
dall  of  consultants  R.  H.  Wrightson  & 
Associates. 

The  Fed  chief  thinks  it's  a  risk 
worth  taking.  Sure,  the  economy  is 
bouncing  back  smartly  from  its  re- 
cession last  year.  But 
much  of  the  momen- 
tum is  coming  from  a 
short-lived  rebuilding 
of  inventories  after 
savage  cutbacks  last 
year.  The  recovery 
could  sputter  later  in 
the  year  if  capital 
spending  doesn't  pick 
up.  Increased  invest- 
ment is  also  critical 
to  keeping  productiv- 


A  RISKY  STRATEGY 

Greenspan  signaled 
he  will  tolerate  a  pickup  in  prices  if 
that's  what  it  takes  to  boost  profit  margins 


ity  elevated.  "Business  investment 
will  have  to  turn  around  if  we  are  to 
sustain  the  recovery,"  Philadelphia 


Fed  President  Anthony  M 
tomero  says. 

For  recession-chas- 
tened businesses  to 
step  up  spending, 
though,  profits  will 
have  to  get  a  lot 
stronger.  Indeed, 
while  the  recession 
may  have  been  mild, 
the  hit  to  profits  dur- 
ing the  downturn  has 
been  severe,  in  part 
because  businesses 
overbuilt  so  much  in 
the  boom.  According 
to  the  Fed,  nonfinan- 
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cial  corporations'  profits  as  a  share  of 
their  output  fell  to  75^%  last  year,  the 
lowest  level  in  nearly  20  years. 

Greenspan  believes  any  rise  in  in- 
fiation  early  in  the  recovery  will 
prove  short-Uved.  Industrial  compa- 
nies are  operating  at  74%  of  capacity, 
the  lowest  level  in  18  years.  With  so 
much  slack  in  the  economy,  compa- 
nies can  raise  prices  only  so  far  in 
response  to  firming  demand  before 
competitors  undercut  them. 

Controlling  inflation  longer-term 
will  depend  on  holding  the  Une  on 
corporate  costs,  particularly  unit  la- 
bor costs,  the  biggest  component  of 
company  outlays.  If  those  costs  take 
off,  inflation  may  spiral  upward  as 
companies  tiy  to  raise  prices  to  re- 
coup their  expendi- 
tures. But  with  pro- 
ductivity strong  and 
unemployment  higher 
than  it  has  been  for  a 
while,  Greenspan  sees 
Uttle,  if  any,  threat  of 
that  happening.  If 
anything,  he  seems 
more  worried  about 
deflation.  With  inflation  running  just 
1!^%  last  year  and  business  awash  in 
excess  capacity,  that's  no  surprise. 

When  growth  took  off  in  the 
1990s,  Greenspan  bet  on  inflation  re- 
maining in  check. 
That  winning  wager 
helped  launch  the 
New  Economy.  Now, 
once  again,  he's  count- 
ing on  the  New  Econ- 
omy to  keep  costs 
contained  and  infla- 
tion low.  And  he's 
vidlling  to  hold  inter- 
est rates  down — and 
put  his  credibility  on 
the  line — to  prove  it. 
By  Rich  Miller 
in  Washington 
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COMMENTARY 


By  Steve  Rosenbysh 


BROADBAND  POLICY:  DID  SOMEBODY  SAY  OLIGOPOLY? 


The  glorious,  competitive  free- 
for-all  envisioned  in  the 
Telecommunications  Act  of  1996 
hasn't  arrived.  It's  time  to  think  of 
something  new,  and  Federal  Com- 
munications Chairman  Michael  K. 
Powell  may  have  just  the  right 
strategy.  Let  the  oligopoKes  duke  it 
out,  he  is  saying — though  never  in 
those  words. 

In  the  past  two  years, 
most  post-1996  telecom  up- 
starts have  melted  down. 
Ideologues  on  all  sides  bicker 
over  the  reasons,  but  every- 
one agrees  that  the  landscape 
today  looks  a  lot  like  the 
communications  market  of 
the  past.  Local  and  long-dis- 
tance giants  control  the  voice 
markets,  and  they  are  rapidly 
tightening  their  grip  on  high- 
speed Internet  services 
known  as  broadband.  Consoli- 
dation is  now  ripping  through 
the  related  sectors  of  cable, 
satellite  TV,  media,  and  wire- 
less telecommunications. 

For  the  Telecom  Act's 
champions,  this  is  a  great 
disappointment — and  it  got 
worse  on  Feb.  14.  That's 
when  the  Fcc  tentatively 
ruled  that  the  Bells'  con- 
sumer Internet  offerings  are 
information,  not  telecom,  ser- 
vices. The  distinction  allows 
the  FCC  to  ease  regulations 
without  a  congressional  act. 
Nobody  knows  how  the 
agency  vill  use  this,  but  it 
raises  the  possibility  that  in- 
dependent service  providers 
could  lose  power  vis-a-vis  the 
Bells.  What's  more,  the  FCC 
may  soon  allow  the  Bells 
more  flexibility  on  pricing. 

Oligopolies  and  monopolies 
may  sound  menacing.  But 
the  communications  market  has 
lived  with  them  for  more  than  a 
century:  Western  Union  in 
telegraphs,  AT&T  in  phones,  the  ca- 
ble-TV monopolies,  and  the  wireless- 
phone  duopolies.  These  industries 
evolved  and  thrived,  so  long  as 
there  was  federal,  state,  and  local 
regulation. 


Should  the  Bells,  the  cable  compa- 
nies, and  long-distance  carriers  be 
allowed  to  dominate  broadband? 
Perhaps  the  better  question  is:  Are 
there  any  measures  that  could  pre- 
vent it?  The  total  assets  of  the  U.  S. 
local  phone  industry  are  about  $300 
billion,  or  six  times  greater  than  the 
assets  of  long-distance  carriers,  says 
analyst  Scott  C.  Cleland  of  Precur- 


UNLEASHING  THE  BELLS 

How  the  FCC  chairman  wants  to  change  regula- 
tions governing  the  Bells'  digital  networks  for 
high-speed  data  transmission 

T>r>\n\r\0    '^  the  FCC  decides  that  the  Bells 
1  111.^1115   jQp.^  dominate  the  broadband  mar- 
ket, they  will  no  longer  need  agency  approval  for 
their  DSL  rates.  Upshot:  Bells  get  more  flexibility 
on  pricing. 


Blake  Bath  of  Lehman  Brothers  Inc. 
Unbridled  competition  literally 
bankrupted  the  industry. 

Some  folks  argue  that  the  Bells 
warped  the  market  by  bullying  ri- 
vals and  stalling  on  their  obligations 
to  share  their  networks.  But  even 
former  Clinton  adviser  Larry  Irv- 
ing, a  board  member  at  Covad  Com- 
munications Co.,  says  the  implosion 
can't  be  blamed  entirely  on 
the  Bells.  "There  were  bad 
business  plans... it  was  death 
by  a  thousand  cuts,"  he  says. 

In  Powell's  vision,  the 
Bells  will  still  face  competi- 
tion. But  it  will  come  from 
big  players,  not  startups  re- 
quiring handholding  in  Wash- 
ington. Already,  households 
with  cable  modems  outnum- 
ber those  with  Bell-style  dig- 
ital subscriber  lines.  Comcast 
Cable  Communications  Inc. 
President  Stephen  P.  Burke, 
for  one,  intends  to  push  cable 
modems  out  to  small  busi- 
nesses, which  currently  favor 
DSL.  And  AT&T  is  going  after 
the  same  market  with  its 
own  DSL  offerings,  says  AT&T 
director  Kamie  Zaracki. 

Powell's  new  regime  won't 
be  perfect.  It  won't  deliver 
the  lowest  possible  prices. 
And  it  may  not  stimulate 
massive  innovation — although 
pessimists  should  recall  that 
AT&T  managed  to  invent  the 
cell  phone,  the  transistor,  and 
the  laser  during  the  height  of 
its  monopoly  power. 


T  PJ^^in^    Powell  &  Co.  could  substantially 
Uc;adiiLg    pg^g  6o^u  how  much  of  their  net- 
works the  Bells  have  to  make  available  to  rivals  in 
the  broadband  market.  Upshot:  They'll  invest 

':"°^^..'[l.':^'?t^P^^i^^^i"':'^': ""priS^^sid^  regulated 

monopolies  and  oligopolies 
are  good  at  building  ubiqui 

ternet  services  are  information  services,  not 
telecom  services.  Upshot:  They  may  now  be 
subject  to  less  stringent  regulations. 


^Ar\HnPC   '^^^  agency  has  tentatively  decid- 
OCl  V1L/C&   gj  that  the  Bells'  consumer  In- 


sor  Group,  a  research  house  in 
Washington.  In  the  era  of  competi- 
tion, telecom  companies  had  to  go  to 
Wall  Street  to  cover  capital  expens- 
es. They  generated  about  $40  billion 
in  negative  free  cash  flow — meaning 
capital  investment  minus  profits — 
the  largest  amount  of  any  industry 
in  modern  history,  says  analyst 


tous  networks  Kke  the  phone 
system.  Today's  Internet 
couldn't  exist  without  the 
phone  system,  and  broadband 
needs  the  same  shot  at  ubiquity.  So 
when  Powell  talks  about  deregula- 
tion, let's  be  perfectly  clear.  He's 
talking  about  oligopoHes,  which  will 
always  require  a  government  refer- 
ee. And  that's  not  always  a  bad 
thing. 

With  Cat}ierine  Yang 
in  Washington 


BILL  GATES 

SN'T  IN 

THE  CLEAR  YET 

dissident  states  want  to 
•ewrite  the  settlement 


ANTITRUST 


After  four  years  and  endless  days 
in  court,  you  wouldn't  think  there 
would  be  a  surprise  left  in  Mi- 
rosoft  Corp.'s  landmark  antitrust  case. 
Vrong.  During  a  deposition  of  Mi- 
rosoft  CEO  Steven  A.  Ballmer  that 
/as  made  public  on  Mar.  4,  he  claimed 
|he  software  maker  would  have  to  Cre- 
te millions  of  versions  of  Windows  to 
omply  with  a  remedy  proposed  by 
ine  state  attorneys  general.  Rather 
|han  do  that,  he  said,  he  would  pull 
iVindows  off  the  market. 

Connecticut  Attorney  General 
lichard  Blumenthal  called  this  a 
doomsday  scenario."  Still,  on  Mar.  4, 
ihe  states  retooled  their  proposal,  mak- 
jig  it  clear  that  they  aren't  calling  on 
llicrosoft  to  create  multiple  versions  of 
Vindows.  Instead,  they  want  a  single 
ersion  that  would  be  put  together  like 
jego  blocks  so  that  PC  makers  can 
luck  out  chunks  such  as  a  Microsoft 
rowser  or  a  media  player. 

What's  going  on  here?  Simple.  It's 
he  last-minute  scramble  before  a  cru- 
ial  remedies  hearing  scheduled  to  be- 
in  on  Mar.  11.  Microsoft  has  asked  for 
two-week  extension  to  deal  with  the 
tates'  modifications,  so  the  hearing 
lay  be  delayed.  No  matter  when 
hings  get  going,  the  stakes  are  sky- 
igh.  If  U.  S.  District  Court  Judge 
-oUeen  Kollar-Kotelly  is  swayed  by 
lie  states'  arguments,  she  could  undo  a 
ettlement  between  Microsoft  and  the 
ustice  Dept.  and  nine  other  states — 
nd  stick  the  software  giant  with  much 
Dugher  remedies. 

The  states  are  homing  in  on  the 
ery  issue  that  prompted  Ballmer's  out- 
urst:  the  "commingling"  of  Microsoft's 
omputer  code.  The  U.  S.  Court  of  Ap- 
eals  affirmed  last  summer  that  Mi- 
rosoft  had  unlawfully  intertwined  its 
perating  system  and  its  Internet  Ex- 
lorer  Web  browser  in  such  a  way  as 
0  prevent  PC  makers  from  deleting  it 
nd  replacing  it  with  a  rival  browser 
y    Netscape    Communications.    The 


HEADS  UP 


states  argue  that  if  Microsoft  is  .j 
allowed  to  freely  weave  software 
programs  into  Windows,  it  can  use  its 
monopoly  to  compete  unfairly  with 
companies  producing  alternative  ver- 
sions of  browsers,  e-mail,  media  cre- 
ation and  playback  software,  and  voice 
recognition  software.  If  these  pieces  of 
so-called  "middleware"  were  modular, 
they  say,  PC  makers  would  be  able  to 
easily  pop  Microsoft's  products  out  and 
replace  them  with  alternatives. 

Some  legal  experts  believe  that  the 
states  have  a  solid  chance  of  wanning 
this  argument.  That's  because  the  Jus- 
tice Dept.  agreement  only  requires  Mi- 
crosoft to  allow  computer  makers  and 
consumers  to  delete  icons  and  menu 
items  for  programs  such  as  Internet 
Explorer  rather  than  the  entire  pro- 
gram. Opponents  say  that  won't  stop 
commingling.  In  contrast,  the  states  pro- 
posal directly  addresses  the  court's  con- 
cerns. "Given  what  the  [appeals]  court 
said,  I  think  they're  on  very  solid 
ground  here,"  says  University  of  Balti- 
more law  professor  Robert  H.  Lande. 

Microsoft  believes  otherwise.  It  has 


acted  as  though  it  has  the 
right  to  add  anything  it  pleases  to 
Windows.  And  it  has  its  supporters 
among  independent  legal  experts. 
Richard  M.  Steuer,  a  partner  at  Kaye 
Scholer  LLP,  says  that  in  its  ruHng,  the 
appeals  court  cautioned  about  judges 
interfering  in  software  design.  He  be- 
lieves that  the  states  have  a  "less  than 
50-50"  shot  at  vdnning  on  this  issue. 

Truth  is,  the  appeals  court  seemed 
to  want  it  both  ways.  Its  intentions  are 
anything  but  clear,  and  that  leaves 
Judge  Kollar-Kotelly  leeway  to  do  what 
she  wants.  "The  judge  has  a  lot  of  dis- 
cretion," says  New  York  University 
antitrust  law  professor  Eleanor  M.  Fox. 
Kollar-Kotelly's  previous  rulings  and 
writings  don't  provide  many  hints  about 
which  way  she'll  tilt.  But  in  her  court 
appearances  so  far,  Kollar-Kotelly  has 
signaled  she'll  give  as  serious  consider- 
ation to  the  dissenting  states'  proposals 
as  the  Justice  Dept.'s  proposed  settle- 
ment. So  Microsoft  isn't  out  of  the 
penalty  box  yet. 

By  Dan  Carney  in  Washington,  D.C., 
nnth  Jay  Greene  in  Seattle 


Judge  Kollar-Kotelly  has  signaled  that  she'll  give  serious 
'consideration  to  the  proposals  that  dissent  from  Justice's  Microsoft  pact 
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THE  TAX  CODE 


YOU  CALL  THIS 

TAX  SIMPLIFICATION? 

The  Administration  trips  itself  up 
in  its  push  for  reform 


Someday,  the  Bush  Ad- 
ministration would  like 
to  push  for  major  tax  re- 
form by  ditching  targeted 
MTite-offs  and  further  trim- 
ming   rates.    And    it    has 
promised  to  take  some  small 
steps  in  that  direction  this 
year.    By    Apr.    15,    the 
White  House  will  unveil  a 
few  initiatives  to  begin 
simplifying     the     mind- 
numbing  code. 

One   idea   would   meld 
five    rules    for    deciding 
whether  a  child  qualifies 
for  tax  breaks  into  a  single 
standard.  Another  would 
streamline  rules  on  eligibili- 
ty for  individual  retirement 
accounts.  Later  this  year,  the 
Administration  will  push  sim- 
ilar changes  for  business  that 
are  aimed  at  simplifying  the 
tax  treatment  of  overseas  in- 
come   and    depreciation    of 
equipment. 

Many  of  these  changes  are 
long  past  due.  Complex  tax 
laws  not  only  make  filing  re- 
turns too  hard  but  also  make 
people  deeply  cynical  about 
the  law.  Treasury  Secretary 
Paul  H.  O'Neill,  who  is  head- 
ing the  simplification  effort, 
calls  the  current  code  "an 
abomination."  President  Bush 
has  given  him  the  green  light 
to  come  up  \\ith  fixes. 

There's  just  one  problem: 
Even  as  the  White  House 
says  it  wants  to  scrub  the 
code,  it  is  working  oveilime  to  add  to 
the  clutter.  The  Bushies  embraced  37 
targeted  tax  breaks  in  their  2003  bud- 
get. At  least  20  would  make  the  law- 
more  convoluted  than  it  is  now,  figures 
Chris  Edwards,  fiscal  policy  director  at 
the  Cato  Institute.  "It's  a  huge  contra- 
diction," he  says. 

Worse,  it  encourages  Congress  to  pile 
on.  Today,  farmers  get  a  tax  credit  for 
generating  electricity  from  what  is  del- 
icately called  poultry  litter.  The  White 
House  wanted  to  dump  the  chicken 


► 
► 


MORE  CLUHER 

President  Bitsh  says  he  wants  to  simplify  the  tax  code, 

but  his  budget  includes  dozens  of  new  provisions 

that  will  complicate  it.  Among  them: 

Eight  deductions  for  charitable  contributions 

Seven  credits  for  energy  production  and  conservation 

Five  tax  breaks  for  health-care  costs 


►  Two  new  tax-advantaged  savings  accounts 

Data:  Treasury  Dept. 

break  but  add  a  new  one  for  turning 
landfill  gas  into  energy.  Instead,  Con- 
gress will  back  Bush's  trash  subsidy — 
even  as  it  saves  the  chicken  loophole. 
And  it  will  add  another  credit  for  pig 
and  cow  w-aste. 

Then  there's  health  care.  Bush  w^ould 
add  five  separate  tax  breaks  for  medical 
costs.  He  would  create  two  credits 
aimed  at  insurance — a  temporary  ver- 
sion for  w^orkers  w^ho  recently  lost  their 
jobs  and  a  permanent  one  for  those  who 
work  but  don't  have  coverage.  He  also 


would  expand  tax-advantaged  medic 
savings  accounts  and  create  a  new  ta 
incentive  for  buying  long-term-care  in| 
surance.  Each  could  help  people,  bu 
the  multiple  breaks  will  mean  mor 
rToles,  forms,  and  headaches. 

Similarly,  Bush  is  proposing  seve 
new  tax  breaks  for  charitable  gi\in 
One  w^ould  let  nonitemizers  deduct  $10( 
in  gifts  this  year,  rising  to  $500  by  2012 
This  w-ould  add  yet  anothe] 
fine  to  tax  forms.  Worse,  i 
would  curtail  a  big  benefit  o 
the  standard  deduction:  th 
right  to  throw  away  receipt; 
PoUticians  don't  make  th 
tax  law  complicated  for  it 
owTi  sake.  They  do  it  to  su] 
port  policy  goals  and  to  dol 
out  goodies  to  voters.  "Th 
President  and  Congress  hav 
used  the  income  tax  the  wa; 
my  mother  employed  chicke 
soup:  as  a  magic  elixir  t 
solve  all  the  nation's  econom 
ic  and  social  difficulties,"  say 
Yale  University  law  profes 
sor  Michael  J.  Graetz. 

Indeed,  Bush  is  hardl 
alone.  President  Clinton  wa: 
famous  for  his  slice-and-dic 
tax  poHcy.  And  in  the  200 
campaign,  Al  Gore  propose^ 
at  least  13  carefully  targete 
tax  breaks,  each  aimed  at  po 
tential  supporters. 

At  the  time.  Bush  ridicule 
the  Gore  strategy,  to  good  e 
feet.  Now  he  has  embrace 
many  of  Gore's  proposals.  0 
Feb.  25,  he  took  to  the  Whit 
House  driveway  to  promot 
a  tax  credit  for  buying  car: 
powered  partly  by  fuel  cell 
Taxpayers  will  happily  tak 
the     money — as     much    a 
$4,000.   But   they'll  be  les 
than  thrilled  with  the  rule; 
they  will  have  to  follow  t( 
get   it.    Still,   the   idea   ha 
strong  bipartisan  support  oi 
Capitol  Hill,  where  lawniak 
ers  are  busily  adding  thei 
owTi  tax  breaks  to  Bush's  energy  plan 
"Everybody  does  this,"  says  Brooking: 
Institution  economist  William  G.  Gale 
"Everj'  year  they  agree  that  the  ta: 
system  should  be  simpler — and  the 
make  it  more  comphcated." 

Bush's  long-term  desire  to  restruc 
ture  the  tax  law  is  laudable.  Cleaninj 
up  obvious  problems  could  be  a  gooi 
start.  But  by  adding  loopholes  to  t^ 
day's  code,  he's  only  making  real  rel 
form  that  much  tougher. 
By  Howard  Gleckman  in  Washington 


f 


42  BusinessWeek  /  March  18,  2002 


lovaras  IS  giving  tnousanas  or  people  going  blind 
millions  of  extra  days  of  sight...each  year. 


eball 


''Several  years  ago,  the  doctors  told  me  I  was 
going  blind.  Today,  I'm  playing  golf  three 
oil    times  a  week  and  loving  it."      —  Harry  Adams 


In  1996,  Harry  Adams  started  to  go  blind  in  his  left  eye.  By 
September  2000  it  had  progressed  to  his  right.  His  treatment  at  the 
time  couldn't  stop  the  rapid  deterioration  in  his  sight  or  in  his 
spirits.  Harry  feared  giving  up  his  steady  job  and  many  pleasures 
he  took  for  granted.  Today,  thanks  to  a  new  drug  therapy,  Harry's 
oudook  is  a  lot  brighter.  He's  on  the  job,  out  on  the  fairway  and  still 
driving  the  ball  well  over  200  yards.  Novartis  is  proud  to  be  the 
innovative  force  that's  bringing  new  optimism  and  hope  to  patients 
and  their  families.  No  one  can  promise  what  the  future  holds  for 
patients  like  Harry,  but  today  he  is  holding  his  own  and  enjoying 
a  good  quality  of  life. 

Think  what's  possible. 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Paul  Magnus^on 

BUSH'S  STEELY  PRAGMATISM 


When  Mao  Zedong  sought  to 
march  postwar  China  into  the 
industrialized  world,  he  or- 
dered peasants  to  build  tiny  furnaces 
in  their  backj'ards  to  make  iron  and 
steel.  The  result  was  predictably  am- 
ateurish, but  at  least  Mao  understood 
one  of  the  basic  tenets  of  modem 
times:  Both  mihtary  and  economic 
strength  depend  on  steel. 

On  Mar.  5.  President  George  W. 
Bush  showed  that  he,  too,  beUeves  in 
the  importance  of  steel.  Acting  on 
imanimous  recommendations  from 
the  U.  S.  International  Trade  Com- 
mission, an  independent  adxi- 
sory  body,  Bush  imposed 
three  years  of  quotas  ranging 
from  8%  to  30%  on  a  variety 
of  imported  steel  products. 

It  was  a  bold  but  seeming- 
ly contradictor}'  move.  A  tax 
increase  on  imports  from  a 
President  who  promised  that 
taxes  would  be  raised  only 
"over  my  dead  body."  A  pro- 
tectionist move  from  a  Re- 
pubUcan  who  claims  to  be- 
lieve in  the  free  market.  An 
inflationary  action  that  can 
only  hurt  U.  S. 


government  intervention  in  steel  pro- 
duction. For  that,  he'll  have  to  get 
all  steel-producing  nations  back  to 
the  bargaining  table  for  some  no- 
nonsense  talks.  The  tariffs  wiU  de- 
mand the  attention  of  countries  balk- 
ing at  serious  capacity-reduction. 

In  fact,  talks  among  40  steel-pro 
ducing  nations  at  the  Paris-based  Or 
ganization  for  Economic  Co- 
operation &  Development 
are  scheduled  to  resimie  on 
Mar.  13.  The  OECD  began 
considering  last  vear  a  U.  S.        .         -on 

proposal  to  shut  do\\Ti  200  pnces  in  zu  years 


OVERFLOW  Excess  steel 

worldwide  has  led  to 
the  lowest  wholesale 


ANNUAL  AVERAGE  '98-'00  IN  MILLIONS  OF  METRIC  TONS 

OTHER   9  a  268 


SOUTH  KOREA  14^" 


exporters  strug- 
gling against  a 
strong  dollar. 
And  a  diplomati- 
cally riskj'  gam- 
bit when  Ameri- 
ca is  trying  to 
keep  her  allies 
in  the  war  on 
terror  in  line. 

Certainly,  pol- 
itics played  a 
role  in  the  deci- 
sion: Getting  an 
edge  for  Repub- 
licans in  steel 
states  is  impor- 
tant for  the  midterm  elections  and 
beyond.  Yet,  despite  the  risks  and 
besides  the  politics,  the  White  House 
did  the  right  thing.  After  all,  eco- 
nomic abstractions  such  as  free  trade 
have  to  be  mixed  ^\-ith  practical  poh- 
tics  to  create  a  realistic  trade  policy. 
And  Bush's  ultimate  goal  is  laud- 
able— pei*suading  the  rest  of  the 
world  to  do  away  with  a  century  of 


STEEL.  STEEL  EVERYWHERE 

From  1998  to  2000,  foreign  excess 

raw  steelmaking  capacity  averaged 

more  than  twice  the  level  of  average 

U.S.  steel  consumption 


U.S.  CONSUMPTION 


Data:  OECD 


miUion  tons  of  excess  ca- 
pacity worldwide — a 
hefty  portion  of  the  total 
global  capacity  of  1  bil- 
Uon  tons. 

The  talks  so  far  have 
produced  only  a  tantaliz- 
ing result.  Governments 
offered  last  December  to 
close  mQls  accounting  for 
an  estimated  97  million 
tons  in  annual  steelmak- 
ing capacity  over  10 
years.  But  the  offers 
were  deceptive.  They  represented  fur- 
naces already  cold  because  of  nonexis- 
tent demand,  OECD  figures  show.  The 
European  Union,  which  has  been 
screaming  the  loudest  about  Bush's 
tariffs,  came  up  with  only  an  8%  cut 
in  its  enormous  capacity  at  the  Paris 
talks.  Japan,  with  a  theoretical  capaci- 
ty of  145  million  tons,  offered  no  real 
shutdowns. 


FOREIGN  EXCESS 
CAPACITY 


The  President's  in-your-face  tariffs 
could  break  this  logjam.  True,  the 
EC's  Trade  Minister,  Pascal  Lamy, 
calls  Bush's  action  "a  major  setback 
for  the  world  trading  system"  and 
has  vowed  to  bring  the  U.  S.  before  a 
World  Trade  Organization  tribunal 
for  punishment.  He  has  also  threat- 
ened to  walk  away  from  the  negoti- 
ating table  in  Paris. 
But  can  he? 

The  tariffs  should 
cut  European  steel 
exports  to  the  U.  S. 
by  about  4  million 
tons.  What  Euro- 
peans fear  most, 
though,  is  an  ex- 
pected 16  million 
ton  increase  in  im- 
ported steel  that 
was  originally  head- 
ed to  America.  So 
they,  too,  are 
threatening  to  raise 
banners. 

So  far,  the  excess 
steel  in  the  world 
market  has  pro- 
duced the  lowest 
wholesale  prices  in 
20  years.  In  the 
U.  S.,  that  has 
meant  30  bankrupt- 
cies and  the  shutdown  of  20%  to  30% 
of  capacity.  But  in  the  long  term, 
that  may  prove  to  be  good  news. 
U.S.  steelmakers  boast  that  their 
plants  are  the  most  efficient,  on  av- 
erage, in  tons  per  energy  unit,  man- 
hours  worked,  and  pollution.  If  so, 
when  the  tariffs  are  phased  out  in 
2005,  U.  S.  mills  will  be  able  to  com- 
pete with  fairly  traded  steel.  If  not, 
tough. 

Economists  hate  tariffs  and  quo- 
tas, for  good  reason.  Protectionism 
makes  domestic  industries  inefficient 
and  consumers  poorer.  But  short 
term,  it  can  pro\ide  reUef  from  un- 
fair trade  and  encourage  reform.  If 
Bush's  temporary  tariffs  get  the  40 
steel-producing  nations  to  begin  bar- 
gaining seriously  in  Paiis,  his  gamble 
will  have  been  worth  the  risk. 

Magnusson   covers    international 
trade  from  Washington,  D.  C. 
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Customer  Intelligence 


How  can 

customer  profitability' 


Identify  (and  keep)  youl 
most  valuable  customers'? 

And  g^^reater  ROI  froi 
your  marketing  campaigns? 


SAS'  is  all  you  need  to  know. 
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News:  Analysis  &  Commentary 

COMMENTARY 

By  Ronald  Grover                  .    ^ 

ABC  NEEDS  MORE  THAN  LEHERMAN 

■  ■  Bait  Disney  Co.  Chairman  Michael       trolling  management  culture,  as  well  as 
lAff  D.  Eisner's  favorite  show  may           the  decision  to  stick  with  Disney-pTro- 
W  W  turn  out  to  be  Tfie  Finikhaiisers.       duced  shows,  have  driven  top  TV  pro- 
That's  if  the  comedy  turns  into  a  hit            ducers  away.  Rating:  have  fallen  steadi- 
when  it  airs  this  September  on  Disney's      ly.  Worse,  abc's  woes  have  distracted 
ABC  network.  But  the  show,  featuring  a       Eisner  and  top  managers  from  the  com- 
good-natured  family  that  refuses  to              panys  other  problems:  Its  studio  has 

change,  might  just  as  easily  be  based  on 
Disney  and  its  woebegone  T\'  network. 
Since  paj-ing  S19  billion  to  buy  .\BC  par- 
ent CapCities/ABC  in  1995,  Disney,  too. 
has  been  in  a  rut.  Weak  shows,  falling 
ratings,  and  a  revohing-door  manage- 
ment have  hobbled  ,\BC  and  it.  in  turn. 
has  hobbled  its  parent. 

Indeed,  Disney  has  handled  the 
biggest  acquisition  it  has  made  during 
Eisner's  17  years  miserably.  The  net- 
work was  declining  when  Disney  bought 
it.  Audiences  were  shiinking  and  pro- 
gramming costs  were  rising.  Since  then, 
things  have  only  gotten  worse.  The 
combination  of  Disne\''s  famously  con- 


overspent  on  marketing,  it  has  glutted 
the  video  market,  and  its  merchandise 
has  fallen  from  favor  with  shoppers. 

Some  fixes  are  being  made.  ABC  is 
bidding  to  lure  late-night  host  Da\id 
Letterman  from  CBS.  It  also  gave  Fox 
football  announcer  John  Madden  a  rich 
contract  to  buttress  its  weakened  }ilon- 
day  Night  Football.  And  Disney  can't 
be  held  accountable  for  the  events  of 
September  11.  which  savaged  theme 
parks'  attendance  and  slashed  abc's  ads. 

Even  so,  Disney  has  missed  key  op- 
portunities to  bund  up  ABC.  It  has  failed 
to  expand  the  network's  most  profitable 
business,  its  group  of  10  "n"  stations. 


Mi 


\Mien  it  comes  to  dri\  ins  vour 


They  generate  margins  north 
of  40%  annually.  Eisner 
thought  buying  more  stations 
too  expensive,  but  rivals  such 
as  Viacom  Inc.  and  Fox  have 
bought  them  anyway.  The  ad- 
ditions have  buttressed  their 
cash  flows  and  profit  margins. 
Eisner  admits  to  problems. 
"We  knew  ABC  was  starting  to 
atrophy  in  1995,"  he  says.  The 
hit  show  Wlio  Wayits  to  be  a 
Millionaire 
"was  a  false 
positive."  ABC, 
he  concedes, 
stuck  too  long 
with  Regis 
Philbin  and  failed 
to  develop  new 
shows.  Now  the 
chastened  ceo  in- 
sists they  will  be 
key  to  a  turn- 
around. ABC  needs 
"a  hit  every  se- 
mester, a  hit  in 
the  fall,  a  hit  in 
March,"  he  says. 
"In  two  years, 
you're  No.  1." 
Problem  is. 


producing  popular  entertainment  was  recycle  shows  such  as  the  spy  thriller 

supposed  to  be  Disney's  big  strength.  Alias  through  the  Family  Channel, 

but  in  6  years  of  owning  ABC  it  has  which  it  purchased  last  June.  But  the 

failed  to  do  that.  True,  Eisner  and  Dis-       steep  $5.2  billion  price  it  paid  for  the 
ney  President  Robert  A.  Iger,  both  for-      cable  channel  may  never  be  justified 
mer  ABC  program  executives,  are  now        by  the  unit's  returns.  There  are  even 
taking  a  hand  in  developing  new  shows,      signs  of  trouble  at  ABc's  powerhouse 
But  Disney's  pilots  are  still  dominated        sister  unit,  ESPN,  which  Eisner  often 
by  homegrown  projects  from  its  own  hails  as  a  hidden  winner  in  the  ABC 

Touchstone  TV  unit.  That  has  chased  out  deal.  Its  ratings  are  off  as  well,  and 
strong  pilots  from  independent  produc-  higher  sports  fees  have  cut  margins 
ers  or  other  studios.  David  E.  Kelly,  to  27%,  from  35%  at  the  time  of  the 

producer  of  ABc's  hit  The  Practice,  took      acquisition. 

his  next  show  to  Fox,  even  as  Touch-  The  big  question  is  whether  Disney 

stone  produces  low-rated  programs  investors  will  wait  for  Eisner  to  fix 

such  as  Bob  Patterson.  ABC.  At  $24,  Disney's  stock  rests  stub- 

Even  if  Eisner  &  Co.  can  turn  ABC  bomly  near  its  price  when  he  bought 

into  a  hitmaker,  it  could  ABC.  Takeover  rumors 

take  years  for  the  net-  TUNING  OUT  continue,  even  though 

work  to  elbow  past  hot  abcs  average  number  the  $50  billion  price  tag 

upstarts  such  as  the  WB        lO-B--  of  primetime  viewers would  be  pricey  for  any 

network,  with  its  lock  on  I  m  ■  ^  acquirer.  Still,  the  failed 

younger  viewers,  or  Via-        ^  ■  ■  R  W  ■  ■  ^^^  acquisition  has 

com's  much-strengthened       rIMBIIMB  stoked  concerns  anew 

CBS  franchise.  Moreover,  I  ■  I  ■  I  ■  ■  about  Eisner's  strategy 

falling  network  viewer-  4-|-'|  ~l'l  'I'l'l'         ^^^  ^^^  execution.  Lay- 

ship  makes  being  No.  1  ■■■■III  ^^  those  concerns  to 

less  profitable.  ^'I"l 'l'l"'B'l  "I'         rest  will  take  a  lot  more 

ABc's  other  assets  .■■■■■■■  than  a  hit  every  season. 

0  .^■..■..■..■..■..■_JH_ 

aren't  likely  to  greatly  '96   '97   '98   '99   '00   '01   '02  By  Ron  Grover  in 

boost  the  network's  for-       ^  millions  i,os  Angeles,  with  Tom 

tunes  either.  ABC  can  ''''■  "'^'^^"  "^'*"  ^'''"''' '''  ^^"  °""''  "■  Lourry  in  New  York 


240  horsepower 

Front-wheel  drive 

Satellite-Linked  Navigation  System" 

5-speed  automatic  transmission 

VTEC  engine 

Best  minivan  on  the  road 


240  laps  around  the  block 

Rear-wheel  drive 

Where's  the  fire? 

1  speed  (superfast) 

Beans  and  franks 


Not  allowed  in  the  street 
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nd  town,  its  beyond  compare.  The  Odyssey  ^^2^25521  ^  minivan.  Only  better. 
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LEAVING  AMAZON 
ON  A  HIGH  NOTE 

WHEN  AMAZON.COM  REPORTED 

a  surprise  fourth-quarter 
profit,  nobody  realized  it 
would  be  the  swan  song  for 
the  company's  chief  financial 
officer.  On  Mar.  5,  Amazon 
said  Warren  Jenson,  its  CFO 
since  September,  1999,  would 
leave  later  this  year,  after 
helping  to  find  a  replacement. 
Jenson,  45,  says  he  had 
planned  a  year  ago  to  move 
on  once  Amazon  reached 
profitability — although  a  full- 
year  profit  is  not  expected 
until  at  least  2003.  Jenson,  a 
veteran  of  Delta  Air  Lines 
and  General  Electric's  NBC 
unit,  was  \aewed  as  a  steady- 
ing influence  at  the  dot-com, 
whose  big  losses  have  raised 
persistent  questions  about  its 
survival.  Amazon  CEO  Jeffrey 
Bezos  says  Jenson's  depar- 
ture portends  no  looming  fi- 
nancial problems.  Analysts 
think  he  wanted  to  move  up, 
and  Bezos  has  no  intention 
of  lea\ing  the  CEO  spot.  On 


CLOSING    BELL 


CLUBBED  CLUB 

Costco  has  promised  Wall 
Street  earnings  growth  of 
15%  for  the  year,  but  in- 
vestors think  the  wholesale 
club's  sales  could  be  peaking. 
That's  why  they're  punishing 
the  stock.  Since  Feb.  22,  Cost- 
co shares  have  fallen  14%,  to 
$38.92,  despite  meeting  sales 
and  profits  estimates  for  the 
second  quarter. 


STOCK  PRICE 


FEB.  22.  '02  MAR.  6 

Data:  Bloomberg  Financial  Markets 


Mar.  6,  Amazon's  stock  rose 
2%,  to  $16.33. 

IMCLONES  NEW  PACT 
WITH  BRISTOL 

A  TRUCE  HAS  BEEN  RE.\CHED. 

On  Mar.  5,  ImClone  Systems 
and  Bristol-Myers  Squibb  an- 
nounced they  had  come  to  an 
agreement  on  how  to  re- 
structure their  $2  biUion  co- 
development  deal  for  the  can- 
cer drug  Erbitux.  The  two 
had  been  at  odds  since  De- 
cember, when  the  Food  & 
Drug  Administration  refused 
to  accept  the  appUcation  for 
Erbitux'  approval.  Under  the 
new  deal,  Bristol  will  have 
greater  control  over  the  reg- 
ulatory process  and  \\all  re- 
duce some  of  the  payments 
it  makes  to  ImClone  as  the 
drug  moves  toward  approval. 

TOUGH  TIMES, 

CEO  STYLE 

it's  still  good  TO  BE  KING 
— but  not  so  good  as  it  was. 
That's  the  conclusion  of  a 
new  executive-compensation 
siirvey  of  50  large  companies 
by  consultant  Pearl  Meyer 
&  Partners.  The  upshot: 
Overall  pay  for  the  nation's 
top  CEOS  fell  4%  in  2001, 
with  the  average  corporate 
chieftain  raking  in  $10.46 
million.  Still,  shed  no  tears 
for  the  nation's  corporate 
leaders.  The  boards  that  took 
away  bonuses  as  perfor- 
mance flagged  also  showered 
CEOS  with  long-term  incen- 
tives. If  the  pattern  holds 
true  this  year,  expect  to  see 
a  dramatic  decline  in  bonus- 
es— but  a  less  severe  decline 
in  option  wealth. 

FIRING  ARTHUR 
ANDERSEN 

WHEN  TWO  BICt-NAME  CLIENTS 
dumped  embattled  Arthur 
Andersen  as  their  auditor,  ad- 
vocates of  splitting  the  audit- 
ing and  consulting  businesses 


BACK  FROM  THE  BUBBLE 


AFTER  FORAYS  I>rrO  IN- 

surance  and  the  dot-com 
world,  Heidi  Miller  is  back 
to  banking.  On  Mar.  6, 
the  former  chief  fi- 
nancial officer  of 
Citigroup  was 
named  executive 
vice-president  of 
strategy  and  de- 
velopment at 
Bank  One  Corp. 
While  Chairman 
and  Chief  Executive 
James  Dimon  says  he 
hired  Miller,  48,  to  "take 
us  to  the  next  level"  of 
growth,  there's  little 
doubt  her  financial 
prowess  will  come  in 
handy  now  that  the  com- 
pany is  facing  questions 
from  Wall  Street  about  its 
accounting  practices. 
Miller,  most  recently 


vice-chairman  of  Marsh 
Inc.,  gained  attention  in 
early  2000  when  she  left 
Citigroup  for  a  short 
stint  as  chief  finan- 
cial officer  of 
Priceline.com. 
"She  made  a  mis- 
take that  a  lot  of 
smart  people 
made  during  the 
Internet  bubble," 
says  analyst  Sean 
Ryan  of  Fulcrum 
Global  Partners.  "She  was 
very  well  regarded  at  Citi- 
group." So  well  regarded, 
in  fact,  that  many  won- 
dered why  she  was  never 
chosen  to  head  up  Travel- 
ers or  another  major  unit. 
With  Bank  One,  she'll  hke- 
ly  play  a  larger  role  than 
her  title  suggests. 

Diane  Brady 


m 
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got  a  big  boost.  Merck  on 
Mar.  1  and  Freddie  Mac  on 
Mar.  6  both  shed  Andersen 
as  auditor.  But  Freddie  Mac 
said  it  would  continue  using 
the  firm  for  some  consulting, 
and  Merck  said  it  would  con- 
sider Andersen  for  future 
nonaudit  work.  Barring  audi- 
tors from  providing  consult- 
ing services  is  being  pushed 
by  some  legislators  and 
shareholder  activists  because 
they  believe  an  auditor's  in- 
dependence is  compromised 
when  it  pockets  fees  for  oth- 
er services. 


THE  AIRWAVES  FIGHT 
JUST  GOT  LONGER 

IT   WAS   BAD   NEWS   FOR   THE 

wireless  industry  when  the 
Supreme  Court  agreed  on 
Mar.  4  to  hear  the  govern- 
ment's appeal  in  the  long-run- 
ning saga  over  NextWave 
Telecom.  Nextwave,  a  wire- 
less startup,  had  bid  $4.7  bil- 
lion for  airwaves  in  1996  but 


was  unable  to  pay  up  an 
went  bankinipt.  The  Federa' 
Communications  Commissio: 
tried  to  reclaim  the  air- 
waves— ^to  re-auction  them  tt* 
other    carriers — but    lowerfii 
courts  ruled  that  the   FCf 
could  not  trump  bankruptcy 
laws  protecting  assets  fromL. 
seizure  by  creditors.  While  ifcu  ^ 
the  justices  may  not  rule  ir 
favor  of  the  government,  thej 
continuing  legal  battle  scut 
ties  chances  of  getting  Next 
Wave's  spectrum  into  other 
hands   until  the  high-court 
drama  plays  out. 


ETCETERA... 
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■  United  Airlines  mechanics 
approved  a  contract  provid- 
ing their  first  raise  since 
1994. 

■  On  Mar.  5,  Vivendi  report- 
ed an  $11.8  billion  loss  after  i 
$14  billion  write-down.  \ 

■  US  Ainvays  named  Davie j 
Siegel,  formerly  of  Avis  Renli 
A  Car,  as  its  new  CEO. 
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IDITED  BY  RICHARD  S.  DUNHAM 


IN  CALIFORNIA,  A  DEFEAT 

^OR  WHITE  HOUSE  CONTROL  FREAKS 


The  White  House  invested  11  months  and  huge  amounts 
of  political  capital  in  Richard  Riordan's  bid  to  be  gov- 
ernor of  California.  President  Bush  personally  wooed  the 
ormer  Los  Angeles  Mayor,  who  supports  abortion  rights 
md  gun  control.  And  Vice-President  Dick  Cheney  followed 
•vith  a  $300,000  fund-raiser.  Why  back  a  candidate  to  Bush's 
eft?  White  House  political  guru  Karl  Rove  reasoned  that  Ri- 
•rdan,  who  received  strong  Democratic  support  in  his  two 
inayoral  bids,  could  win  vital  crossover  votes  in  November 
iigainst  Democratic  incumbent  Gray  Davis. 

But  a  funny  thing  happened  on  the 
vay  to  Riordan's  coronation  as  the  Re- 
)ublican  standard-bearer:  On  Mar.  5, 
;oP  primary  voters  instead  nominated 
onservative  Bill  Simon,  son  of  former 
iTreasury  Secretary  William  E.  Simon. 
The  world  is  not  a  chessboard  where 
he  White  House  can  move  pieces," 
iays  Mike  Franc  of  the  conservative 
heritage  Foundation. 

Riordan's  defeat  highlights  the  risks 
)f  the  Administration's  unprecedented 
op-down  campaign  to  recruit  and  raise 
noney  for  RepubHcans  who  appeal  to 
;wing  voters  in  key  states.  With  con- 
rol  of  Congress  and  36  governorships 
ip  for  grabs,  the  goal  is  to  clear  a  path  ^ 
n  Congress  next  year  for  the  Bush  agenda  and  ensure  that 
;op  governors — and  their  get-out-the-vote  machines — are  in 
)ower  when  the  Presidential  election  rolls  around  in  2004. 
^ove  and  his  lieutenants — White  House  Political  Director 
<enneth  B.  Mehlman  and  RepubUcan  National  Committee 
ice-Chairman  Jack  Oliver — are  being  coldly  pragmatic.  In 
;ome  states,  they  believe,  the  odds  favor  centrists  over  true- 
)lue  conservatives.  "One  race  could  make  the  difference  be- 
ween  whether  we're  going  to  have  a  Congress  that  works 
vith  Bush  or  one  that  results  in  gridlock,"  says  Representa- 


WITH  COLEMAN:  Betting  on  moderates 


tive  Greg  Ganske  (R-Iowa),  who  wants  to  unseat  liberal 
Democratic  Senator  Tom  Harkin.  The  White  House  is  helping 
Ganske  take  on  a  more  doctrinaire  Republican  in  the  primary. 
Conservatives  say  Bush  is  too  willing  to  swap  principle  for 
poUtical  expediency.  And  they  worry  that  his  compassionate 
conservative  clones  may  lose  in  November  if  the  party's 
base  stays  home.  John  J.  Pitney,  a  government  professor  at 
Claremont  McKenna  College,  agrees  there's  risk.  "But  ulti- 
mately it's  a  smart  strategy,"  he  says.  "As  Reagan  learned  in 
the  second  term,  you  can't  ignore  the  makeup  of  Congress." 

Despite  Riordan's  loss,  Bush  is  stick- 
ing to  his  game  plan.  In  the  race  to 
succeed  right-wing  icon  Senator  Jesse 
Helms  (R-N.C),  Bush  and  Rove 
cleared  the  field  so  that  moderate  con- 
servative Elizabeth  H.  Dole  could  avoid 
a  bloody  primary  against  a  hard-liner. 
In  Minnesota,  Cheney  personally  urged 
state  House  Majority  Leader  Tim  Paw- 
lenty  to  abandon  his  Senate  bid  so  that 
former  St.  Paul  Mayor  Norm  Coleman 
could  get  an  early  start  against  Demo- 
cratic liberal  Paul  Wellstone. 

The  next  test  of  the  Bush  plan  will 

be  late  this  spring  in  Ohio,  where  the 

White  House  has  anointed  former  Day- 

ton  Mayor  Mike  Turner  in  a  special 

election  to  replace  Democratic  Representative  Tony  Hall, 

who  has  accepted  a  U.N.  job.  Turner  is  expected  to  face  a 

three-way  contest  against  more  conservative  foes. 

Sure,  Bush's  strategy  doesn't  sit  well  with  the  Right. 
"There  were  certainly  some  hurt  feelings,"  acknowledges 
Minnesota  House  Speaker  Steve  Sviggum,  a  Pawlenty  ally. 
But  with  a  97%  approval  rating  among  conservatives.  Bush  is 
betting  he  can  retain  their  loyalty  while  putting  centrists 
on  the  ballot  who  can  get  elected — and  owe  him  big-time. 

By  Lmraijie  Woeilert 


CAPITAL  WRAPUP 


NO  ESCAPE  FROM  ENRON 

►  Democrats  are  crowing  as  Bush 
Administration  officials  can't  seem  to 
shake  the  Enron  debacle.  On  Mar.  6, 
Senate  Armed  Services  Committee 
Chairman  Carl  Levin  (D-Mich.)  re- 
leased a  series  of  letters  in  which  he 
raises  questions  about  whether  Army 
Secretary  Thomas  E.  White  properly 
disclosed  his  Enron  holdings.  The 
letters  show  that  White,  a  former 
Enron  executive,  elected  to  take  a 
monthly  annuity  that  was  invested 
4  in  Enron  stock  without  informing 


the  Office  of  Government  Ethics. 

"This  is  another  disturbing  example 
of  the  Bush  Administration's 
stonewalling  on  its  relationship  with 
Enron,"  says  Jennifer  Palmieri, 
spokesperson  for  the  Democratic  Na- 
tional Committee.  "This  sequence  of 
correspondence  raises  serious  questions 
about  Secretary  White's  conduct.  At  a 
minimum,  this  warrants  a  further  in- 
vestigation by  the  Senate  to  determine 
if  there  was  inappropriate  or  perhaps 
illegal  activity  by  Secretary  White." 

In  a  Feb.  7  letter.  White  told  Amy  L. 
Comstock,  director  of  the  Office  of 


Government  Ethits,  that  he  thought 
his  election  of  an  annuity  complied 
with  his  ethics  agreement.  He  added 
that  the  payment  "has  been  discontin- 
ued" since  Enron's  bankruptcy. 

That  didn't  satisfy  Levin.  In  a  Mar.  1 
letter  co-signed  by  ranking  committee 
member  John  W  Warner  (R-Va.), 
Levin  stated  that  White  didn't  disclose 
his  Enron  holdings  when  he  should 
have  last  fall.  White  has  written  to 
Levin  promising  to  comply  with  ethics 
rules  "if  and  when"  Enron  resumes 
making  its  monthly  annuity  payment. 

By  Laura  Cohn 
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Suddenly,  it's  the 
hottest  of  issues- 
and  linked  closely 
to  immigration 

Thirty-year-old  Frenchman  Thomas 
Blard  returned  to  Paris  from  a  long 
weekend  on  Mar.  3.  But  when  he  fi- 
nally located  his  Volkswagen  Golf  in 
the  parking  garage  at  Charles  de  Gaulle 
Airport,  the  car  was  in  no  condition  to 
drive.  It  was  sitting  on  a  couple  of  lug- 
gage dollies,  the  wheels  stolen,  the 
leather  upholstery  ripped  out.  Blard, 
whose  suburban  Paris  house  was  bur- 
glarized just  months  ago,  looks  at  the 
bright  side.  "At  least  they  didn't  take 
the  motor,"  he  says. 

Eviropeans,  who  used  to  cringe  at  tel- 
evised reports  of  crime  in  the  U.S.,  are 
now  getting  plenty  of  real-life  exposure. 
Street  crime  is  climbing  by  double  digits 


in  London,  Paris,  and  Madrid,  where  ruf- 
fians wTest  cell  phones  from  idle  chat- 
terers and  organized  gangs  channel  stolen 
goods  into  a  multinational  network  of  re- 
sellers. The  crimes  aren't  just  economic, 
either.  In  Strasbourg,  France,  teenage 
hoodlums  in  the  rough  outskirts  torched 
some  1,100  cars  last  year  alone — and  rou- 
tinely attacked  firefighters  who  showed 
up  to  douse  the  flames. 

Now,  crime  is  bursting  into  politics. 
It's  the  hottest  issue  in  the  French  pres- 
idential race  between  President  Jacques 
Chirac  and  Prime  Minister  Lionel  Jospin 
and  is  shaping  up  as  a  key  jousting  point 
in  Spain  and  Britain.  What's  more, 
crime — rightly  or  wrongly — is  being 
linked  throughout  the  region  to  the  un- 
settling effects  of  immigration.  "Certain 
politicians,"  says  Italian  Senator  Massimo 
Brutti,  "are  creating  an  anti-immigrant 
hysteria."  This  could  influence  Europe's 
stance  on  crucial  issues,  from  eastward 
expansion  of  the  European  Union  to  the 
battle  against  terrorism. 

Immigrant  bashing  might  win  some 
votes.  But  it  won't  stop  the  larger  force 


at  work  here.  Globalization  is  turning  "B^ir. 
once-close-knit  European  towTis  and  cities  Jc, : 
into  cosmopolitan  hives  of  people  in  tran- 1  rai: 
sit.  These  include  iminigrant  construe- fe 
tion  workers  from  Eastern  Europe  anc  ievi 
North  Afiica,  expat  software  engineers—  Kcw 
even  al  Qaeda  terrorists.  Plane-bomber  fe 
Mohammed  Atta,  for  example,  helped  or-  'eri- 
ganize  the  September  11  attacks  from  a*ter, 
base  in  Hamburg.  Police  from  Barcelona 
to  Brussels  are  straining  to  adjust  to  a 
Europe  that's  fast  coming  to  resemble" 
multicultural  America.  ^p. 

Like  America,  Europe  now  faces  pock-  oer: 
ets  of  entrenched  poverty,  where  the^t 
schools  are  miserable  and  jobs  scarce! 
These  slums — GenneviUiers  near  Paris  I 
London's  Hackney — breed  crime,  whichi 
batters  the  poor  far  more  than  the  rich 
The  longer-term  challenge  facing    Eu- 
rope is  to  spread  opportunity  into  these 
areas  of  first-  and  second-generation  im- 
migrants. "We  need  law  and  order,  but' 
we  also  need  to  get  them  back  into  soci- 
ety," says  Bertrand  P.  Collomb,  Chiei 
Executive  of  French  construction  giant 
Lafarge.  But  for  now,  politicians  are  fo-: 
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NAPLES  IMMIGRANT  CHECK: 

Italy  takes  a  hard  line 

^^  cusing  on  enforcement,  and 
they're  filching  from  the  zero-tol- 
erance script  of  America's  most 
famous  crime-fighter,  former  New 
York  City  Mayor  Rudolph  W. 
Giuliani.  "We  should  tolerate  no 
level  of  crime,"  says  France's 
Chirac. 

In  truth,  European  politicians 
of  all  stripes  are  feasting  on  the 
issue  of  crime.  Why  so?  It's  hard- 
er than  ever  for  Europeans  to 
campaign  on  economic  issues. 
Most  mainstream  politicians  find 
themselves  buckled  ever  closer 
to  a  centrist  agenda,  bovving  to 
powerful  markets  and  budgetary 
constraints.  That  leaves  scant 
wiggle  room  for  bold  initiatives. 
What's  more,  monetary  and  even 
foreign  policy  now  sit  largely  out- 
side national  jurisdictions,  rest- 
ing at  the  European  Commission 
in  Brussels  and  the  European 
Central  Bank  in  Frankfurt. 
Crime,  by  contrast,  provides  a 
potent  electoral  issue. 

Take  France.  As  soon  as  he 
launched  his  reelection  campaign 
in  February,  President  Chirac 
blasted  his  rival  Jospin  for  fos- 
tering permissiveness  and  allow- 
ing  crime   to   go   unpunished. 
Jospin  denied  the  charge  but  ad- 
mitted that  he  was  "naive"  for 
believing  that  his  battle  against 
memployment  would  reduce  crime.  In 
act,  while  unemployment  has  fallen  from 
I  rate  of  12.5%  to  9%  during  Jospin's 
ive-year  term,  the  jobs  haven't  reached 
he  young  and  the  chronically  poor,  who 
iccount  for  much  of  the  jump  in  crime. 
VIeanwhile,  extreme-right-wing  candidate 
fean-Marie  Le  Pen  appeals  to  crime- 
a  Aweary  voters  by  pushiiig  to  bring  back 
.he  death  penalty. 

The  burning  question  throughout  Eu- 
x>pe  is  whether  immigration  contributes 
x>  growing  crime.  Italy's  rightist  govern- 
ment doesn't  hesitate  to  draw  the  con- 
lection.  Interior  Minister  Claudio  Scajo- 
a  says  64%  of  drug  arrests  last  year 
Jivolved  suspects  foreign  to  the  EU.  He 
i  credits  Italy's  2.7%  drop  in  theft  over 
■Jie  last  eight  months  to  the  government's 
idgorous  battle  against  illegal  immigra- 
:ion.  Now,  in  a  push  for  public  safety, 
[tal/s  Parliament  passed  on  Feb.  28  a 
oreliminary  bill  to  place  tight  limits  on 
mmigration. 

Prime  Minister  Silvio  Berlusconi's  op- 
oonents  charge  that  his  government  is 
asing  immigrants  as  scapegoats,  feeding 


xenophobia  in  Italy.  Much  of  the  invective 
is  directed  toward  Europeans  from  coun- 
tries in  line  for  EU  memloership,  including 
Romania,  and  pieces  of  the  former  Yu- 
goslavia. "[Berlusconi]  doesn't  distinguish 
between  immigrants  and  foreign-run  or- 
ganized crime  rings,"  says  Giulio  Calvisi, 
the  representative  for  social  affairs  and 
immigration  from  the  Democratics  of  the 
Left  party. 

The  presumption  that  immigrants  are 
guilty  is  becoming  almost  automatic. 
When  45-year-old  Susi  Cassini  and  her 

EUROPE'S  WOES 


FRANCE 


CRIME  Hold  on  to  that  cell 
phone  in  Paris.  Violent  street 
robberies,  led  by  phone-snatch- 
ings,  are  up  23%  in  the  last  year. 

POLITICS  Crime  is  the  No.  1 
issue  in  upcoming  presidential 
election.  Jospin  admits  he 
underestimated  it. 


ITALY 


CRIME  Theft  fell  2.7%  in  the  last  eight 
months;  Berlusconi  credits  push  against 
illegal  immigration. 

POLITICS  Proposed  law  puts  tight  clamps 
on  immigrants.  Human  rights  activists  say 
foreigners  are  often  scapegoats  for  crime. 


GERMANY 


CRIME  An  exception  in  Europe, 
Germany's  crime  rate  declined  steadily 
in  the  late  '90s. 

POLITICS  Unemployment  matters  far  more. 
Crime  counts  mainly  in  local  races. 


BRITAIN 


CRIME  Robbery  surged  nearly  40%  in  Lon- 
don since  April,  2001,  and  moved  into  rich 
neighborhoods  such  as  Twickenham. 

POLITICS  Tories  are  using  crime  to  slam 
Tony  Blair.  The  government  is  clamping 
electronic  tags  on  youthful  defendants  out 
on  baU  as  they  await  trial. 


SPAIN 


CRIME  Rose  10.5%  in  2001,  leading  to  in- 
creased concern  about  immigration. 

POLITICS  Socialists  accuse  Prime  Minister 
Aznar  of  ignoring  crime  and  push  for 
longer  jail  terms  for  repeat  offenders. 

Data:  BusinessWeek 


son  Gianluca  were  murdered  in  the 
northern  Italian  town  of  Novi  Ligure 
last  August,  the  xictim's  daughter  told 
pohce  that  the  killers  were  a  band  of 
"Albanians  or  some  sort  of  Slavs."  Italy's 
Northern  League  party,  along  with  angry 
mobs  of  supporters,  immediately  organ- 
ized an  anti-immigrant  march.  "Immi- 
grants =  Criminals"  read  one  of  the  ban- 
ners. Several  days  later,  though,  the 
16-year-old  Cassini  daughter  confessed 
to  the  murders. 

A  notable  exception  to  Europe's  woes 
is  Germany,  where  reported  crime 
has  been  tumbling  since  the  mid-'90s. 
StUl,  polls  show  that  Germans  be- 
lieve crime  to  be  on  the  rise.  Why? 
Anecdotal  evidence  suggests  that 
theft  and  vandalism  are 
plaguing  the  under-30 
crowd.  And  young  peo- 
ple, says  Werner  Greve, 
director  at  the  Crimino- 
logical Research  Institute 
of  Lower  Saxony,  "are 
less  and  less  likely  to  re- 
port crimes." 
In  Spain,  anticrime  efforts  have 
long  focused  on  the  bombers  of  the 
Basque  separatist  group  ETA.  But  as 
Spain  has  prospered,  it  has  attracted 
rnillions  of  immigrants,  mostly  from 
North  Africa.  Crime  has  risen  10.5% 
in  the  past  year,  and  Interior  Minis- 
ter Mariano  Rajoy  is  blaming  the 
large  "floating  populations"  of  immi- 
grants. Socialist  Leader  Jose  Luis 
Rodriguez  Zapatero,  in  a  36-point 
crime  plan,  calls  on  the  government 
to  infiltrate  immigrant  communities  to 
ferret  out  terrorists  and  gangs. 

British  Prime  Minister  Tony  Blair 
took  a  page  from  U.  S.  President  BiU 
Clinton  and  campaigned  on  an  anti- 
crime  platform.  Once  in  office,  he 
added  more  than  1,000  police  in  Lon- 
don alone,  and  now  takes  credit  for  a 
12%  fall  in  British  crime  in  the  past 
five  years.  But  while  crime  eases  na- 
tionally, London  is  skidding  out  of 
control.  There,  street  crime  in  Janu- 
ary jumped  a  terrifying  49%  from 
the  pre\ious  year. 

The  Blair  government  is  looking 
to  technology  for  solutions.  One  pilot 
program  that  raises  red  flags  among 
civil  libertarians  hitches  electronic 
tags  to  youths  out  on  bail.  Sure,  it's  a 
simple  response  to  a  crime  problem 
every  bit  as  complex  as  Europe's 
fast-changing  societies.  But  if  it 
makes  a  dent  in  crime,  Europe's  wor- 
ried voters  aren't  likely  to  complain. 
By  Stephen  Bake)-  in  Paris,  with 
Kerry  Cappel  in  Lcnidon  and  Kate 
Carlisle  in  Rome 
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REBEL  IN 
A  BOW  TIE 

Martin  Ebner  is  shaking  up  Europe 
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lartin  Ebner,  Switzerland's  most 
controversial  and  feared  finan- 
cier, occasionally  likens  himself 

I  to  a  medieval  warrior,  armed 
with  a  halberd.  Foot  soldiers  using  hal- 
berds— long,  sinister-looking  weapons 
fitted  with  an  ax  and  pike — could  puU 
knights  off  their  horses  and  then  finish 
them  off.  That's  more  or  less  what  Ebn- 
er, the  chairman  of  BZ  Group  Holding 
Ltd.  and  a  champion  of  shareholder  val- 
ue, has  been  doing  on  the  corporate 
front  for  the  past  17  years.  Ebner  has 
made  a  fortune  buying  large  stakes  in 
some  of  Europe's  biggest  blue  chips, 


then  demanding  that  management  shape 
up  or  face  the  consequences. 

The  consequences  can  be  brutal  in- 
deed. In  Ebner's  latest  foray,  the  tough 
Swiss  shook  up  abb,  the  huge  engi- 
neering firm  in  which  BZ  Group  has  built 
up  a  10%  stake.  Slow-mo\ing  abb  has 
lost  75%  of  its  stock-market  value  over 
the  past  year,  costing  Ebner  a  fortune. 
DeteiTnined  to  rectify  his  error,  an  an- 
gry Ebner  helped  force  out  Chairman 
Percy  Bamevik.  Ebner  then  helped  in- 
stall new'  management,  including  Jiir- 
gen  Dormann,  longtime  boss  of  drug- 
maker  Aventis,  to  turn  ABB  around. 


Many    investors  TOUGH:  Is  Ebner  a 
think  Ebner  was  crusader,  or  just  a 
one  of  those  who   mthless  raider? 
leaked  the  news 

that  abb  awarded  Bame\ik  a  secret  sev- 
erance package  worth  tens  of  millions  of 
dollars.  That  revelation  has  caused  an 
uproar  in  Corporate  Europe.  "Ebner 
has  shaken  up  many  leading  companies,'" 
says  Stephane  Garelli,  a  professor  at 
the  IMD  International  Business  School 
in  Lausanne.  "I  doubt  anyone  hkes  get- 
ting a  call  saying  he  is  buying  up  their 
stock." 

But  boardroom  telephones  have  been 
ringing  off  the  hook  lately.  In  January,  BZ 
announced  that  it  had  acquired  a  20% 
stake  in  Swiss  insurance  company  Baloise 
Holding,  which  is  considered  ripe  for  a 
takeover.  Ebner  is  now^  expected  to  find 
an  acquirer.  And  it  is  no  longer  just 
Swiss  companies  that  Ebner  is  targeting. 
In  recent  years,  BZ — or  the  investment 
funds  it  controls — has  built  up  stakes  in 
Swedish  holding  company  Investor,  Ital- 
ian electronics  giant  Olivetti,  Citigroup, 
and  British  bank  HSBC.  "Ebner  is  more 
active  than  ever,"  says  Ja\ier  Lodeiro,  an 
analyst  at  Bank  Leu  in  Zurich. 

The  son  of  a  print-shop  worker  who 
grew  up  in  the  lakeside  town  of  Wilen, 
near  Zurich,  Ebner  still  lives  there  in  an 
unostentatious  house.  Almost  always 
pictured  sporting  a  bow  tie,  the  financier 
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Ebner's  defenders  say  he's  primarily  a  long-term  investor, 

more  Warren  Buffett  than  Carl  Icahn 


is  said  to  be  stubborn  and  distrustful  of 
people  he  does  not  know  well.  Though 
he's  probably  a  biUionaire,  Ebner  es- 
chews the  flashy  life  of  a  tycoon.  "He 
doesn't  enjoy  the  high  life  and  he  does- 
jn't  flaunt  his  wealth,"  says  a  former 
j  business  associate.  Ebner,  who  seldom 
speaks  to  the  press,  except  at  BZ's  annu- 
al January  press  conference,  declined  to 
be  interviewed  for  this  story.  "He  thinks 
an  hour  talking  to  a  journalist  is  an  hour 
wasted,"  says  the  former  associate.  "But 
he  does  court  publicity  when  it  suits  his 
business  interests." 

BZ's  major  funds  have  consistently 
outperformed  the  Swiss  stock  market. 
And  BZ's  banking  subsidiary,  BZ  Bank, 
which  focuses  on  securities  trading,  re- 
ported a  return  on  equity  of  32%  last 
year.  Yet  Ebner  is  roundly  criticized  as 
a  cutthroat  raider  as  interested  in  em- 
barrassing the  es- 


struments  that  made  the  Swiss  market 
more  attractive  to  investors. 

But  BZ — a.  no-frills  operation  with  just 
30  employees,  including  Ebner's  wife, 
Rosemarie,  who  acts  as  office  manag- 
er— has  been  as  controversial  as  it  has 
been  innovative.  In  1988,  Ebner  made  a 
daring  attempt  to  acquire  Bank  Leu, 
Switzerland's  fifth-largest,  but  lost  out  in 
the  face  of  strong  establishment  opposi- 
tion. Leu  eventually  fell  to  Credit  Su- 
isse. In  the  second  half  of  the  1990s, 
Ebner's  tactics  in  the  battle  to  force 
Union  Bank  of  Switzerland  to  improve 
its  performance  outraged  many  in 
Svdtzerland's  tight-knit  business  circles. 
He  embarrassed  the  board  by  lambast- 
ing their  strategy  at  shareholders'  meet- 
ings. It  was  the  first  time  anyone  covdd 
remember  such  a  confrontation  in 
Switzerland.  "We  literally  thought  he 


tablishment  as  he  is 
in  making  money. 
"He  is  ruthless 
when  he  sets  a  big 
company  in  his 
sights,"  says  An- 
dreas Reinhart,  a 
financier  who  helped 
Ebner  get  estab- 
lished but  then  fell 
out  with  him  over 
strategy. 

Ebner  does  seem 
to  have  an  ax  to 
grind.  After  earning 
a  law  degree  at  the 
University  of 

Zurich  and  a  busi- 
ness doctorate  at 
the  University  of 
Florida,  Ebner 
joined  Bank  J.  Von- 
tobel  &  Co.,  the 
aristocratic  private 
bank,  where  he  rose 


to  head  the  institu- 
tional investment  advisory  department. 
Ebner  thought  he  should  be  CEO,  but 
the  Vontobel  family  wanted  one  of  their 
own.  Ebner  quit  to  set  up  BZ  in  1985. 

Backed  by  a  handful  of  European  in- 
stitutional investors  and  securities  firms, 
BZ  quickly  made  a  name  for  itself  in 
the  staid  world  of  Sviiss  finance.  It  be- 
came the  first  new  firm  to  join  the 
Zurich  Stock  Exchange  in  20  years,  then 
went  on  to  capture  20%  of  total  Zurich 
trading.  From  the  start,  BZ  was  an  in- 
novator. It  created  the  market  for  cov- 
ered warrants  on  Swiss  equities  and 
devised  a  range  of  other  complex  in- 


MARTIN  EBNER  DEALS 

DEC.  1997  He  engineers  sale  of 
Union  Bank  of  Switzerland  to 
Swiss  Bank. 

SEPT.  1999  He  breaks  up  con- 
glomerate Alusuisse-Lonza  and 
sells  Alusuisse  to  Alcan. 

DEC.  2000  Declares  he  has  built 
a  10%  stake  in  Investor,  the  Wal- 
lenberg holding  company,  and  de- 
mands it  improve  its  performance. 

MAY  2001  Makes  $2  billion  for 
his  firm  by  selling  its  20%  stake 
in  pharmaceutical  company  Roche 
to  arch-rival  Novartis. 

JAN.  2002  Builds  up  20%  stake 
in  insurer  Baloise. 

NOV.  2001  Forces  out  ABB  Chair- 
man Percy  Barnevik  as  part  of  a 
drive  to  restore  the  engineering  gi- 
ant's flagging  performance. 


was  mad,"  says  a  former  member  of 
the  Union  Bank  board,  who  recalls  hav- 
ing to  work  through  the  Easter  hoK- 
day  to  ward  off  an  Ebner  assault.  But 
confrontation  works:  When  Union  Bank 
rejected  Ebner's  demand  to  streamline 
its  structure  and  cut  costs,  Ebner  forced 
its  sale  in  1997  to  the  smaller  but  nim- 
bler Swiss  Bank  Corp.,  thus  forming 
the  financial-services  colossus  UBS. 

Ebner  is  a  keen  advocate  of  smaller 
government.  In  1998,  he  once  again  ruf- 
fled feathers  among  Zurich's  financial 
elite  when  he  moved  BZ  to  his  native 
Wilen  in  the  neighboring  canton  of 


Schwyz,  which  halved  BZ's  tax  bill.  Still 
convinced  that  his  taxes  were  too  high, 
Ebner  demanded  last  year  that  Schwyz 
cut  its  taxes.  After  the  canton  refused, 
BZ  distributed  a  pamphlet  called  "What 
every  Schwyzer  voter  should  know" 
that  argued  the  case  for  a  tax  cut. 

His  colleagues  defend  Ebner.  "[He's] 
not  anti-establishment,  he  is  just  not 
part  of  the  establishment,"  says  econo- 
mist Kurt  Schiltknecht,  who  sits  on  the 
BZ  Group  board.  Schiltknecht,  who  has 
known  Ebner  since  they  played  ball  to- 
gether at  school,  thinks  Ebner  should  be 
seen  more  as  Switzerland's  Warren  Buf- 
fett than  its  Carl  Icahn.  "When  he  sees 
an  investment  isn't  going  well,  he  de- 
mands improvement,"  he  says.  "You  can 
hardly  say  that's  unreasonable." 

Ebner's  critics  hope  that  he  vidll  get 
his  comeuppance  with  abb.  They  say 
he  bought  in  at 
what  he  should 
have  known  was 
too  high  a  price. 
Schiltknecht  admits 
that  BZ  was  "opti- 
mistic about  the  po- 
tential of  ABB,"  but 
says  that  was  be- 
cause "we  thought 
we  had  been  given 
all  the  information 
we  needed,  which 
we  hadn't."  If  Ebn- 
er fails  to  rejuve- 
nate the  conglomer- 
ate, he  could  lose 
up  to  $800  million. 
Ebner  may  also 
be  making  a  mis- 
take in  tangling 
with  the  Wallen- 
berg clan,  which 
dominates  Investor, 
the  Swedish  hold- 
ing company  in 
which  Ebner  now 
has  an  11.4%  stake.  Analysts  reckon 
that  the  value  of  Ebner's  Investor  stake 
has  already  fallen  by  about  $150  mil- 
lion. Still,  Ebner  is  confident  there  is 
money  to  be  made  there.  The  Wallen- 
bergs, says  Schiltkecht,  "vdll  be  forced 
to  do  something . . .  [either]  by  buying 
back  shares,  shrinking  the  company, 
paying  bigger  dividends,  or  breaking 
the  group  up."  Even  when  guilty  of 
faulty  judgment,  Ebner  always  shows 
patience  and  cunning.  After  years  of 
combat,  Europe's  corporate  knights 
know  to  beware  of  Ebner's  halberd. 

By  David  Fairlamb  in  Zurich 
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THERE'S  NO  STOPPING 
THIS  SLIDE 

Deflation  is  crippling  Japan's  economy 


After  months  of  gloomy  news,  the 
Japanese  economy  is  showing  nas- 
cent signs  of  life.  Japanese  compa- 
nies are  reporting  their  lowest  invento- 
ries in  12  years.  There  is  hope  that  a 
U.S.  rebound  will  lift  the  nation's  ex- 
ports. And,  on  Mar.  4,  the  Nikkei  stock 
index  shot  up  nearly  6%  and  was  trad- 
ing at  seven-month  highs. 

Does  this  presage  a  broad  recovery  in 
Japan?  Not  likely.  Take  the  Nikkei.  No 
one  should  consider  the  spike  in  prices  a 
harbinger  of  swift  recovery.  Instead, 
this  minibull  market  feels  artificial  and 
engineered.  For  starters,  the  govern- 
ment has  taken  steps  to  drive  out  short 
sellers,  who  in  recent  months  had  been 
responsible  for  many  of  the  trades.  And 
while  bank  stocks  have  rebounded, 
that's  mostly  thanks  to  talk  of  another 
round  of  government  capital  injections. 
Moreover,  there  is  evidence  that  Tokyo 
has  encouraged  the  big  trust  banks, 


WHIPPING 
OUT  THE 
MARKDOWN 


WAITING  GAME:  A 

wary  buyer  at  a 
model  ho;rn.e  park 

which  manage 
pension  funds,  to 
buy  stocks  and 
goose  the  Nikkei 
before  the  end  of 
March,  when  the 
fiscal  year  closes. 
That  will  help 
commercial  banks 
sidestep  big  valua- 
tion losses  on  their 
stock  portfolios, 
losses  they  would 
have  to  report  on 
Mar.  31. 

The  fact  re- 
mains that  Japan's 
economy  stinks. 
And  it  will  contin- 
ue to  do  so  until 
the  government 
finds  a  way  to  rein 
in  the  savage  de- 
flationary forces 
that  are  hammer- 
ing corporate 
earnings  and  keep- 

ing        consumers 

dazed  and  confused.  All  kinds  of  retail 
and  wholesale  prices,  from  compact  discs 
to  men's  suits,  have  been  dropping  for 
two  years — and  show  no  sign  of  level- 
ing out.  Prime  Minister  Junichiro 
Koizumi's  recent  anti-deflation  package 
won't  fix  the  problem  because  it  fails 
to  address  Japan's  biggest  concerns,  in- 
cluding extra  capacity.  Says  Yuichi  Eza- 
wa,  Japan  representative  and  vice-chair- 
man of  UBS  Group:  "There  is  no  easy 
escape  from  deflation." 

To  see  what  havoc  deflation  is  wreak- 
ing, swing  by  a  model-home  complex  in 
the  tony  Tol^o  suburb  of  Sakura  Jyosui. 
While  prices  for  such  homes  have  fallen 
by  as  much  as  28%  since  last  year,  the 
homebuilders,  Mitsui  &  Co.  and  Misawa 
Homes  Co.,  aren't  getting  many  takers. 
Why  buy  a  new  home  now,  consumers 
figure,  when  it  may  cost  less  next  year? 
"Times  are  awful,"  says  a  Mitsui  sales- 
man. 'The  competition  is  ferocious." 


Retailers  are  hurting,  too.  Although 
overbuilt  industries  are  pricing  their 
products  to  move,  frightened  consumers 
don't  want  to  buy.  Meanwhile,  cheap 
imports  are  flooding  the  markets.  "The 
profit  margin  is  now  what  consumers 
let  you  keep,"  quips  Jerry  Black,  a  man- 
aging director  with  Kurt  Salmon  Asso- 
-  ciates,  a  management  consultant.  And 
while  consumers  are  out  bargain-hunt- 
ing, they  are  wary.  Megumi  Yamamoto, 
a  young  Tokyoite,  is  thrilled  she  can 
buy  CDS  for  $3.75  less  than  last  year,  but 
is  "very  worried  about  my  future." 

To  pry  yen  from  Japanese  wallets, 
companies  need  to  take  a  machete  to 
distribution  costs,  shift  production  off- 
shore, and  get  creative.  Frozen-food  out- 
fit Katokichi  Co.  can  make  its  chicken 
skewers  and  octopus  balls  15%  cheaper 
in  China,  so  it  does.  Fast-food  king 
Yoshinoya  D&c  Co.  is  also  importing 
meat,  which  has  allowed  it  to  cut  prices 
by  30%;  it  expects  to  turn  a  $137  million 
profit  this  fiscal  year. 

But  not  every  industry  can  chop  fixed 
costs  so  easily — especially  in  Japan, 
where  costs  are  the  highest  anywhere. 
Japanese  trucking  companies  pay  five 
times  more  in  road  levies  than  their 
counterparts  in  the  U.S.,  while  ship- 
ping costs  are  twice  as  high,  largely  be- 
cause imions  control  the  docks. 

Deflation  has  also  created,  or  at  least 
popularized,  new  product  segments. 
Low-malt  beers,  which  cost  40%  less 
than  regular  brews,  are  the  new  hot 
beverage.  The  $7,000  to  $9,000  subcom- 
pact  car  is  the  fastest-growing  category 
for  Japanese  carmakers.  And  no  retail 
category  is  more  emblematic  of  the  shift 
in  consumer  psychology  than  the  "100 
yen"  (750)  discoimt  shops  that  are  now 
all  the  rage. 

Some  of  these  innovations  are  wel- 
come, of  course:  Japanese  consumers 
deserve  a  break.  But  at  some  point,  de- 
flation's destructive  power  could  become 
too  great  for  Japan  to  handle.  Compa- 
nies laboring  under  huge  debts,  for  ex- 
ample, can't  raise  prices  to  service  their 
loans.  Maybe  a  Uft  in  exports  will  help  a 
few  companies — but  most  can  expect 
the  hard  times  to  last. 

By  Brian  Bremner  in  Tokyo 


Data:  BusinessWeek 
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He  spent  6  hours  entering  data 
someone  already  spent  5  hours  entering. 
What  can  be  learned,  other  than 
it  was  a  waste  of  time  and  money? 


Well,  for  one,  yOT^Tompany  needs  Microsoft®  Great  Plains®  financial  software. 
Once  the  data  is  in  the  system,  everyone  knows  it  and  has  access.  Helping 
departments  work  together  and  employees  to  be  more  efficient  and  less 
frustrated.  In  fact,  you'll  find  all  our  applications  engineered  to  provide  an 
integrated  set  of  crystal-clear  data  to  guide  your  business.  Want  to  improve 
productivity?  Start  by  improving  your  software.  Software  for  the  Agile  Biic'"*»«s. 
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Microsoft" 

Great  Plains 

Business  Solutions 


Microsoft 


301  Great  Plains  is  either  a  registered  trademark  or  trademark  of  Great  Plains  Software  Inc.  in  ttie  United  States  and/or  other  countries   Great  Plains  Software  In 
a  wholly-owned  subsidiary  of  Microsoft  Corporation.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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CRYSTAL    LIQUID 


Two-thirds  of  our  world  is  covered  by  water,  which  increasingly  becomes 
polluted.  Now  Hitachi's  unique  purification  systems  are  hard  at  work  restoring 
lakes  to  their  natural  condition,  making  them  a  picture  of  crystal  purity.  And 
you'll  find  yet  another  type  of  crystal  purity  in  Hitachi  TFT  LCDs.  With  their 
exceptionally  wide  viewing  angle  and  stunningly  clear  images,  they  redefine  what 
a  LCD  should  be.  From  cteaner  water  t^  a  clearer  view,  improving  the  quality 
of  life  is  the  ingpiration  from  Hitachi.  Visit  Hitachi  on  the  web  and  see  how 
we're  inspiring  the  next  with  our  advanced  technologies  and  innovative  solutions. 


HITACHI 

Inspire  the  Tslext 


http://global.hitachi.com/inspire/ 
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IS  WASHINGTON  FIGHTING  TERRORISM 
ON  TOO  MANY  FRONTS? 


Mio  the  east,  the  arc  begins  in  the  former  Soviet  republic  of 
I  Kyrgyzstan,  bordering  China.  Its  westernmost  point, 
I  2,000  miles  away,  is  the  ex-Soviet  republic  of  Georgia  on 
the  Black  Sea.  Connect  these  dots  and  you  have  a  hne  that 
describes  the  southern  rim  of  the  former  Soviet  Union.  It  is 
one  of  the  world's  most  troubled  regions,  a  bastion  of  Islam- 
ic militancy,  drug  trafficking,  and  political  corruption.  And  it 
is  rapidly  becoming  the  security  responsibility  of  an  expand- 
ing American  empire. 

Driven  by  its  crusade  to  extinguish  global  terrorism,  the 
U.S.  since  September  11  has  taken  on  one  security  commit- 
ment after  another  in  the  ex-Soviet  Union.  To  establish  good 
lines  into  Afghanistan,  the  U.S.  first 
moved  troops  into  Uzbekistan  and  then 
decided  to  build  a  second  base  in  neigh- 
boring Kyrgyzstan.  Now,  the  U.S.  is  ex- 
panding its  presence  in  the  strife-torn 
Caucasus  republics.  In  mid-March,  the 
U.S.  will  send  some  200  military  trainers 
to  G^eorgia  to  help  1,200  troops  combat  al 
Qaeda-linked  militants  in  a  mountain 
gorge  on  Georgia's  border  with  Russia's 
breakaway  province  of  Chechnya.  Russ- 
ian President  Vladimir  V.  Putin  is  ac- 
quiescing to  this  latest  U.  S.  move  in  his 
backyard  partly  because  it  legitimizes 
his  campaign  against  what  he  calls  Chechen  "terrorists." 

Helping  the  Georgians  is  likely  to  be  only  the  beginning  of 
U.S.  military  involvement  in  the  Caucasus,  which  Defense 
Secretary  Donald  H.  Rumsfeld  visited  in  mid-December.  Re- 
cently, the  White  House  quietly  lifted  decade-old  sanctions 
preventing  military  aid  to  Azerbaijan,  Georgia's  oil-rich  neigh- 
bor on  the  Caspian  Sea.  A  Pentagon  delegation  plans  to  vis- 
it Baku  in  late  March  to  discuss  security  cooperation  and  pos- 
sibly assistance  to  Azerbaijan's  army.  The  U.S.  is  also 
expected  to  expand  anti-terrorism  aid  to  Azerbaijan's  rival, 
Aimenia.  "America  is  establishing  a  new  political  influence  in 


IN  GEORGIA:  A  multitude  of  risks 


the  Caucasus,"  says  Zbigniew  Brzezinski,  National  Security 
Adviser  in  the  Carter  Administration. 

But  this  widening  U.  S.  engagement  carries  a  multitude  of 
risks,  few  of  which  seem  to  be  getting  seriously  debated  in 
Washington  at  a  time  when  all  politicians  are  under  pressure 
to  back  President  Bush's  war.  Officials  say  U.  S.  forces  won't 
be  directly  involved  in  fighting  mihtants  holed  up  in  the 
Pankisi  Gorge  near  Georgia's  border  with  Chechnya.  Yet  an- 
alysts fear  the  U.S.  could  be  drawn  in  if  Georgia's  ragtag 
army  falters.  That  could  entangle  America  in  the  Chechen 
war.  "If  the  Georgians  don't  maintain  peace  in  the  Pankisi 
Gorge,  [Putin]  can  ask  the  U.  S.  to  come  in,"  says  Martha  Brill 
Olcott,  a  Caucasus  expert  at  Washing- 
ton's Carnegie  Endowment  for  Interna- 
tional Peace.  There's  also  the  risk  that 
the  U.S.  could  be  sucked  into  Azerbai- 
jan's local  struggle  with  Iran.  Tehran  is 
disputing  Azeri  claims  to  Caspian  oil  re- 
serves and  protests  U.  S.  engagements  in 
ex-Soviet  republics  as  expansionist. 

Of  course,  there  are  potential  strategic 
gains  for  the  U.S.,  and  not  only  on  the 
anti-terrorism  front.  U.S.  policymakers 
and  oil  companies  have  long  argued  for 
moves  to  assure  security  for  a  proposed 
oil  pipeline  from  Baku  through  Georgia 
to  the  Turkish  port  of  Ceyhan.  This  project,  planned  for 
completion  in  2005,  has  taken  on  new  importance  because 
Arab  oil  supplies  look  shakier  post-September  11.  The  Caspi- 
an's 110  billion  barrels  in  oil  reserves  rival  Iraq's. 

StiU,  as  military  trainers  head  to  Georgia,  the  big  question 
is  whether  the  U.S.  is  taking  on  too  much.  The  Bush  Ad- 
ministration is  now  combating  terrorism  on  fronts  in  Asia, 
Afiica,  and  Europe.  Even  the  globe's  sole  superpower  needs 
to  be  careful  not  to  overreach. 

By  Paul  Starobin  in  Moscow,  unth  Paul  Magnusson  in 
Washington  • 


GLOBAL  WTIAPUP 


AFfiHANISTAN'S  BUMPER  CROP 

►  Farmers  in  Afghanistan  are  getting 
ready  to  harvest  a  bumper  crop  of 
opium  starting  in  April — and  that's  a 
cause  of  concern  for  officials  from  the 
U.  S.,  U.  N.,  and  the  interim  Afghan 
government  of  Hamid  Karzai.  The 
Taliban  had  largely  eradicated  opium 
cultivation  in  Afghanistan  in  2000. 
But  farmers  began  replanting  opium 
poppies  last  November,  even  as  the 
Taliban  government  was  collapsing. 
Although  Karzai  issued  a  new  ban 
on  opium  cultivation  on  Jan.  17,  it  was 


too  late.  Farmers  planted  an  estimated 
110,000  to  160,000  acres  of  opium  pop- 
pies last  fall,  according  to  a  new  U.  N. 
report,  up  from  7,606  the  year  before. 
That  could  produce  as  much  as  6  mil- 
lion pounds  of  opium — worth  about 
$540  million  to  the  Afghan  economy, 
according  to  a  U.N.  official  in  Islam- 
abad. Karzai  lacks  the  power  to  en- 
force his  ban,  and  local  officials  and 
farmers  see  little  to  gain  from  stopping 
the  harvest.  "It's  an  extremely  tough 
year  for  prevention  of  production  of 
opium,"  the  U.N.  official  acknowledges. 
Even  so,  international  agencies  are 


scrambling  to  see  if  they  can  find  a 
stop-gap  solution.  A  U.  N.  team  is 
heading  to  Afghanistan  to  detemiine 
whether  farmers  can  be  induced  to  de- 
stroy their  crops  in  exchange  for  com- 
pensation. Chances  of  success  look 
slim,  however.  That's  why  U.S.  offi- 
cials are  concerned  that  drug  traffick- 
ing could  become  a  primary  source  of 
financing  for  al  Qaeda  and  other  ter- 
rorist organizations  as  other  sources 
dry  up.  The  pressure  is  on  the  Afghan 
government  to  take  stronger  measures 
before  the  next  planting  season. 

By  Frederik  Balfour  in  Hong  Kong 
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Government 


CORPORATE  GOVERNANCE 


HOW  BUSH  WOULD  HOLD 
CEOs'  FEET  TO  THE  FIRE 

The  President  demands  accountability.  Why  execs  may  balk 


It  was  billed  as  a  routine  ceremony 
for  the  President  to  hand  out  the 
Malcolm  Baldrige  National  Quality 
Awards,  an  annual  pat  on  the  back  for 
select  CEOs.  But  at  an  appearance  sched- 
uled for  Mar.  1,  Bush  had  more  than 
applause  in  mind  for  Big  Business  chief- 
tains. What  he  intended  to  offer  was  a 
dose  of  post-Enron  medicine  aimed  at 
addressing  the  crisis  of  confidence  in 
corporate  accounting. 

Shaped  by  a  task 
force  headed  by  TVeasury 
Secretary  Paul  H. 
O'Neill,  Bush's  plan  for 
overhauling  corporate 
governance  puts  the  bulk 
of  the  responsibility  for 
future  Enron  debacles 
squarely  on  the  shoul- 
ders of  America's  CEOs. 
That  means  disclosure 
requirements  to  keep 
employees  and  share- 
holders in  the  loop, 
tougher  oversight  of  au- 
ditors, new  penalties  for 
serial  miscreants — and  a 
requirement  that  the 
men  and  women  of  Cor- 
porate America's  top  tier 
sign  a  personal  affirma- 
tion statement  attesting 
to  honest  bookkeeping. 

Mindful  of  the  explo- 
sive growth  of  the  In- 
vestor Class,  Bush  is  ex- 
tolling the  virtues  of 
what  he  calls  "the  re- 
sponsibility culture."  But 
in  the  wake  of  Enron, 
the  President  thinks 
CEOS  have  to  do  much 
more  to  rebuild  public  faith.  "Leaders  of 
corporations  have  a  special  obligation 
to  shareholders  and  the  pubhc,"  says  a 
senior  Administration  official. 

The  point  man  for  Bush's  plan  will 
be  Securities  &  Exchange  Commission 
Chairman  Harvey  L.  Pitt.  He'll  make 
sure  that  CEOs  sign  off  on  full  and  hon- 
est disclosures  of  their  companies'  fi- 
nances (table).  The  sec  will  wTite  guide- 
lines to  help  audit  committees  determine 


whether  their  accountants  have  conflicts 
that  interfere  with  an  accurate  reading 
of  the  books.  And  the  sec  will  get  new 
clout:  Bush  is  directing  the  securities 
cops  to  take  away  corporate  bonuses  or 
stock  gains  when  companies  inflate  their 
profits.  He'll  ask  Congress  for  legislation 
to  let  the  SEC  bar  corporate  offenders 
from  ever  serving  again  as  officers  or 
directors  of  public  companies. 


FIXING  CORPORATE  AMERICA 

President  Bush's  plan  to  restore  confidence  in  l)usiness 


MORE  ACCOUNTABILITY  Require  CEOs  to  issue  a  statement 
personally  vouching  for  the  veracity  of  company  finances. 


BETTER  DISCLOSURE  Direct  companies  to  disclose  critical 
information  about  their  businesses  more  quickly.  Oblige  CEOs 
and  top  corporate  officers  to  tell  investors  and  employees  with 
in  two  days  of  insider  stock  trades. 


ACCOUNTING  SAFEGUARDS  Establish  an  mdependent  regula- 
tory board  to  oversee  the  accounting  industry.  Stiffen  auditing 
standards  with  new  SEC  guidelines  for  internal  auditors. 


TOUGHER  ENFORCEMENT  Bar  corporate  bosses  who  "clearly 
abuse  their  power"  from  serving  in  public  companies.  Force 
corporate  officials  who  profit  from  financial  irregularities  to 
cough  up  bonuses  and  stock  options. 


The  Bush  reforms  are  a  sohd  start 
toward  preventing  another  Enron.  But 
they're  not  likely  to  satisfy  Capitol  HUl, 
where  even  pro-business  Republicans 
are  prepared  to  crack  down  harder  And 
the  White  House  still  isn't  promising 
more  than  a  bare-bones  budget  increase 
for  the  SEC,  while  lawnnakers  of  both 
parties  are  talking  about  boosting  the 
agency's  budget  by  40%  or  more. 

Restrictions  on  auditors  wiU  be  a  ma- 


jor flashpoint.  Bush  wants  the  SEC  to 
bar  accoimting  firms  from  doing  both 
the  external  audit  certifying  a  company's 
books  and  internal  audits  of  the  same 
cUent's  corporate  controls.  But  the  sec 
wouldn't  ban  the  far  more  lucrative 
practice  of  accounting  firms  helping 
clients  design  and  install  huge  computer 
systems — a  major  win  for  the  Big  Five. 
Democrats,  including  Senator  Jon 
Corzine  (N.J.),  would  ban  almost  all 
consulting  by  auditors  (page  86). 

For  its  part,  business  may  find 
Bush's  responsibihty  agenda  too  hard 
to  swallow.  Richard  J.  Carbone,  chief  fi- 
nancial officer  at  Prudential  Financial 
Inc.,  told  Pitt  at  a  Mar.  6  SEC  forum 
that  managers  need  "more  safe  harbor" 
from  lawsuits  brought  by  disappointed 
shareholders.  Without  added  protection, 
CEOS  are  likely  to  fight  Bush's  proposed 
responsibility  statements — or  turn  them 
into  loophole-ridden 
boilerplate. 

Administration  offi- 
cials are  trying  to  avoid 
giving  trial  lawyers  new 
ammunition.  The  White 
House  rejected  O'Neill's 
suggestion  that  CEOs 
could  be  held  account- 
able for  mere  negli- 
gence— as  opposed  to  to- 
day's standard  of 
reckless  or  intentional 
deceit — ^in  failing  to  dis- 
close important  events. 
"We  don't  want  to  get 
into  excessive  litigation," 
a  top  Administration  of- 
ficial says,  "but  we  want 
to  hold  corporations  to  a 
higher  standard." 

Much  of  Bush's  plan 
depends  on  Pitt's  belief — 
strongly  held  even  before 
Enron's  collapse — that 
current  financial-disclo- 
sure requirements  faU  far 
short  of  giving  investors 
what  they  need  to  know. 
"We  want  to  move  away 
fi-om  check-the-box  ac- 
counting to  statements 
that  give  investors  a 
true  and  fair  picture  of  how  a  company 
operates,"  the  Bush  aide  asserts.  Busi- 
ness leaders  and  accountants  say  thejr'd 
welcome  such  changes.  They'd  better. 
Bush's  message  to  CEOs  is  clear:  It's  up 
to  you  to  deliver — or  face  some  un- 
pleasant consequences.  And  the  current 
plan  could  be  just  a  starting  point  for 
reforms  to  come. 

By  Mike  McNamee  and  Rich  Miller 
in  Washington 


58  BusinessWeek  /  March  18,  2002 


Otis  wanted  valuable 

customer  infdrmaticiii  at 

the  push  of  a  button, 

(Y^u  know  ^levatcir  peofile«) 


indrods  of  Tho? 

tis  (^U'Vcitcns    III  f^^fS 

jft>s  SIX  l)illiun  people 

)OpulaTK)ii         every 

elevate  their  own  business, 

lurned  to  Cocjnos,   the  qlobdl   lejtier 

iJlicjtjru  e 

naxirni/e  jn  inriovat ive 

that    on,3t;les   uistCirncrs    to 

online    With  Cogrvis.  <'){\s 

their    power  till   customer 

useful,  df.tioruihle  inf  or  mat  i(  )r  I 

Ihafs  used  to  qenerate  leads  for 

[create  eft«'(tive  rnarketirif) 

i'.'ide    more    rc^fjonsive 

surinq  that  Otis  continues 

[a<.'i ''(Stable  fJirectK.iM   uf^ 


Cognos  —  the  business  intelligence  inside 
the  world's  most  intelligent  businesses. 


O 


Jt^rover  grour 
your  free  t< 


Justness  performanrr  Order 
[for  High  Perfoniuinc  c  flus/ofss  toiiav 


forcei 

.-.  t-  the  powefto  meet  your  Internet  n 

eno-to-end  and  top-to-bottom. 

As  NTTA/ERIO,  we  operate  a  global  Tier  1 
IP  network  with  an  industry-leading  SLA.  We 
offer  seamlessly  integrated  IP  solutions,  from 
maximally-secure  VPNs  and  fail-safe  hosting 
to  consultation  and  24/7  maintenance.  Our 
one-stop  solutions  also  cover  ATM  and  Frame 
Relay,  supplied  through  our  Arcstar  glq^ 
managed  data  network  services. 

Just  as  importantly,  we  have  the  breadth  o. 
experience  and  the  deepHnancial  resources 
that  are  your  best  assurance  we'll  be  m 
support  yq^^pr  a  lo^^jge  to  com 


.  com/verio 

For  further  Information,  contact 
NTT  Communications  Corporation 
nttverio€ntt.corr 


vant  to  go  farther. 
.  ieed  an  IP  solutions  provider 
that  can  go  the  distance. 


GLOBAL  SLA 


AMERICA! 


Arcstar  GLOBAL 
NETWORK 


GLOBAL  IP  NETWORK 


-^^f- 


^. 


.-._i?w: 


DATA  CENTER 


GLOBAL  SERVER  LOAD  BALANCING 
(Smart  Content  Delivery) 


n 


JAPAN 


EUROPE 


MM! 


'  IP- VPN 

(IP  Sec  Type;  Global  IP 

Security  Gateway  Service) 

(Multi-protocol  label 

switching  (MPLS)  Type) 


NTT/VER 


NTT  Communications  Group  Offices 

Japan  •  USA  •  Brazil  •  UK  •  France  •  Germany  •  Netherlands  •  Belgium  •  Switzerland  •  ttaly  •  Spain  •  Korea  •  Chin. 
•  Hong  Kong  •  Taiwan  •  Vietnam  •  Thailand  •  Indonesia  •  Singapore  •  Malaysia  •  Philippines  •  Sri  Lanka  •  Australi. 

ce  0"=":;  ~a,  -ct  oe  a. a  ade  -  so-'-^  a-es 


-;-3ir>i- 


BusinessWeek 


March  18,  2002 


WEB  SMART 

Prada's  Store 
Gets  Personal 

CUTTIIMG  EDGE 

New  Net  Giants? 
Don't  Bet  On  It 
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5.  Cutting  Edge 

No  New  Behemoths 

The  pioneers  of  the  Net,  such  as  Amazon  and  eBay, 
are  now  its  giants.  Like  it  or  not, 
nobody's  likely  to  topple  them 

6.  Clicks  &  Misses 

You're  Out,  Rookie! 

Fantasy  baseball  on  the  Web  is 
too  complicated  for  newbies 

7.  Digital  Lifestyle 

Real  Estate  Roulette 

Those  crazy  days  of  astounding  prices  for 

VaUey  homes  are  back.  The 

question  is:  Why?  k 
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4.  Home  Page 

F— edcompany.com  doesn't  look  so  healthy  itself;  a 
game  that  explores  the  seamy  underbelly  of  dot-com 
land,  layoffs  are  easing 

8.  Web  Smart 

Prada  Gets 
Personal 

The  Milan  fashion  house  is 
harnessing  the  Net  to  pam- 
per shoppers  at  its  new  U.  S. 
flagship  store  in  Manhattan 

18.  Personalities 

The  Battle  of  Mark 
Goldston's  Life 

Can  this  rescue  artist  make 
a  success  of  troubled  isp 
United  Online? 


The  Web  at  Your  Service 

Get  set  for  Act  II,  when  the  Net  becomes  so  advanced  that 
people  no  longer  have  to  find  their  way  through  a  maze  to  get 
things  done.  Instead,  computers  stuffed  with  different  kinds  of  data 
and  hooked  up  to  different  sites  can  chat  behind  the  scenes  to  ac- 
complish big  and  little  tasks.  The  potential  reward:  Untold  savings  in 
time  and  money  and  a  major  boost  in  productivity 
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Who's 
Laughing  Now? 

Ricture  this:  The  number  of  people 
visiting  a  once-hot  Web  site 
^._nges  by  80%.  A  pitch  reading  "Your 
ad  here"  appears  at  the  top  of  its  home 
page.  And  its  laser  focus  on  the  New  Econ- 
omy blurs  to  include  bits  on  Sears,  Roe- 
buck &  Co.  's  carpet  business  and  layoffs  at 
Ford  Motor  Co. 

Sounds  like  a  chance  for  some  hefty 
jeering  by  F— edcompany.com,  a  two-year- 


old  site  for  tech  rumors  and 
hype- busting  that  rose  to  cult 
status  during  the  dot-com  hey- 
day. Except  that  this  time  the 
troubled  upstart  is  F— edcom- 
pany.com. 

Jupiter  Media  Metrix  says 
F— edcompany's  traffic  has  fallen 
below  85,000  monthly  users, 
down  from  393,000  last  July. 
Still,  founder  Philip  Kaplan  says 
his  upstart  is  not  in  trouble, 
partly  because  he  runs  the  site 
with  one  employee,  and  sub- 
scribers pay  $75  monthly  for 
access  to  hot  tips  they  can  trade 
on.  "I  have  1,200  paid  users,  and  I 
wouldn't  mind  at  all  if  they  were  the 
only  people  who 
came,"  Kaplan  says. 
Even  if  Kaplan 
won't  feel  much  pain,  F— edcompany 
may  never  fly  high  again.  The  demise  of 
780  Net  companies  means  the  easy  tar- 
gets are  gone.  Kaplan  says  readers 
want  non-dot-com  coverage:  "I  experi- 
mented with  it  last  year,  but  I'm  get- 
ting serious  about  it  now."  But  the 
numbers  say  Sears  just  doesn't  get 
people  excited  like  Webvan  did. 

— Timothy  J.  Mullaney 


What  evil  lurks  in  the  minds  of 
out-of-work  dot-commers?  Try 
murder.  After  being  laid  off  last 
year  from  now-defunct  ImageLock,  a 
startup  that  tracked  logos  on  the  Web, 
Ken  Belanger  created  PC- 187,  a  mys- 
tery game  set  in  the  seamy  underbelly 
2  of  the  New  Economy. 
Players  try  to  solve  the  mur- 
^^  der  of  a  dot-com  CEO  who  finds 
^j   his  options,  er,  terminated  as 

O^^   the  company  flirts  with  bank- 
ruptcy. Co-workers  clash,  back- 
■   ers  bail,  and  piles  of  money  pay 
Kmm   for  profligate  perks. 

Hlf  the  scene  is  Internet  Age, 
the  format  is  classic.  Players  in- 
f  M  terview  suspects  by  choosing 
^^  from  pull-down  menus  of  ques- 
■■■  tions.  The  suspect  list  is  as  long 
^^     as  a  San  Jose  unemployment 

W*^  line:  vulture  capitalists,  angry 
workers,  a  cuckolded  husband, 
Deven  a  drug-addled  hooker. 
Belanger  says  the  $50  CD- 
WROM  game  is  fantasy.  As  at  so 
many  of  the  dot-coms  that  in- 
spired it,  sales  have  been  light  because 
Belanger  lacks  in-store  distribution. 
But  the  sentiment  is  pure  2000.  "When 
money  gets  tight,  a  lot  of  bad  things 
happen,"  he  says.  Sure,  but  is  that  any 
reason  to  kill  a  guy?       — Andrew  Park 


Is  the  worst  over?  Two  measures  of  the  tech  downturn,  monthly  dot-com  business  failures  and 
Internet-industry  layoffs,  have  dropped  off  sharply.  Whether  or  not  the  upturn  is  here,  at  least 
the  pummeling  has  eased. 


LAYOFFS 

DOT-COM 
CLOSINGS 


APR.  2000 

327 


DEC.  2000 

10,459 


49 


APR.  2001 

17,554 

56 


DEC.  2001 

2,403 

23 


JAN.  2002 

1,802 

19 


FEB.  2002 

670 

18 


Data:  Challenger,  Gray  &  Christmas,  Inc..  Webmergers  Inc. 
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No  New  Behemoths 

The  pioneers  of  the  Net  are  now  its  giants,  and  nobody's  likely  to  topple  them 

A  COUPLE  OF  YEARS  ago,  lots  of  experts  believed  that  Amazon.com  Inc.,  Yahoo!  Inc.,  and  other  on- 
line pioneers  had  no  sustainable  edge.  Anyone,  they  said,  could  start  a  Web  site  and  steal  their  busi- 
ness. Indeed,  thousands  of  sites  tried.  And  nearly  all  of  them  failed.  Not  only  did  many  smaller  dot- 
coms bite  the  dust  but  most  traditional  behemoths,  from  Disney  and  at&t  to  Barnes  &  Noble  and 


Federated  Department  Stores,  have  yet  to  approach  the  reach  of 
the  online  giants — let  alone  topple  them.  My  guess:  They  never 
will.  The  online  winners  today  are  the  winners,  period. 

A  few  numbers  tell  the  story.  Two  years  ago,  1 1  companies 
commanded  50%  of  people's  time  spent  onUne.  Last  year,  ac- 
cording to  researcher  Jupiter  Media  Metrix,  that  50%  was 
controlled  by  just  four  online  properties — ^Amer- 
ica Online,  Yahoo,  Microsoft,  and  Napster  (as  of 
last  spring,  anyway).  Even  more  dramatic, 
the  number  of  companies  attracting  60% 
of  online  time  fell  from  1 10  to  14. 

Likewise,  the  largest  e-commerce  com- 
panies, such  as  Amazon  and  eBay  Inc., 
continue  to  grow  faster  than  the  overall 
market.  While  industrywide  consumer  e- 
commerce  sales  rose  13%  in  the  fourth  quar- 
ter, according  to  the  Commerce  DepL,  Amazon's 
revenues  rose  15%,  and  eBay's  rose  64%.  In  January, 
those  two  reached  28%  and  22%  of  the  active  Web 
population  of  117  million  people,  foUowed  by  Yahoo 
Shopping  at  21%.  No  other  site  even  reached  9%. 
Says  Lisa  Strand,  chief  analyst  for  e-commerce  at 
Nielsen/ZNetRatings:  "The  biggest  sites  continue 
to  get  bigger." 

The  World  Wide  Web  may  be  scarcely  a 
decade  old,  but  its  frontier  era  is  over. 
Think  about  it:  If  you've  been  online  for 
a  few  years,  do  you  surf  as  much  as 

you  used  to?  Probably  not.  You've  found  a  few  favorite  sites, 
and  you  keep  going  back.  For  instance,  MyYahoo,  a  personali2Kd 
Yahoo  service  used  by  86  million  people,  gives  me  access  to 
dozens  of  news  sources  I've  specified,  making  it  less  necessary  for 
me  to  surf  around. 

And  when  it  comes  to  buying  stuff,  staying  put  has  gotten 
much  easier,  too,  especially  as  portals  keep  adding  more  traditional 


retailers  as  tenants.  Even  Amazon,  which  claims  Toys  'R'  Us, 
Target,  and  Circuit  City  as  online  partners,  is  as  much  a  mall  as 
a  store  now,  and  eBay  is  an  outlet  for  the  likes  of  Disney  and 
Home  Depot.  "You're  going  to  have  a  few  huge  players,  and  it's 
going  to  be  tough  for  anyone  else  to  survive,"  says  Richard  W. 
Blunck,  CEO  of  Kmart  Corp.'s  online  unit,  BlueLight.com, 
which  doesn't  make  Nielsen's  list  of  the  top  25 
Web  properties.  Blunck  hopes  exclusive  brands 
such  as  Martha  Stewart  will  draw  shoppers, 
but  it's  hard  to  imagine  it  catching  up  to  the 
online  leaders  now. 

That's  why  traditional  media  and  retail 
companies  must  play  ball  with  the  pio- 
neers— forge  broad  deals  to  offer  branded 
content  or  products  on  those  sites — or 
they'll  get  stuck  in  the  Internet  boonies. 
While  maintaining  its  own  limited  Web  site, 
for  instance.  Target  leaves  the  heavy  lifting — at- 
tracting customers  and  taking  care  of  logistics — to 
Amazon,  which  runs  a  Target  store  on  its  site.  It's 
not  a  bad  idea  for  now,  when  e-commerce  is  still 
a  small  slice  of  overall  sales.  But  I  wonder  what 
will  be  the  eventual  fate  of  companies  forced  to 
house  their  brands  under  the  roof  of  a  po- 
tential rival. 

It's  possible  that  a  traditional  giant  such 
as,  say,  Wal-Mart  Stores  or  Walt  Disney, 
will  finally  get  it  right  online — though 
Amazon  and  Yahoo  will  undoubtedly  be  bigger  and  stronger  by 
then.  Technological  shifts  or  financial  or  legal  missteps  also  could 
unseat  a  current  winner,  as  Napster  discovered  in  nasty  fashion. 
And  certainly,  this  isn't  the  end  of  any  new  outposts  on  the 
Web:  Thousands  of  new  sites  will  thrive  by  offering  niche  prod- 
ucts or  more  personal  service.  It's  just  that  modest  sites  now  won't 
ever  get  big.  Too  bad,  but  it's  too  late,  e 
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BY  TIMOTHY  J.  MULLANEY 
.tim_mullaney@ebiz.businessiMeek.com 


You're  Out,  Rookie! 


^     Fantasy  baseball  on  the  Web  should  be  fun  and  easy.  Instead,  it's  far  too  complicated 

JIM  BOUTON  GOT  to  the  essence  of  baseball's  appeal  32  years  ago  in  Ball  Four.  It's  a  round  ball,  a  round 
bat,  and  you've  got  to  hit  it  square.  In  other  words,  baseball's  pretty  simple.  On  summer  nights,  in 
the  upper  boxes  at  Baltimore's  Camden  Yards — where  I  have  a  13-game  ticket  plan — all  I  need  is 
a  breeze,  a  hot  dog,  my  girl,  and  a  game  to  make  me  happy. 

ter  place  to  start,  but  espn  is  a  more  finished  product  First  of  all. 


\ 


So,  naturally,  someone  had  to  invent  fantasy  sports  to  make 
baseball  hopelessly  complicated,  and  then  put  it  on  the  Internet. 
Fantasy  sports  have  become  big  business  for  sf)orts  sites  such  as 
ESPN.com  and  CNNSl.com  because  the  Web  gives  fantasy  fi-eaks  a 
place  to  find  each  other.  But  cnnsi  and  espn  haven't  built  fanta- 
sy sites  that  make  newbies  like  me  want  to  join  the  ftm. 

The  basics  should  be  relatively  simple.  You  sign  up.  At  cnnsi 
this  is  fi-ee,  while  espn  charges  $29.95  for  the  first  team  but  ofiers 
bulk  discounts.  You  join  a  league  of  8  to  12  teams,  then  you  and 
your  fellow  "owners"  put  together  rosters  by  drafting  active  ma- 
jor-leaguers. During  the  season,  you  choose  which 
players  to  put  in  the  lineup,  each  week  at 
CNNSI  or  as  often  as  daily  at  ESPN.  The 
Web  sites  track  each  player's  statistics 
and  score  you  based  on  how  your 
players  do.  You  make  trades  or  pick 

up  undrafted  players  at  midseason,  i    'fij^^v   «  *     ^ 

just  as  the  pros  do.  At  the  end  of  the  fvJW^r^^^^^:^     /^5 

season,  someone  is  the  champion  of 
each  league.  Players  with  the  best  over- 
all scores  among  the  league  champs 
vAn  prizes  like  a  laptop  computer. 

The  problem  is,  it  took  me  hours 
to  figure  out  fi-om  either  of  these 

sites  how  the  games  work,  partly  because  of  confusing  site  de- 
sign and  partly  because  most  of  their  content  is  written  for 
the  already-committed  fantasy  nut.  Example:  espn's  flb  101 
page  (for  Fantasy  League  Baseball)  alludes  to  35  different  ways  to 
play  the  game — ^in  the  first  paragraph.  Yikes!  And  that's  pre- 
suming you  could  even  find  the  basic  introduction.  I  needed 
three  links  to  find  the  flb  101  page.  At  cnnsi,  you  have  to  look 
in  a  "help"  menu.  If  I  weren't  being  paid  to  figure  it  out,  I 
wouldn't  have  bothered.  The  solution:  bigger,  bolder  links  on 
home  pages  that  direct  newbies  to  basic  explanations  and  rules. 

Once  you  get  past  the  initial  confijsion,  cnnsi  is  probably  a  bet- 


^' 


}(£ 
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CNNSI  is  fi-ee.  For  a  beginner  unsure  v\^ether  the  many  hours  per 
week  that  aggressive  fantasy  players  pour  into  stats  to  plot  lineup 
changes  will  bore  you  or  thrill  you,  fi-ee  is  a  real  good  price.  But 
ESPN  gives  your  inner  know-it-all  more  room  to  roam,  letting  you 
make  daily  lineup  changes  instead  of  weekly. 

ESPN  also  offers  better-written  stories  and  analysis  to  support 
your  personnel  and  managing  decisions.  ESPN  puts  at  least  occa- 
sional pieces  by  big  writers  hke  Peter  Gammons  on  fantasy 
pages.  But  most  cnnsi  fantasy  coverage  comes  from  partner  site 
Commissioner.com,  which  is  merely  O.K.  And 
there's  a  big  difference  between  Gammons  and 
Commissioner.com's  farm-team  guys.  Both  sites, 
for  the  stats-happy  players,  have  tons  of  data. 
Fantasy  baseball  online  is  simple  enough — 
if  you  spend  hours  learning  how  it  works. 
But  do  you  really  want  to?  I  mean,  I'm  a  fan: 
One  of  my  dogs  is  named  Camdea  So  111  try  it, 
and  maybe  I'll  like  it.  But  I'll  need  to  be  con- 
vinced When  it's  baseball  season,  just  give  me  my 
hot  dog,  my  night  air,  my  girl,  and  a  game,  o 


Roto-Geek 


Fantasy  baseball  sites  are  O.K.  for  the  experienced 
rotisserie  sports  fan,  but  they  don't  make  newbies  feel 
comfortable  playing  a  complex  game.  The  verdict:  Ball  one. 


CNNSI.com  May  be  better  for  beginners. 
Explanations  of  the  rules  are  clearer,  though  still  not 
clear  enough,  and  you  play  for  free. 

ESPN.com  More  advanced  players  may  prefer  this 
site,  where  it  costs  $29.95  to  set  up  a  team  and  the 
competition  is  big-league. 


Th 
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BY  JOAN  O'C.  HAMILTON 
joan_hamilton@ebiz.businessweek.com 


Real  Estate  Roulette 

Those  crazy,  hazy  days  of  soaring  Valley  prices  are  back  again.  The  question  is:  Why? 

A  COUPLE  OF  YEARS  ago  during  the  peak  of  the  Silicon  Valley  real  estate  boom,  local  real  estate  agent 
Chris  McDonnell  gave  me  an  inside  look  at  the  housing  equivalent  of  tulip  mania:  frantic  bidding 
wars,  houses  going  for  double  the  asking  price,  nice  digs  getting  razed  for  new  construction.  All  that 
seemed  like  a  distant  memory  when  McDonnell  and  I  met  in  mid-February  for  coffee.  I  mean,  we're 


in  the  dumps  around  here.  The  messy  and  mysterious  war  on 
terrorism  drones  on,  tech  stocks  are  down,  local  unemploy- 
ment has  zoomed  from  under  2%  last  January  to  over  7%  today. 
Everybody  is  nauseated  by  the  nasty  Hewlett-Packard  Co.  soap 
opera  that's  sullying  one  of  our  icons  and  is  bound  to  whack 
thousands  more  jobs  regardless  of  what  happens.  In  many  office 
buildings,  cavernous  rooms  of  empty  cubicles  sit  eerily  silent  like 
human-scale  rat  mazes. 

Yet     McDonnell     plopped 
down  across  from  me  at  Men- 
lo  Park's  Cafe  Borrone,  rolled 
her    eyes,    and    announced: 
"Well,  it's  going  nuts  out  there 
again."  O.K.,  I'm  expecting  to 
hear  things  have  picked  up  a 
little.  Instead,  McDonnell  says: 
"Last  week,  a  tear-down  in  Palo 
Alto  that  was  listed  for  $795,000 
had  37  offers  on  it." 

"Thirty-SEVEN?"  I  repeat, 
choking  on  my  latte. 

I'd  heard  correctly.  We're  talk- 
ing circa  1999  kind  of  nuts  in  residential  real  estate.  Final 
sale  price:  Over  $1  million. 

I  am  so  shocked  that  we  jump  in  her  car  and  drive  by  the 
house.  It's  a  not-very-attractive  one-story  home  that  makes 
Beaver  Cleaver's  digs  look  like  the  Taj  Mahal.  As  we  drive,  Mc- 
Donnell rattles  off  several  other  similar  tales — eight  offers  on  one 
modest  little  house,  13  on  a  pleasant  rancher  we  pass  in  Menlo 
Park.  It  doesn't  even  have  a  garage,  just  a  rickety-looking  carport. 

It's  happening  all  over  San  Mateo  and  Santa  Clara  counties,  the 
heart  of  the  VaUey.  "In  late  January,  we  went  from  a  buyer's  to  a 
seller's  market  overnight,"  says  Nancy  Mott,  an  agent  vnth  Alain 
Pinel  Realty  in  Palo  Alto.  Coldwell  Banker  agent  Miles  Mc- 


In  a  three-hour  period,  1,200  people  streamed  through. 

I  would  love  to  play  PoUyanna  and  view  all  this  as  a  positive 
economic  indicator.  But,  in  fact,  the  agents  and  buyers  are 
miserable  and  don't  see  it  that  way  either.  Pros  say  this  market 
is  a  weird  confluence  of  low  interest  rates,  low  inventory,  and 
tons  of  buyers  who  have  been  banking  good  money  for  some 
time  and  probably  would  have  acted  in 
the  fall  when  prices  had  come  down 
substantially,  but  they  were  freaked  out 
by  September  11.  "Had  we  jumped  in 
October,  we  could  have  gotten  a  house 
for  about  $750,000,"  laments  attorney 
Kristin  W.  Baker  of  Menlo  Park. 
Kristin  and  her  husband  Brett  last 
week  lost  out  in  a  13 -offer  frenzy.  The 
selling  price  was  almost  $200,000  over 
their  offer.  "It's  so  intimidating,"  she 
says.  "If  this  continues  into  spring,  we 
could  be  priced  out."  Agent  Linda  Um- 
bach  of  Coldwell  Banker  says  "there's  a 
lot  of  panic  out  there"  among  buyers 
who  have  terrified  memories  of  previous 
real  estate  runups. 
Local  therapist  and  addictions  expert  Stephanie 
Brown  has  an  interesting  perspective  on  what  may  be  our 
short-duration  tumble  off  the  reality  wagon.  If  local  home 
shoppers  are  overextending  themselves  because  they  think  a  re- 
turn to  Lotteryville  is  imminent  despite  the  grim  economic  pic- 
ture, "I'm  not  sure  the  downturn  has  lasted  long  enough  for 
people  to  learn  any  lessons,"  she  says  with  a  sigh.  "This  culture 
doesn't  accept  the  idea  of  limits." 

In  the  meantime,  even  the  agents,  who  stand  to  gain  higher 
commissions,  fear  the  return  of  nerve-racking  wrestlemanias  for 
overpriced,  mediocre  properties.  "I  hope  this  doesn't  last.  It's 


Cormick  held  an  open  house  in  Palo  Alto  a  couple  of  weeks  ago.       horrible,"  says  Mott.  Not  to  mention  nutty. 
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Prada 

—Gets  _ 

Personal 


The  Milan  designer  is  harnessing  the  Net  to  boost 
customer  service  at  its  new  U.S. flagship  store 

BY  JEANETTE  BROWN 

IMAGINE  AN  OMNISCIENT  salesperson  who  greets  you  by  name  as  you 
enter  a  store  and  who  knows  everything  from  the  measure  of 
your  waist  to  your  allergy  to  wool.  As  you  admire  a  pair  of  shoes, 
she  can — ^without  ever  leaving  your  side — assure  you  that 
they're  available  in  size  8,  point  out  how  well  they  would  go 
with    the    skirt    you    bought    two    weeks    ago,    and 

display  a  video  of  supermodel  Jacquetta 
Wheeler  wearing  the  same  sling-back 
heels  on  a  Paris  runway. 

Just  how  far  oflF  is  this  vision  of  shop- 
ping's superpersonalized  future?  At  Prada, 
it's  just  weeks  away.  While  other  top  fash- 
ion houses  have  built  splashy  Web  sites 
showing  off  their  skirts,  shoes,  and  bags, 
Prada  has  been  conspicuously  absent  on- 
line. But  this  spring,  the  Milan  fashion 
house  plans  to  harness  the  Net  to  boost 
customer  service  at  its  flagship  U.  S.  store. 
The  Manhattan  boutique,  the  brainchild  of 
Dutch  architect  Rem  Koolhaas,  already 


Pnada's  High- 
lech  "Treatment 


The  fashion  set  is  used  to  royal  treat- 
ment at  Prada's  clothing  boutiques. 
But  the  Milan-based  designer  want- 
ed its  new  store  in  New  York  to  top  its 
own  high  standards.  The  answer: 
$20  million  In  Web  technology,  start- 
ing in  mid-March. 


has  gotten  accolades  for  its  de- 
sign: Walls  of  glass  carry  sun- 
light  deep    into    the   interior, 
stadium-style  bleachers  display  shoes, 
and  the  floor  dips  in  a  30-foot  wooden 
"wave"  that  doubles  as  a  stage. 

But  Prada  wants  to  do  far  more  than 
make  an  architectural  splash.  Beneath  the 
marble,  zebrawood,  and  exposed  brick  lies 
technology  crafted  to  pamper  the  Prada 
shopper.  It  starts  with  the  "Staff  Device,"  a 
handheld  computer  that  is  shaped  like  a 
flattened  flashlight  and  is  the  sales  associ- 
ate's gateway  to  gobs  of  information  stored 

mimmmmmm 

Challenge:  If  a  dress  isn't  on  display,  sales- 
people dash  to  the  stockroom  to  find  it.  That 
leaves  customers  stranded,  risking  a  lost  sale. 

Solution:  The  Staff  Device,  a  wireless  com- 
puter that  provides  data  on  what's  in  stock. 

Expected  payoff:  Salespeople  spend  less 
time  saying,  "Let  me  check  that,"  and  more 
time  saying,  "That  looks  fabulous  on  you— 
and  we  have  matching  shoes,  too!" 


on  the  Web.  The  machine  can 
scan  tags  on  a  dress  or  blouse 
so  the  salesperson  can  wow  shop- 
pers with  any  detail  they  might 
want — ^what's  in  stock,  different  fabrics, 
and  that  oh-so-perfect  accessory.  The  Staff 
Device  also  controls  video  monitors  lo- 
cated throughout  the  store,  where  sales- 
people can  call  up  original  designer 
sketches  of  the  garment  or  even  play  video 
clips  of  runway  shows.  The  system  lets 
Prada  "communicate  the  richness  of  the 
ideas  that  make  our  products  contem- 
porary and  interesting,"  says  Co-Chief 

1 1]  :\  imUmT^f^S^lm^a 

Challenge:  Make  the  dressing  room 
dazzling,  which  serves  as  a  sales  aid. 

Solution:  When  entering  the  dressing  room, 
a  digital  tag  on  every  garment  is  scanned  and 
the  data  stored.  Customers  can  touch  a  screen  ir 
for  info  about  the  garment  and  accessories.      • 

Expected  payoff:  Clients  spend  more.         b 
When  a  customer  likes  a  particular  cotton        fe:: 
blouse,  she  can  learn  it's  available  in  silk,  too.  b 
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Executive  Miuccia  Prada. 
Prada  keeps  that  com- 
munication going  in  the 
dressing  room.  Each  of  the 
seven  rooms  is  outfitted  wdth  a  "smart 
closet"  that  automatically  scans  garments' 
tags.  When  a  customer  takes  out  a 
blouse  to  try  it  on,  information  about 
the  blouse  appears  on  a  touch  screen 
so  she  can  do  some  virtual  browsing 
for,  say,  a  different  size  or  a  matching 
scarf — without  leaving  the  dressing 
room.  "Prada  is  combining  the  best  of 
the  online  world  with  the  best  of  the 


Technology  lies  behind 
the  marble  and  exposed 
brick  of  architect  Rem 
Koolhaas'  design 


mamrnnmma 

lallenge:  Extend  the  in-store  shopping 
perience  to  the  Web  without  undermining 
ada's  signature  high-touch  service. 

3lution:  Store  customers  can  save  dressing 
om  sessions  online.  From  home,  they  can 
>/iew  items  they  tried  on. 

tpected  payoff:  Customers  can  e-mail  a 
lesperson,  and  get  quick  answers— helping 
Dse  sales  they  couldn't  commit  to  in  the  store. 


real  world,  and  making 
both  better,"  says  analyst 
Ronni  Marshak  of  Patri- 
cia Seybold  Group,  a 
Boston  customer-service  consulting  firm. 
And  that  doesn't  take  into  account  the 
"magic  mirror."  When  a  customer  turns 
around  in  the  dressing  room,  a  motion- 
sensitive  camera  begins  filming.  Seconds 
later,  an  embedded  screen  behind  the  mir- 
ror lights  up,  and  a  customer  can  see  her- 
self twirl  like  Marilyn  Monroe.  "It 
provided  such  a  delightful  experience  that 
it  grew  fi-om  an  added  fian  element  into  a 
key  component,"  says  Heather  Martin, 
senior  designer  at  IDEO  London,  which 
planned  the  store's  customer  experience. 
After  bringing  the  Web  to  the  store, 
Prada  wants  to  do  the  reverse — extend 
the  store  experience  to  the  Internet.  Shop- 
pers in  Prada's  dressing  rooms  can  save  a 
record  of  their  session  with  a  tap  on  the 
screen.  Then  from  home  they  can  visit 
Prada's  Web  site  and  review  what  they 
tried  on — perhaps  getting  an  opinion 
from  a  friend  or  spouse  who  wasn't  in  the 


store  at  the  time.  From  there,  a 
quick  click  on  the  customer's  page 
sends  a  note  to  the  store  associate 
saying — Prada  hopes — that  she'll 
buy  the  item. 

Prada's  vision  flies  in  the  face 
of  conventional  wisdom 
about  the  Web.  Most  in- 
dustries have  turned  to 
Net-based  customer  serv- 
ice  to   save   money  by 
cutting    human    beings 
out  of  the  equation.  At 
Prada,  the  technology — 
though     dazzling — was 
never  meant  to  come  be- 
tween the  customer  and 
staff.  The  company  prides 
itself  on  giving  its  clients 
the  royal  treatment  as 
they  spend  hours  trying 
on  dresses  or  suits  cost- 
ing thousands  of  dollars.  That 
kind  of  attentiveness  helped  pri- 
vately held  Prada  log  sales  of  $1.5 
billion  last  year,  more  than  double 
its  revenues  in  1998.  But  facing  a 
rising  tide  of  debt  and  the  poten- 
tial that  customers  might  rein  in 
spending  as  the  economy  soured, 
Prada  figured  the  time  was  right 
for  a  customer-service  makeover. 
And  merging  the  efficiency  of  the  Web 
with  Prada's  signature  high-touch  per- 
sonal relationships  filled  the  bill. 

As  magical  as  it  sounds,  there's  no 
guarantee  that  Prada's  bold  Web  experi- 
ment wQl  pay  off.  Prada  will  have  to  sell  a 
lot  of  dresses,  shoes,  and  shawls  to  cover 
the  $20  million  it  has  spent  on  the  store's 
technology.  "The  whole  store  is  a  bit  of  a 
laboratory,"  says  Bruce  Eckfeldt,  program 
manager  at  New  York-based  IconNichol- 
son,  the  software  developer  for  the  project 
Still,  as  tweaks  get  made  in  New  York, 
grand  visions  for  the  future  grow.  Prada 
plans  to  open  a  second  location,  in  Los 
Angeles,  with  the  same  technology,  fol- 
lowed by  stores  in  San  Francisco  and 
Tokyo.  And  the  long-term  vision  is  to 
use  the  best  of  the  system  in  each  of 
Prada's  150  boutiques  worldwide.  By  that 
time,  it  should  be  clearer  whether  a  merg- 
er between  the  velvet  touch  of  Prada's 
service  and  the  cold  logic  of  the  Internet 
has  paid  off  for  the  fashion  house.  Either 
way,  Prada  customers  are  likely  to  enjoy 
the  experiment,  e 
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LUCY  OAKLEAF  and  her  team  worked  with 
DaimlerChrysler  to  implement  IBM's  next 
generation  CATIA  and  ENOVIA  software, 
^is  allows  them  to  create  one  fully  integrated 
llgitaf  design  before  production,  incorporating 
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RANDY  ODOM  an?^fs  team  Nave  speni 
the  last  12  year^elping  tonral^e  Best  Buy 
a  seamless  el^ffbnk  retailer.  Consumers  can\  ; 
research  and  Compare  products,  purchase, 
set  up  delivery^r  make  returns  via  any  Best 
Buy  st^^#  or  iTt  bestbuy.cpm  (deployed  and 
supportRfby  I Bf^).  Needless  to  say,  Randy  is 
a  popular/ guy  at  B^st  Buy. 
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sed  to  be,  when  a  salesperson  at  San  Francisco  investment 
bank  Putnam  Lovell  Securities  sent  a  research  report  to  a 
client,  he  wasted  time  and  paper.  The  salesperson  would  con- 
tact the  company's  publications  department.  The  report 
would  be  tracked  down,  packaged,  and  mailed  out.  Every 
day,  the  same  dreary  process — times  10.  Not  anymore.  Today,  when  a  Put- 
nam analyst  completes  a  report,  it's  automatically  routed  via  e-mail  to  every 
customer  who   might  be   interested.   The   company  estimates   it   will 


save  $500,000  a  year  on  printing  and  mail 
costs.  Plus,  the  new  process  prompts  trades 
that  might  not  have  been  made. 

Seems  simple  enough.  But  below  the 
surfece,  in  the  basement  of  the  Internet,  is 
an  intricate  layer  of  new  technology  that's 
making  this  possible.  Putnam's  analysts 
write  their  reports  on  a  Web  site  operat- 
ed by  BlueMatrix  Inc.  When  finished,  the 
analyst  presses  a  button  and  a  message 
zips  to  a  site  operated  by  GrandCentral 
Communications  Inc.  That  site  matches 
the  topic  of  the  report  v^th  information 
about  the  interests  of  Putnam's  clients 
that  it  draws  from  yet  another  V/eb  site — 
salesforce.com.  Clients'  e-mail  addresses 
are  sent  from  salesforce.com  to  Blue- 
Matrix,  and  it  dispatches  the  reports  to 
them.  The  whole  kit  and  caboodle  takes 
about  as  much  time  as  licking  a  stamp 
and  doesn't  involve  a  single  soul. 

The  modest  little  travels  of  Putnam's 
reports  provide  a  glimpse  into  the  next  big 
phase  of  the  Internet.  Get  set  for  Act  II, 
when  the  Web's  infrastructure  becomes 
so  advanced  that  people  no  longer  have  to 
find  their  way  through  a  maze  of  software 
applications  and  Web  sites  to  get  things 
done.  Instead,  computers  stuffed  with  dif- 
ferent kinds  of  information,  run  by  dif- 
ferent companies,  and  hooked  to  different 
Web  sites,  can  chatter  between  themselves 
behind  the  scenes  to  accomplish  tasks. 

It's  the  Web  at  your  service.  For  con- 
sumers, this  means  handing  off  some  of 
the  pesky  details  of  life  to  your  computer. 
A  Web  site  can  keep  your  personal  calen- 
dar and  automatically  arrange  such  things 
as  doctors'  appointments  and  meetings 
with  the  school  guidance  counselor.  In 


early  March,  travel  Web  site  Expedia.com 
is  launching  electronic  alerts  that  find  you 
wherever  you  are  via  your  computer,  cell 
phone,  or  pager  when  your  flight  is  de- 
layed— and  tip  off  your  family  or  friends 
when  your  plane  is  about  to  land.  Cor- 
porations are  tapping  Web  services  to  do 
everything  from  getting  internal  comput- 
er systems  to  share  information  to  tight- 
ening links  with  basiness  partners. 

People  in  the  computer  industry  have 
been  talking  up  this  technology  for  more 
than  two  years,  but  now  it  is  finally  ar- 


Nearly  one-quarter  of  large 
corporations  already  have 
some  Web  services  in  place, 
according  to  Giga  Informa- 
tion Group.  Merrill  Lynch 
&  Co.,  for  instance,  has 
hundreds  of  Web-service 
projects  under  way — including  electron- 
ic alerts  when  new  research  is  published. 
"For  Merrill  Lynch,  it's  probably  the 
most  fundamental  technology  bet  we'll 
make,"  says  John  A.  McKinley  Jr.,  the 
firm's  chief  technology  officer. 

The  potential  reward  is  untold  savings 
in  time  and  money  and  a  major  boost  in 
productivity.  Web  services  are  based  on  in- 
dustry standards  so  that  all  the  services 
can  speak  to  one  another.  That  keeps 
companies  from  having  to  cope  with 
pricey,  proprietary  software  that  can  cost 


People  in  the  COnfipLfter  industry 

have  been  talking  up  this  technology 
for  nnore  than  two  years,  and  it's  finally  here 


riving.  Tech  kingpins  including  Microsoft, 
IBM,  and  Net  software  specialist  bea  Sys- 
tems are  delivering  products  they  expect  to 
be  the  building  blocks  of  Web  services.  To 
software  makers,  this  looks  like  the  most 
important  thing  to  happen  since  the  Web 
reared  its  head  in  1994.  One  market 
alone — software  that  helps  computer  sys- 
tems interoperate — is  expected  to  amount 
to  $15.1  billion  worldwide  next  year,  up 
from  $9.3  billion  last  year,  says  market 
researcher  Kinetic  Information  LLC.  In  an- 
ticipation of  a  bonanza,  Microsoft  Corp.  is 
retooling  its  entire  product  line  to  foster 
Web  services — what  it  calls  its  .Net  strat- 
egy. "We  are  betting  the  company  on  Web 
services,"  vows  Microsoft  Chairman 
William  H.  Gates  III. 

Pioneering  corporations  are  putting 
the  new  software  through   its  paces. 


10  times  as  much  as  Web-service  soft- 
ware. At  the  same  time,  companies  are 
able  to  automate  mundane  tasks.  "This  is 
about  automation — replacing  manual 
processes  vfith  machine  processes,"  says 
analyst  Ted  Schadler  of  Forrester  Research 
Inc.  "It's  poised  to  revolutionize  the  way 
people  solve  basiness  problems." 

For  all  the  excitement,  though,  this  is 
apt  to  be  a  slowpoke  revolution.  While 
Merrill  Lynch  and  Microsoft  are  revving 
their  engines,  any  wholesale  transforma- 
tion of  computing  Is  still  years  away.  Even 
some  industry  leaders  say  Web  services 
are  more  a  fad  than  a  fijndamental  shift. 
"The  computer  industry  is  like  women's 
clothing — except  it's  more  fashion-driv- 
en," quips  Lawrence  J.  Ellison,  chairman 
of  database  maker  Oracle  Corp.  He  be- 
lieves Web  services  will  be  important  but 
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aren't  likely  to  be  world-changing.  Some 
corporations  are  skeptical,  too.  A  Decem- 
ber svirvey  of  companies  by  Forrester  Re- 
search showed  one-third  had  no  plans 
to  adopt  the  technology. 

Why  the  reluctance?  For  Web  services 
to  be  tnostworthy,  the  Net  has  to  operate 
as  reliably  as  the  telephone  system.  That 
means  it's  always  on — no  breakdowns  of 
server  computers  and  networks.  All  those 
behind-the-scenes  handofifs  must  work  as 
advertised.  And  it  has  to  be  diflScult  for 
bad  guys  to  break  in.  A  survey  of  400 
corporate  tech  managers  by  Evans  Data 
Corp.  in  December  found  that  45.5%  of 
them  consider  security  to  be  the  biggest 
obstacle  in  Web-services  projects. 

Bottom  line.  Web  services  are  immature. 
The  root  technology,  called  XML,  is  only 
the  first  step  to  ensuring  that  computers 
can  communicate  fi-eely.  XML  is  an  alphabet 
for  computers,  and,  as  everyone  who  trav- 
els in  Europe  knows,  knowing  the  alphabet 
doesn't  mean  you  can  speak  Italian  or 
French.  Each  industry — fi-om  retailing  to 
construction — ^will  have  to  create  sf)ecialized 
XML-based  vocabularies,  and  some  are  drag- 
ging their  feet  "There's  enormous  poten- 
tial here,  but  you  don't  change  the 
construction  industry  overnight,"  says 
Ronald  Beaver,  chief  information  officer  at 
Otis  Elevator,  where  new  elevators  tap 
Web  services  to  alert  maintenance  people 
at  the  first  sign  of  trouble. 


Still,  as  immature  as  they  are,  Web 
services  promise  a  big  step  forward  for 
businesses.  In  pre- Internet  days,  most 
computer  systems  were  incompatible  with 
one  another.  With  the  advent  of  the  Web, 
everyone,  on  every  type  of  computer, 
could  view  information  as  long  as  it  was 
presented  on  Web  pages.  But  it  was  still 
difficult  to  get  computing  systems  that 


systems  more  easily.  The  state  of  New 
Mexico,  for  example,  is  creating  a  Web  por- 
tal that  allows  employees  to  see  and  tailor 
their  personal  information  on  a  single  Web 
page — everything  from  paychecks  to  retire- 
ment plans.  In  the  background,  it's  using 
Web-service  technology  to  tie  together  old 
software  systems,  including  mainframes,  that 
hadn't  been  able  to  talk  before. 


More  ad ventUPOUS  sorts  are  using 

Web  services  to  tackle  projects  that  a  few 
years  ago  would  have  been 


tracked  a  company's  finances,  ordering 
systems,  or  sales  activities  to  share  infor- 
mation. And  connecting  with  other  com- 
panies' computers?  Forget  about  it. 

By  agreeing  on  xml  as  a  common  al- 
phabet, tech  companies  gave  up  some  of 
their  ability  to  lock  in  customers  with 
proprietary  software.  But,  in  trade,  they 
opted  for  the  potential  of  vast  new  uses 
for  their  products.  Once  a  Web  service 
has  been  created,  the  company  that  made 
it  or  other  companies  that  get  permis- 
sion can  "reuse"  it  as  part  of  a  new  busi- 
ness application  or  consumer  service — ^yet 
another  savings. 

Rather  than  forcing  companies  to 
throw  out  old  technology,  Web  services  al- 
low them  to  grab  data  out  of  their  old 


More  adventurous  sorts  are  using  Web 
service  to  tackle  projects  that  a  few  years 
ago  would  have  been  impossible.  Boston- 
based  Colliers  International  Commercial 
Real  Estate  Corp.  is  pulling  together  in- 
formation from  more  than  250  CoUiers 
offices  around  the  world.  The  data,  how- 
ever, appear  to  its  8,000  salespeople  as  a 
single  database.  When  the  project  is  com- 
pleted this  summer,  employees  will  be 
able  to  find  prospective  clients,  put  to- 
gether national  or  regional  contracts,  and 
search  out  case  studies  by  colleagues  on 
how  to  negotiate  complex  deals.  Down 
the  road,  Colliers  plans  on  selling  access  to 
its  customer  list  to  other  companies. 

Consumer  Web  services  have  been 
slower  to  get  off  the  ground  One  hangup: 


The  Web  at  Your  Service 


New  Web  services  are  emerging  that  will  make  it  easier  to  manage  your  personal  life  and  get  things  done  at  work. 


ALERTS:  People  who  want  to  keep 
track  of  events  in  real  time  can  set 
up  alerts  that  reach  them  wherever 
they  are.  At  online  marketplace  eBay, 
people  who  are  bidding  can  be  noti- 
fied bye-mail  or  pager  when  some- 
one else  trumps  their  offer. 


TRAVEL:  Expedia.com  offers  a 
service  that  sends  e-mail  about  trav- 
el schedule  changes,  notification  to 
friends  and  relatives  when  a  flight  is 
about  to  land,  and  instant-messen- 
ger updates  when  sales  are  available 
on  preselected  destinations. 


FINANCIAL  SELF-HELP:  This 

month,  Bank  of  America  is  rolling 
out  a  service  that  lets  consumers 
handle  savings,  investments,  and 
credit-card  payments  from  various  fi- 
nancial institutions  on  one  Web  site. 
Behind  the  scenes,  software  travels 
among  the  different  sites  gathering 
data  and  completing  transactions. 
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The  lack  of  a  universal  online  identifica- 
tion system.  For  consumer  Web  services  to 
take  off,  it  would  help  to  have  a  com- 
mon way  for  people  to  establish  their 
identity  online.  Without  that,  it's  difficult 
for  machines  to  know  who  they're  dealing 
with  and  to  protect  people's  privacy.  To- 
day, a  handfijl  of  authentication  systems 
are  being  used  or  developed — but  they're 
incompatible  with  one  another. 

There's  no  quick  fiix,  either.  Microsoft 
was  first  out  wdth  its  authentication  serv- 
ice, called  Passport,  which  has  more  than 
100  million  accounts.  A  new  group,  the 
Liberty  AUiance,  championed  by  rival  Sun 
Microsystems  Inc.,  aims  to  make  sure  dif- 
ferent ID  systems  are  compatible  with  one 
another.  Sun  hopes  the  alliance  will  keep 
Microsoft  fi-om  turning  Passport  into  a 
White  Pages  directory  for  the  Internet — 
owned  and  controlled,  of  course,  by  the 
software  giant.  "In  the  next  20  years,  v^dio- 
ever  has  the  best  directory  wins,"  says 
Sun  CEO  Scott  McNealy. 

Just  because  Web  services  provide 
some  level  of  compatibility  between  com- 
puters, that  doesn't  mean  there's  a  lovefest 
between  the  tech  giants.  Unlike  the  early 
days  of  the  Internet,  wdien  upstarts  such  as 
Netscape  Communications  Corp.  were  the 
industry  leaders,  this  time  it's  the  estab- 
lished companies  who  got  off  to  a  quick 
start.  The  main  players:  IBM,  Microsoft, 
Sun,  SAP,  the  king  of  corporate  applica- 
tions, and  BEA  Systems,  a  leading  maker  of 
foundation  software  for  complex  Web  ap- 
plications. Web  services  give  these  sumo 


wrestiers  new  handholds  with  which  to 
throw  each  other  off  balance. 

Microsoft  has  the  early  advantage. 
Three  years  ago,  it  was  the  first  to  recog- 
nize just  how  important  Web  services 
could  be.  It  wants  to  harness  the  technol- 
ogy to  leapfi-og  rival  AOL  Time  Warner 
Inc.  in  the  online  services  battie  and  to 
gain  ground  in  the  upper  reaches  of  cor- 
porate computing.  Gradually,  under  its 
.Net  strategy,  it  is  remaking  all  its  prod- 
ucts— fi-om  its  Office  productivity  suite 
to  its  operating  systems — so  they  can  han- 
dle Web  services.  Last  month,  it  released 
its  Web-service  tools  so  that  other  software 
developers  can  create  services  based  on 
.Net  technology.  If  Microsoft  can  woo  de- 


velopers to  its  Web-services  software  the 
way  it  attracted  6  million  to  design  pro- 
grams for  Windows,  it  will  take  a  lion's 
share  of  the  business. 

The  rest  of  the  tech  industry  won't 
cede  that  ground.  Each  of  the  major  play- 
ers wants  to  create  a  platform  that  cor- 
porations and  Web  sites  use  to  build  their 
Web  applications  and  services.  The  idea  is 
to  do  for  the  Web  world  what  Microsoft's 
Windows  operating  system  has  done  for 
the  desktop  PC  and  to  reap  Microsoft-size 
profits.  Now,  the  giants  are  trying  to  cre- 
ate spheres  of  influence — gathering  their 
traditional  customers  and  smaUer  tech 
partners — as  they  dig  in  for  a  long  battle. 

Each  tech  titan  puts  its  own  spin  on 
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EMPLOYEE  PORTALS: 

Companies  are  creating  personalized 
Web  pages  for  workers  that  put  all 
the  info  they  need  at  their  fingertips. 
Salespeople  at  Colliers  International 
Commercial  Real  Estate  can  see  data 
about  customers  and  properties  from 
the  company's  250  offices  and 
cross-reference  them  with  data  from 
outside  sources. 


CUSTOMER  SUPPORT: 

Machines  can  now  let  service  peo- 
ple know  when  they  break  down. 
Otis  Elevator  has  enabled  elevators 
to  notify  its  maintenance  people 
automatically  when  something  is 
amiss.  No  need  for  phone  calls.  Just 
a  message  sent  over  the  Net. 


TAX  CALCULATORS:  Web 

services  help  online  retailers  calcu- 
late and  pay  sales  taxes.  Taxware 
International,  Hewlett-Packard,  and 
four  states  have  created  a  service 
bureau  that  automatically  calculates 
sales  taxes  when  consumers  type 
in  their  mailing  address.  The  states 
are  then  immediately  paid  the 
tax  that  they're  owed. 
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Web  services.  Microsoft  preaches  there's 
no  need  for  a  midcile  layer  of  software 
between  the  operating  system  and  the  ap- 
plication. IBM  provides  so-called  middle- 
ware software  and  promises  corporations 
that  its  consultants  can  build  any  applica- 
tions they  order  up.  And  sap  argues  that 
the  applications  themselves  are  the  im- 
portant thing.  This  year,  it  plans  to  re- 
lease 10  new  applications  built  ft^om  the 
ground  up  as  Web  services.  One  of  them: 
project  resource  management  It  taps  into 
a  whole  array  of  applications  and  infor- 
mation sources — both  in  and  outside  a 
company — ^to  help  a  manager  build  and 
run  a  project  team. 

It's  too  early  to  tell  who  the  winners 
will  be.  Most  analysts  pick  IBM  to  domi- 
nate in  the  corporate  realm  because  it 
has  the  greatest  product  breadth  and  is  the 
strongest  supporter  of  open  standards  that 
underlie  Web  services.  Microsoft  is  ex- 
pected to  do  well  where  it's  already 
strong — ^with  small  and  midsize  business- 
es and  e-commerce  Web  sites.  But  those 
who  are  tardy  could  find  themselves  be- 
coming the  latest  dinosaurs  of  the  Inter- 
net Already,  Sun  is  trying  to  fight  off  the 
impression  that  it's  behind  because  it 
won't  have  technology  for  Web  services  in 
its  Solaris  operating  system  until  later  this 
year.  "Microsoft  has  grabbed  the  lead  per- 
ception-wise, but  they  haven't  grabbed 
the  technical  lead,"  says  McNealy. 

All  this  jockeying  for  position  by  the 
bi^es  makes  life  tough  for  the  small  fry. 
Only  a  few  pure  Web-service  companies 
have  received  venture  ftinding.  Amal  John- 
son, general  partner  at  Light  Speed  Ven- 
ture Capital  in  Menlo  Park,  Calif.,  says 
she  has  looked  at  more  than  30  Web- 
service  business  plans  but  hasn't  ftmded 
one  for  fear  the  upstart  will  get  squashed 
by  the  likes  of  Microsoft.  "We  need  to 
see  how  this  whole  space  shapes  up,"  says 
Johnson.  "If  I  were  to  bet  today,  I'd  be 
shooting  in  the  dark." 

There  will,  however,  be  niches  for  small 
companies  to  fill.  Web-service  managers, 
the  traffic  cops  for  the  digital  interactions 
between  companies,  already  are  popping 
up.  One  of  them,  Jamcracker  Inc.,  of  Cu- 
pertino, Calif.,  has  raised  $133  million 
fi-om  venture  capitalists. 

For  startups  and  industry  giants  alike, 
much  still  has  to  be  done.  Security-software 
companies  are  trying  to  stamp  out  an  ex- 


plosion of  hacking  incidents.  Net  security 
specialist  VeriSign  Inc  could  have  a  partial 
answer.  Last  month,  it  unveiled  a  tool  kit 
that  companies  can  use  to  embed  its  se- 
curity system  directly  into  their  Web  serv- 
ices— authenticating  the  parties  on  both 
ends  and  encrypting  messages  that  pass 
between  their  computers.  This  encryption 
technology  is  used  in  the  Web  ID  systems 
of  Microsoft  and  the  Liberty  Alliance. 


RosettaNet  standards.  We're  all  for  it,  but 
Fm  not  waiting,"  says  Richard  L  Hunter  Jr., 
Dell's  vice-president  for  Americas  manu- 
facturing operations, 

AH  these  pieces  must  come  together 
for  Web  services  to  fulfill  their  promise. 
That  will  require  plenty  of  cooperation 
between  the  titans  to  harmonize  tech- 
-nologies.  Corporate  tech  chieftains,  burned 
by  ill-advised  spending  sprees  on  e-com- 


Microsoft  has  the  eaply  advantage.  Three 

years  ago,  it  was  the  f  iPSt^  to  recognize  just 
how  impOPtan't  Web  services  could  be 


Once  the  security  problems  are  fixed, 
there's  still  the  challenge  of  creating  di- 
alects of  XML  for  each  industry.  After  three 
years,  members  of  computer-industry  stan- 
dards group  RosettaNet  haven't  agreed  on 
specifications,  so  Dell  Computer  Corp.  just 
dropped  out  Instead,  it  is  moving  ahead 
witfi  its  own  system  for  linking  suppliers.  "I 
think  it'll  take  years  to  get  an  adoption  of 


merce  and  mobile  computing,  aren't  eager 
to  open  their  wallets  without  assurance 
they  won't  be  torched  yet  again.  So  it's  up 
to  the  tech  companies  to  deliver  the 
goods. .  .err,  services. 

Contributors:  Steve  Hamm  and  Spencer 
Ante  in  New  York,  Jay  Greene  in  Seattle,  Pe- 
ter Burrows  in  San  Mateo,  and  Andrew 
Park  in  Dallas 


A  Web  Service  for  IPOs 


i-Deal  LLC's  new  Web  service  helps  investment  bankers  manage  public  offerings. 
The  bankers  subscribe  to  the  service  for  a  yearly  fee — in  addition  to  paying 
$15,000  to  $30,000  per  offering.  Here's  how  it  works: 


SETTING  UP  THE  DEAL.  Once  investment  bankers  land 
an  IPO  deal,  the  company  that  is  going  to  go  public  zaps  its 
information  over  the  Web  into  i-Deal's  electronic  system. 
Info  from  various  undenwriters  is  put  in  one  place — but  peo- 
ple see  different  slices  of  it,  depending  on  their  role. 


MARKETING  AND  ROAD  SHOW.  As  investment 
bankers  and  the  company  execs  hit  the  road  to  sell  the 
issue,  they  tap  into  i-Deal  for  info  about  investors  they're 
about  to  meet.  Separately,  brokers  enter  investors'  interest 
in  buying  shares  at  a  certain  price  into  i-Deal. 


IPO  DAY.  The  investment  banks  co-managing 
the  offering  view  all  of  the  orders  to  gauge  demand  for  the 
stock,  so  they  can  set  a  price.  Throughout  the  offering, 
they— and  the  IPO  company  execs— can  track  incoming 
orders  on  the  fly 


WRAPPING  UP.  When  the  stock  begins  selling,  the  in- 
vestment bankers  zap  confirmations  of  sales  to  investors. 
The  transaction  data  are  automatically  routed  into  the 
banks'  computing  systems  for  processing.  That  way,  in- 
vestors and  the  banks  can  quickly  settle  accounts. 

Data:  i-Deal  LLC 
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PERSOIXIALITIES 


The  Battle  of 

His  Life 

Can  rescue  artist  Mark  Goldston  make  a  success  of 
cut-rate  ISP  United  Online? 


BY  ARLENE  WEIIMTRAUB 


EVERY  DAY  AT  AROUND  4  p.m.,  a  depressing  stock  quote  pops  up  on 
Mark  R.  Goldston's  cell  phone:  "nzro  $0.39."  Never  mind  that  the 
stock  no  longer  exists,  nzro,  the  symbol  for  pioneering  free-Inter- 
net-access provider  NetZero,  was  changed  to  untd  this  past  Sept  26, 
after  NetZero  acquired  archrival  Juno  Online  Services  to  create  Unit- 
ed Online  Inc.  Goldston,  NetZero's  ceo  since  1999,  runs  the  new 


company,  untd  has  since  climbed  from  $2 
a  share — after  a  reverse  stock  split — to 
$7.  But  Goldston  reftises  to  erase  "nzro 
$0.39"  from  his  phone.  "I  don't  ever  want 
to  forget  where  we  came  from,"  he  says. 

Where  United  Online  came  from  was 
a  seemingly  unstoppable  slide  toward  the 
dot-bomb  trash  heap.  Neither  NetZero 
nor  Juno  had  been  able  to  turn  a  profit 
providing  free  hitemet  service  that  would 
be  paid  for  by  advertisers.  Moreover,  at 
the  merged  company's  burn  rate,  United 
Online  seemed  destined  to  nin  out  of 
money  this  year. 

Goldston,  a  charismatic  marketing  spe- 
cialist with  a  knack  for  curing  sick  com- 
panies, is  facing  his  biggest  test  ever:  He 
has  to  manage  a  merger  and  a  tricky 
turnaround  at  the  same  time.  So  far,  so 
good  He  has  cut  240  jobs  and  slashed  the 
marketing  budget  from  $23  million  per 
quarter  to  $10  million.  United  Online's 
loss  (before  special  charges  and  deprecia- 
tion) narrowed  to  $2.6  million  for  the 
quarter  ended  Dec  31,  from  $13.1  million 


the  previous  quarter.  That  puts  the  com- 
pany on  track  to  turn  cash-flow  positive  in 
the  June  quarter. 

Still,  United  Online  won't  succeed  un- 
til Goldston  delivers  on  the  most  chal- 
lenging part  of  his  strategy:  eliminating  its 
reliance  on  ads.  He's  trying  to  wean  cus- 


the  number  of  free  hours  and  decreasing 
marketing,  the  company  risks  losing  cus- 
tomers for  Juno  and  NetZero,  and  falling 
off  the  radar  of  consumers  looking  for  a 
new  ISP.  But  if  Goldston  succeeds.  United 
Online  could  bedevil  leaders  aol  and 
MSN — ^which  charge  $21.95  and  up  per 
month — ^by  scooping  up  price-sensitive 
consumers  for  years  to  come. 

This  is  the  battie  48-year-old  Goldston 
has  been  training  for.  Growing  up  in 


CC  I  never  want  to  forget  where  we 

came  from,  ""he  says  of  NetZero 


tomers  off  free  Internet  services  and  get 
them  to  pay  $9.95  a  month  for  a  plan  of- 
fering virtually  unlimited  surfing  but  few 
extras  (such  as  personal  Web  pages).  So 
far,  1.5  miUion  of  United  Online's  5.6 
million  customers  are  paying.  The  com- 
pany lured  214,000  paid  subscribers  this 
quarter  alone.  And  on  Feb.  26,  he  an- 
nounced a  deal  with  Comcast  Corp.  that 
\vill  provide  his  customers,  for  the  first 
time,  with  broadband. 

Despite  the  low-cost  lure.  United  On- 
line remains  the  underdog  in  the  battie  of 
the  Internet  service  providers.  By  limiting 


Chicago,  Goldston  caught  the  business 
bug  from  his  father,  Larry,  who  ran  a  150- 
store  chain  called  Community  Discount  As 
a  child,  Goldston  spent  Saturdays  visiting 
stores  and  peppering  his  dad  with  ques- 
tions about  the  products  he  saw.  "I 
thought  Wilson  basketballs  were  invented 
by  my  dad,"  jokes  Goldston,  a  lifelong 
sports  fanatic.  "When  he  explained  mar- 
keting people  came  up  with  product  ideas, 
1  knew  that's  what  I  wanted  to  do." 

He  got  a  quick  start  As  an  undergrad 
at  Ohio  State  University,  he  had  the  nerve 
to  send  a  registered  letter  to  the  home 
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of  Ray  Krok,  McDonald's  Corp.'s  chair- 
man at  the  time,  suggesting  a  container 
for  french  fries  that  could  be  reused  as  a 
pencil  holder.  Krok  in\'ited  him  to  head- 
quarters and  even  offered  him  a  job,  but 
Goldston  opted  for  grad  school  instead. 

His  career  has  been  a  mix  of  glitzy 
marketing  and  down-and-dirty  turn- 
arounds. After  earning  his  mba,  Goldston 
worked  a  string  of  marketing  jobs,  in- 
cluding a  stint  at  Reebok  International 
Ltd.  In  1988,  as  chief  marketing  oflScer,  he 
led  the  team  that  developed  the  heralded 
Reebok  Pump.  But  Goldston  battled  wdth 
top  management  over  everything  from 
the  design  of  the  shoe  to  its  name.  "He 
won  through  perseverance  and  logic,  but 
he  could  be  confrontational,  and  the  bat- 
tles rankled  his  bosses,"  recalls  Reebok 
co-worker  Robert  S.  Apatoff,  now  chief 
marketing  officer  at  Allstate  Corp.  After 
just  one  year,  Goldston  quit. 

He  was  dravm  to  turnarounds  because 
they  tapped  all  of  his  skills.  At  his  next 
stop,  buyout  firm  Odyssey  Partners,  Gold- 
ston's  task  was  to  introduce  new  products 
without  spending  a  fortune.  "Mark  was 
the  idea  guy.  He  could  always  find  a  twist 
that  would  make  things  work,"  recalls  Bill 


Benac,  who  worked  with  Goldston  at 
Odyssey.  Among  his  successes  was  Rev- 
ell/Monogram,  a  model-kit  company  that 
was  near  bankruptcy.  Goldston  introduced 
snap-together  kits  using  existing  equip- 
ment and  materials.  The  products  caught 
on,  the  company  turned  profitable,  and 
Odyssey  took  it  public  in  1991. 

His  creativity  failed  him  at  his  next 
tenure,  L.  A.  Gear  Inc.  The  shoemaker  was 
saddled  with  $100  million  in  debt  when 
Goldston  joined  in  1991.  As  CEO,  he  cut 
costs  and  launched  a  line  of  children's 
shoes,  L.  A.  Lights,  which  lit  up  when  they 
hit  the  ground.  The  shoes  took  off,  but  in 
1994,  Hubert  Humphrey  III,  Minnesota's 
Attorney  General,  lashed  out  at  L.A.  Gear 
for  putting  mercury  in  L.  A.  Lights.  Gold- 
ston redesigned  the  shoes.  He  was  ousted 
that  year  anyway.  He  is  still  haunted  by  the 
belief  that,  given  more  time,  he  could  have 
made  the  turnaround  stick.  "I  never  got 
the  chance  to  finish  the  game,"  he  laments. 

With  United  Online,  Goldston  is  de- 
termined not  only  to  finish  the  game  but 
also  to  apply  every  lesson  he  learned  along 
the  way.  His  mantra:  "Expect  every  turn- 
around to  take  longer  than  you  think  and 
to  burn  more  cash  than  you  expect." 


About 


Born:  Dec.  27, 
1954,  in  Chica- 
go. Youngest  of 
two  children  of 

Rosalind,  a  teacher,  and  Larry, 
president  of  a  chain  of  discount 
department  stores. 

Education:  BS/BA  in  mar- 
keting and  finance,  Ohio  State 
University,  1977;  MBA,  North- 
western University,  1978. 

Career:  started  in  marketing, 
working  on  such  products  as 
Extra-Strength  Tylenol  for  John- 
son &  Johnson.  A  desire  to  work 
on  turnarounds  brought  him  to 
Odyssey  Partners,  a  leveraged 
buyout  firm,  in  1989.  Joined 
NetZero  (now  United  Online)  as 
CEO  in  1999. 

College  nickname:  Mark 
McDonald's.  Classmates  gave 
him  the  name  after  he  sent  a  registered 
letter  to  the  home  of  McDonald's  then- 
Chairman  Ray  Krok.  The  letter  pitched 
an  idea:  a  cup  for  french  fries  that  could 
be  reused  as  a  pencil  holder.  Krok  of- 
fered him  a  job,  but  Goldston  opted  for 
grad  school. 

Why  he  wanted  to  be  a  turn- 
around artist:  The  bigger  the  chal- 
lenge, the  greater  the  reward.  "It's  more 
exciting  to  be  an  emergency  room  sur- 
geon than  a  general  practitioner." 

Family:  Married  to  NancyJane; 
father  of  identical  twin  boys,  Adam 
and  Ryan,  15. 

That's  why  he's  combing  the  company 
for  ways  to  conserve  money.  One  painful 
decision  was  pulling  out  of  the  National 
Basketball  Assn.  halftime  sponsorship,  Net- 
Zero  at  the  Half.  "It  was  a  coup"  to  win 
the  sponsorship,  Goldston  says.  But  ex- 
pensive: Industry  sources  say  it  cost  $20 
million  a  year.  Goldston  champions  his 
own  ideas,  but  he  bends  when  necessary. 
Now,  Goldston  is  confident  that  he 
can  fix  United,  even  imagining  a  day 
when  it  will  be  successful  enough  to  buy 
smaller  iSPs.  That  may  be  a  ways  off. 
"We'll  wait,"  Goldston  says.  "Profitability 
first."  Wise  words  from  a  man  who  is 
reminded  every  day  of  the  near-failure  of 
his  company,  e 
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done  around  the  world  today.  It  just  might  be  one  of 
the  most  productive  things  you've  ever  done  for  your 
company.  To  say  nothing  for  the  sanity  of  your  employees. 
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Ira  Sager  and  Jay  Greene 


THE  BEST  WAY  TO  MAKE  SOFTWARE  SECURE:  LIABILITY 


M 


icrosoft  Corp.  is  having  a  tough 
time  making  sure  its  products 
are  free  of  gUtches.  On  Feb. 
21,  the  software  giant  alerted  cus- 
tomers that  it  had  released  three  fix- 
es for  gaping  security  holes  in  its  In- 
ternet browser  and  other  Web 
software  that  could  allow  hackers  to 
crash  Web  servers  or  snatch  files 
from  a  personal  computer  and  send 
them  to  an  attacker's  machine. 

Those  revelations  came  just  three 
weeks  after  developers  in  Microsoft's 
Windows  division  temporarily  stopped 
writing  software.  Instead,  the  7,000 
programmers  that  work  on  the  com- 
pany's ubiquitous  operating  sys- 
tem and  Web-server  software 
are  spending  this  month  learn- 
ing how  to  turn  out  bug-free 
programs,  while  combing  prod- 
ucts for  any  existing  flaws. 

No  wonder  Microsoft  Chair- 
man WiUiam  H.  Gates  III  has 
set  security  as  his  top  priority. 
On  Jan.  15,  he  sent  an  e-mail 
urging  Microsoft's  50,000  em- 
ployees to  make  their  software 
as  reliable  and  trustworthy  as 
electric,  water,  and  telephone 
service.  Gates  knows  that  if  he 
wants  customers  to  buy  soft- 
ware and  services  via  the 
Web — a  key  element  of  his 
vision  for  Microsoft — he  can't 
afford  security  snafus.  "Our 
software  should  be  so  funda- 
mentally secure  that  customers  never 
even  worry  about  it,"  Gates  wrote. 

Bill,  you're  right.  But  you're  a  lit- 
tle late.  Microsoft  and  other  tech 
companies  have  neglected  security  is- 
sues for  years.  It's  time  companies 
that  sell  software  with  yawning  secu- 
rity flaws  or  fail  to  secure  their  com- 
puter systems  be  held  hable.  Compa- 
nies, or  individuals,  should  be  able  to 
sue  to  recover  any  damages  brought 
on  by  faulty  programs  or  improperly 
installed  security  software. 

Today,  no  one  is  held  accountable 
for  such  lapses,  and  there's  little  in- 
centive to  improve  the  situation.  On 
Jan.  8,  the  prestigious  National 
Academy  of  Sciences,  frustrated  that 
security  measures  already  available 
aren't  being  used,  suggested  lawmak- 
ers consider  legislation  that  would 


end  software  companies'  protection 
from  product  habiUty  lawsuits. 

Consider  the  experience  of  CERT, 
the  government-funded  computer  se- 
curity group.  After  trying  for  nine 
months  to  get  computer  companies 
to  fix  a  flaw  that  could  hit  a  multi- 
tude of  networked  devices,  from 
printers  to  Web  servers,  CERT  issued 
a  public  warning  on  Feb.  12  of  a  se- 
curity gap.  Even  so,  a  day  later  the 
majority  of  the  240  companies  affect- 
ed had  yet  to  contact  cert. 

Much  of  the  talk  about  improving 
computer  safeguards  overlooks  a  fun- 
damental problem:  Poorly  written 


software  is  at  the  root  of  many  secu- 
rity breaches.  That's  why  the  same 
mistakes  keep  cropping  up.  For  ex- 
ample, recent  problems  with  Mi- 
crosoft's new  VWndows  XP  operating 
system  and  America  Online's  popular 
instant  messaging  program  involved 
a  design  flaw  that  has  been  tripping 
up  programmers  for  20  years — even 
though  tools  are  available  to  test  for 
this  vulnerability.  "Software  compa- 
nies don't  spend  enough  time  on  de- 
sign and  testing  the  product  before 
it's  made  public,"  says  Marty  Linder, 
a  security  expert  at  CERT. 

Hence,  the  bug  hunt  at  the  Win- 
dows division.  So  far,  it's  imclear  if 
Microsoft  will  do  the  same  with  all 
its  products.  It's  trying  to  change  a 
culture  that  hasn't  believed  the  prob- 
lem was  faulty  software.  Instead,  Mi- 


crosoft employees  pointed  the  finger 
at  users  who  didn't  safeguard  their 
systems.  Microsoft  notifies  customers 
to  update  its  products  with  software 
patches  to  take  care  of  the  latest 
scourge.  But  they  left  that  task  to 
users  and,  more  often  than  not,  it 
was  ignored.  "People  didn't  spend 
the  two  clicks  to  do  it,"  says  Craig  J. 
Mundie,  Microsoft's  senior  vice-presi- 
dent. This  spring,  Microsoft  will  un- 
veil technology  that  allows  Windows 
users  to  receive  automatic  updates 
each  time  a  bug  fix  is  available. 

To  date,  there  has  been  little  incen- 
tive for  Microsoft  and  other  off-the- 
shelf  software  makers  to  do 
more.  Why?  Because  they  have 
insulated  themselves  by  dis- 
claiming all  product  liability.  The 
courts  have  decided  that  buyers 
waive  their  right  to  sue  after 
clicking  the  "I  accept"  button 
when  they  install  software.  "If 
Firestone  produces  tires  with 
systemic  vulnerabilities,  they 
are  liable,"  says  Bruce  Schneier, 
chief  technology  officer  of  Coim- 
terpane  Internet  Security  Inc.,  a 
provider  of  network  protection 
services.  "If  Microsoft  produces 
software  with  systemic  vulnera- 
bilities, they're  not  liable." 

A  better  model  for  improv- 
ing security  may  be  the  Y2K 
bug.  Facing  the  threat  of  wide- 
spread computer  meltdowTis  at 
the  millennium,  industry  mobilized  to 
change  business  practices  and  gov- 
ernments passed  laws  requiring  Y2K 
certification  for  tech  gear.  Companies 
underwent  massive  campaigns  to 
make  certain  they  complied  because 
they  didn't  want  to  be  held  hable  for 
damages.  The  Securities  &  Exchange 
Commission  required  corporations  to 
provide  details  of  their  Y2K  efforts  in 
quarterly  earnings  reports. 

There  are  signs  that  Microsoft  is 
trying  to  change  the  way  it  develops 
software.  But  it  won't  be  enough  to 
rely  on  one  company  to  get  it  right. 
To  get  serious  about  computer  secu- 
rity, there  must  be  accountability. 

Sager  unites  about  computer  secu- 
rity from  New  York.  Greene  covers 
Microsoft  from,  Seattle. 
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COMPAQ  AND  HP: 

WHAT'S  AN  INVESTOR  TO  DO? 

BusinessWeek  crunches  the  numbers  to  help  sort  through  the  claims  and  counterclaims 


s 
o 


z 
o 


The  low-profile  investor  advisory  In- 
stitutional Shareholder  Services 
may  have  done  what  millions  of  dol- 
lars in  ads  and  related  prox>"-fight 
expenses  couldn't  do:  tip  the  scales  in  fa- 
vor of  Hewlett-Packai'd  Co.'s  contested 
purchase  of  Compaq  Computer  Corp.  On 
Mar.  5,  the  Rock\ille  (Md.)  firm  advised 
institutional  shareholders  controlling  23% 
of  HP's  shares  to  vote  for  the  merger. 
There's  no  assurance  that  all  of  them 
will,  but  iss  has  sti'ongly  iniluenced  votes 
in  the  past.  That  puts  pressure  on  dissi- 
dent board  member  Walter  Hewlett, 
who  has  persuaded  investors  owTiing 
21%  of  the  stock  to  oppose  the  merger 
"If  it  had  gone  the  other  way,  the  deal 
would  have  been  dead,"  says  Merrill 
Lynch  &  Co.  analyst  Steven 
Milunovich.  "Now,  it's  a  horse  race." 

Shareholders  must  soon  place  their 
bets.  From  now  to  when  the  votes 
are  cast  on  Mar.  19,  both 
sides  will  turn  up  the 
volvime  on  what  they 
see  as  the  pros  and 
cons  of  the  $22  bil- 
lion deal.  For  HP's 
900,000  shai-ehold- 
ers,         sorting 
through  the  bliz- 
zard   of    claims 
and       counter- 
claims       could 
prove  as  dizzy- 
ing as  a  climb 
up  the  Tetons. 
Even  stock  ana- 
lysts have  been 
loath    to    release 
numbers    on    how 
the  merged  company 
might  perform.  And 
so    the    question    re- 
mains: Will  the  largest 
tech  merger  in  histoi"}' 
create    a   computer 
colossus  or  a  anoth- 
er merger  mess? 

A  financial  dissec- 
tion by  BusinessWeek, 
with  the  help  of  Banc  of 
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America  Securities,  shows  that  a  go-it- 
alone  HP  will  grow  faster  and  be  more 
profitable  in  the  near-term.  Further  out, 
however,  an  HP-Compaq  combo 
could  deliver  juicier  prof- 
its— ^providing  the  com- 
panies can  smoothly 
integrate  the  two  gi- 
ants without  losing 
momentum  or  creat- 
ing snafus. 

For  the  risk-averse 


yet  its  earnings  growth  would  not  be  as 
high:  Profits  would  be  up  50%  in  2002,  to 
$2.7  billion.  And  because  the  merger 

would  balloon  the  number 

TTT  -.^^^    of  HP  shares  outstand- 

""  ^\^   ing,  earnings  per 

and  the  industry  \   share  of  a  stand- 


■> 


need  to  be  more  cost-efficient....  \  alone  hp  would 
It's  time  to  [sell  personal        J  $0  89^^for   the 

computers  direct]  and  /  merged  entity. 

get  on  with  it  ^y^^  For  the  bold  in- 
vestor who  believes 
management  can  integrate 
the  companies,  the  merger  makes  sense. 
A  combined  HP-Compaq  could  deliver  a 
bigger  earnings  punch  by  2004.  By  then, 
the  merged  company  could  boost  profits 
30%,  to  $5.6  biUion.  That  compares  with 
10%  earnings  growth  for  an  independ- 
ent HP,  which  would  hit  $3.4  billion  in 
net  income  that  year.  "If  HP  pulls  it  off, 
the  stock  could  go  to  30,"  says  an  in- 
vestor who  has  purchased  more  than  10 


mvestor,  a 
solo  HP  is  the  safer  bet. 
With  the  economy  pro- 
viding a  small  lift,  HP 
could  hit  net  income  of 
$2.3  bilUon  in  calendar 
2002,  up  54%  over  a  year 
ago.  A  combined  HP-Com- 
paq would  be  consider- 
ably bigger  in  size, 
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ITS  OWN,  HP  COULD  GROW 
STER  IN  THE  NEXT  FEW 
RS... 


.AND  NET  MARGINS  WOULD  BE 
JGHER... 


...BUT  BY  BUYING  COMPAQ,  HP 
CAN  EXPAND  PROFITS  FASTER.. 


...AND  SET  ITSELF  UP  FOR 
LEADERSHIP  IN  KEY  MARKETS 


REVENUE  BILLIONS 
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million  shares  since  Jan.  1.  Today,  HP's 
stock  is  hovering  at  20. 

Still,  there's  a  lot  that  can  go  wrong  in 
executing  such  a  complex  merger  Exec- 
utives must  manage  such  diverse  busi- 
nesses as  $25  ink  cartridges  and  .$3  mil- 
lion supercomputers  while  dealing  with 
morale  issues  as  the  payroll  is  slashed  by 
at  least  15,000  workers.  Indeed,  iss  Vice- 
President  Patrick  McGum  says:  "My  ini- 
tial reaction  [to  the  merger  announce- 
ment last  September]  was  in  line  with 
Walter's.  My  gut  instinct  was,  they've 
got  to  be  kidding."  But  after  20 
meetings  and  incalculable 
hours  poring  over 
management's  plan 
,  for  weaving  the 
■two  companies  to- 
gether, the  ISS 
team  was  won  over. 
Says  McGum:  "We 
had  a  high  enough  confi- 
dence level  to  say  the  risk 
was  manageable." 

On  paper,  it's  easy  to  see  why  iss  likes 
the  merger.  HP  woiUd  not  only  enjoy  top 
market  share  in  printers,  PCs,  and  stor- 
age, it  would  have  the  second-largest 
server  business  and  the  third-largest 
tech-services  organization.  The  marriage 
would  double  the  sales  staff,  to  15,000,  so 
iHP  could  woo  corporations  of  all  sizes, 
not  just  the  top  few  hundred  accounts  HP 
handles  today.  "Without  this  merger,  HP 
wouldn't  have  the  sales  horsepower  to 
compete  with  Svm  or  IBM,"  says  analyst 
John  B.  Jones  of  jb  Ventures. 


HP'S 

push  into  commercial 

printing -which  could  add 

$200  million  to  profits  by  2004 

will  be  helped,  not  hurt, 

by  the  merger 


Best  of  all,  the  new  computer  goUath 
would  have  not  one  but  two  cash  cows. 
HP's  $9  billion  ink-cartridge  business 
cranks  out  more  than  $2  billion  a  year  in 
profits.  Plus,  the  merger  would  create  a 
computer-repair  business  double  the  size 
of  HP's,  pumping  out  $1  billion  in  annual 
profits.  Indeed,  HP  says  the  new  company 
could  fund  more  than  $4  bilhon  in  re- 
search and  development — up  from  the 
$2.6  bilhon  HP  now  spends. 

And  investors  could  benefit  big  time 
from  huge  cost  savings.  By  eliminating 
redundant  administrative  func- 
tions, HP  says  savings 
would  reach  $2.5  bil- 
lion a  year  by  2004. 


The       company 
would  likely  write 
off   most    of   the 
more  than  $1  bil- 
lion cost  of  the  merg- 
er in  2002.  It  fig- 
Oures  it  would 

dip  in  sales  in  ZWZ  (^ 

and  2003  as  redundant 
product  lines  are  killed 
and  rivals  swoop  in  to 
grab    customers    while 
management  focuses  on 
the  merger.  Even  assum- 
ing revenue  slippage  of 
7.5%  for  2002  and  2003— 
which  is  more  in  line  with 
most  analysts'  estimates — 
HP's  net  margins  would 
still  rise  to  6.5%  in 


2002 


2003 


2004 


ANNUAL  GROWTH  RATE 


$75.7 


46.6 


$81.5 

■'si's' 


$86.4 
"54^5 


3.6% 
"7"3" 


P/o 


2002 

3.6% 


2003 

'5'.3%' 
J.\" 


2004 

'6.'5"%' 
'6'.3" 


2002 

$2L7" 


2003 

'$4.'3" 


2004  ANNUAL  GROWTH  RATE 

$5'6  '45.9%"' 


2.3 


3.1 


3.4 


32.1 


e  based  on  adjustments  to  Banc  of  America  Securities  projections  for  2002  and  2003 


IMPAQ 


MARKH  SHARE/RANK 


INDUSTRYWIDE 
GROSS  PROFIT  MARGINS 


INDUSTRYWIDE 
ANNUAL  GROWTH  RATE 


4  BILLIONS  39.0%/l 


31% 


7.0% 


21.1/1 
Kf/Y 


15 
'2'l' 


0.0 
'3'ri' 


4  26.3/1  37 

ler  Inc.,  IDC,  Credit  Suisse  First  Boston  and  company  reports 


3.0 
'11.4' 


2004  from  3.4%  today,  according  to  Bitsi- 
nessWeek's  analysis. 

That's  the  optimistic  view.  Lots  could 
go  wrong.  For  starters,  there's  no  assur- 
ance that  the  merger  will  fix  what  ails 
HP's  $9.2  biUion  corporate-computing  busi- 
ness, which  includes  servers,  storage,  and 
software.  Operating  margins  for  this  busi- 
ness were  -8%  in  the  quarter  that  ended 
Jan.  31,  vs.  the  -6%  margins  logged  the 
quarter  before.  And  there's  more  trouble 
on  the  horizon.  Today,  a  third  of  HP's 
server  business — ^its  powerful  Unix  ma- 
chines— has  healthy  profit  margins  and  is 
tied  with  Sun  Microsystems  for  top  mar- 
ket share.  But  most  analysts  expect  Sun 
and  IBM  to  outpace  HP  in  this  sector 
when  tech  spending  recovers  because  ri- 
vals are  off'ering  newer  Unix  models.  At 
the  same  time,  HP's  $1.6  bilhon  Intel- 
based  server  business  continues  to  leak 
red  ink. 

Buying  Compaq  will  help,  but  how 

much  is  vmclear.  For  starters,  Compaq's 

enterprise  business  has  woes  of  its  own. 

Sales  slumped  25%  in  2001  as  corporate 

spending  on  tech  gear  dried  up.  And 

aggressive  price  cutting  on  servers 

by  Dell  Computer  and  IBM  sliced  a 

point  off  Compaq's  14.8%  market 

share  last  year,  according  to  Gartner 

Inc.  Low-end  Intel-based  servers,  of 

which  Compaq  is  the  No.  1  seller,  are 

fast  becoming  commodity  items  with 

thin  profit  margins. 

Rather  than  run  from 
this   trend,   though,   HP 
CEO  Carlton  S.  Fiorina 
beheves  she  must  turn 
it   to   her  advantage. 
While  higher-end  Unix 
systems  now  bring  in 
most  of  the  industry's 
profits,    over    time, 
less  expensive  ma- 
chines based  on  In- 
tel Corp.'s  new  Ita- 
nium chip  and  either 
Windows  or  the  Lin- 
ux    software     will 
take     over     many 
jobs.  While  the  Unix 
market  is  expected  to 
grow  around  6%,  Fio- 
rina says  the  market 
for  ^\^dows  and  Linux 
models  will  grow  20%  a 
year  as  these   systems 
prove    their    mettle    at 
tougher  computing  jobs. 
Indeed,      market      re- 
searcher   International 
Data    Corp.    estimates 
that  worldvidde  revenue 
from   sales   of  Windows 
and    Linux   servers   will 
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outpace   Unix  machines  by  2005. 

Even  if  Fiorina's  plan  works,  the  road 
there  won't  be  smooth.  Why?  Intel's  Ita- 
nium chip  isn't  taking  off  as  fast  as  HP 
and  Compaq  had  hoped.  The  chip  is  fast, 
yet  few  software  developers  are  writing 
programs  to  run  on  it,  and  widespread 
adoption  is  probably  at  least  three  years 
away,  says  Compaq  Executive  Vice-Pres- 
ident Michael  "\\^nlder.  Since  both  com- 
panies have  announced  that  they  will 
dump  their  own  high-end  server  chips 
by  mid-decade,  customers  that  need  high- 
end  screamers  might  be  more  inclined 
to  go  with  new  models  from  IBM  or  Sun. 
And  since  many  corporate  customers  plan 
their  IT  projects  around  their 
big  servers,  this  could  also  deny 
HP  sales  of  storage,  software, 
and  service  deals.  "Itanium's 
lack  of  success  would  not  only 
hurt  revenue  but  would  severe- 
ly impact  HP's  ability  to  be  a  to- 
tal IT  provider,"  says  Banc  of 
America  Securities  analyst  Joel 
Wagonfeld. 

Taking  on  Compaq's  $15.2  bil- 
lion PC  business  is  an  even  big- 
ger risk.  On  first  blush,  it  looks 
like  a  nice  fit:  The  company 
would  merge  HP's  profitable 
home-PC  line,  which  enjoys  50% 
market  share  in  U.S.  retail 
stores,  says  researcher  npd  Int- 
elect,  with  Compaq's  well-heeled 
corporate-PC  business,  which  is 
No.  2  to  Dell.  Indeed,  Compaq 


double  the  size  of  HP's  maintenance-and- 
support  business.  But  it  does  little  to 
help  HP  in  other  service  sector^,  such  as 
consulting  and  outsourcing.  These  busi- 
nesses would  make  up  less  than  20%  of 
the  company's  service  revenue.  Since 
they  are  key  to  landing  big  contracts 
with  corporations  and  governments,  ana- 
lysts say  HP  may  still  need  to  do  an  ac- 
quisition, which  is  unlikely  in  the  wake  of 
the  Compaq  deal. 

What  can  HP  accomplish  alone?  For 
starters,  many  analysts  say  the  company 
could  limit  pc  and  server  losses  by  not 
chasing  market  share  at  all  costs.  Instead, 
the  company  would  do  better  to  hold  firm 


most  recent  quarter.  Since  photos  re- 
quire more  ink  than  plain  documents,  the 
photo  printers  drive  sales  of  highly  prof- 
itable ink  cartridges. 

Yet  there  are  far  bigger  printing  hori- 
zons for  HP — if  the  company  doesn't  get 
distracted  by  merger  issues.  In  commer- 
cial printing,  management  has  pointed 
out  that  just  4%  of  all  documents  are 
printed  on  HP-style  printers.  The  rest — 
training  manuals,  annual  reports,  and 
junk  mailings — are  printed  by  offset 
printers  that  charge  hefty  fees.  For 
years,  HP  has  talked  about  a  better  way: 
giving  corporations  lower-cost  printers 
that  can  match  the  image  quality  of  off- 
set-printers but  can  be  tied  into 
a  corporate  information  system. 
Can  HP  turn  this  vision  into 
reality?  Whichever  way  the 
merger  vote  goes,  Fiorina  is  go- 
ing to  try.  Just  days  after  im- 
veiling  the  Compaq  deal,  HP  an- 
nounced a  $1  billion  purchase  of 
Indigo  Technologies  Ltd.,  which 
makes  a  high-speed,  high-quality 
printer  BiU  McGlynn,  who  runs 
a  one-year-old  division  focused 
on  this  commercial-printing  op- 
portunity, has  been  helping  big 
companies  deploy  the  printers 
along  with  everything  else  re- 
quired to  use  them:  servers,  cus- 
tomer-tracking software,  and 
consulting  services  to  set  it  aU 
up.  If  McGlynn  reaches  his  goal 
of  building  a  $5  billion  business 


is  moving  furiously  to  outsource  instltutlonal  Shareholder  Services'  «^^,^,  ^\^,  "^^^  ^if.  y^^^^-  f 

production,  streamline  distnbu-  could  add  $200  miUion  more  to 

tion,  and  sell  more  on  the  Web    deClsiOIl  tO  reCOmmend  the  merger  ^"^l^^  P^^^^s  by  2004,  based 
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all  of  its  products  through  its 
factories^doubled  last  year,  to  62,  still 
behind  DeU's  97. 

There's  far  more  work  to  be  done. 
Despite  the  progress,  Compaq's  PC  unit 
still  lost  $587  million  in  2001.  If  Fiorina 
is  to  eke  out  the  3%  operating  profit 
she  has  projected  for  the  PC  business, 
Compaq  will  have  to  quickly  extend  its 
efficiency  gains  and  teach  HP  to  do  the 
same.  "We  and  the  industry  need  to  be 
more  cost-efficient,  and  we  don't  think 
we're  done  yet,"  says  compaq  ceo 
Michael  D.  Capellas.  "It's  time  to  put  it 
in  place."  But  to  the  degree  that  HP  re- 
lies on  computer  dealers  to  sell  its 
wares.  Dell's  leaner  model  will  have  a 
low-cost  edge  and  allow  it  to  wage  price 
wars  without  breaking  a  sweat.  "DeU's 
advantage  is  large  and  increasing,"  says 
Dell  CEO  Michael  S.  Dell. 

In  computer  services,  buying  Compaq 
is  only  a  partial  answer.  The  merger  will 


on  price  to  ensure  profits,  says  Gartner 
analyst  Martin  Reynolds.  That  might 
chase  off  thrifty  customers  who  just  want 
the  lowest  price  but  not  customers  who 
have  more  complex — ^and  potentially  more 
profitable — needs.  Say  an  airline  wants 
to  let  travelers  at  the  airport  print  out 
their  own  customized  magazine  to  read  on 
their  flight,  such  as  all  the  week's  articles 
in  national  newspapers  on  HP's  proxy  fight. 
That  setup  would  require  a  flill  suite  of 
servers,  storage  gear,  software,  printers, 
and  consulting  services,  so  customers  in- 
terested in  a  total  solution  would  likely 
pay  HP's  computer  prices.  HP  is  testing 
such  a  system. 

A  more  focused  HP  might  also  make 
more  of  its  franchise  printer  operation.  HP 
has  built  a  thriving  business  in  photo 
printers  and  all-in-one  printer-copier-fax 
gizmos.  These  categories  brought  in  32% 
of  HP's  $5  billion  in  printer  sales  in  its 


unique  is  that  they  can  tie  it 
aU  together,"  says  professor  Frank  Ro- 
mano at  Rochester  Institute  of  Technol-I 
og/s  School  of  Printing  Management  &  ] 
Sciences. 

Will  buying  Compaq  make  that  morel 
or  less  likely?  Predictably,  supporters  ofl 
the  deal  say  it  will  help — if  only  by  giv-j 
ing  HP  twice  as  many  chief  information! 
officers  to  sell  to.  Still,  many  analysts  I 
worry  that  management  will  have  its  I 
hands  more  than  fiill  with  the  merger! 
to  focus  on  such  opportimities.  Creating! 
the  uber-computer  company  designed  to! 
match  Dell's  hyper-efficiency  plus  iBM'sj 
technical  might  may  take  all  the  brain- 
power HP  execs  can  muster.  Like  ai 
restauranteur  intent  on  besting  both  Mc- 
Donald's Corp.  and  Le  Cirque,  that's  a  I 
tough  balancing  act.  And  it  creates  a  dif-| 
ficult  choice  for  shareholders. 

By  Peter  Burrows  in  San  Mateo, 
Calif.,  and  Andrew  Park  in  Dallas 
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CHARITIES 


A  BEHER  WAY  TO 
MAKE  A  DIFFERENCE? 

The  new  CEO's  vision  for  United  Way  riles  some  chapters 


When  Brian  A. 
Gallagher  took 
over  as  head  of 
the  United  Way 
of  Central  Ohio  in  1996,  he 
quickly  made  waves  at  the 
Columbus-based  charity. 
Instead  of  simply  funding 
all  the  charities  that  pro- 
vided beds  for  the  home- 
less, he  sat  dowTi  with  ad- 
vocates to  figure  out  a 
better  plan  to  fight  home- 
lessness  itself.  He  and  the 
group  came  up  with  an 
idea  called  the  Family 
Housing  Collaborative, 
which  helps  homeless  fam- 
ilies get  low-cost  apart- 
ments and  gives  them  day 
care  and  job  training. 

The  new  push  helped 
drive  down  the  number  of 
families  in  Columbus  home- 
less shelters  by  39%  from 
1998  to  2000.  But  it  also 
riled  some  shelters  that 
lost  funding  when  United 
Way  gave  money  to  the 
collaborative — and  not  to 
them.  "They  saw  the  Unit- 
ed Way's  job  as  being  a 
fund-raiser  for  charities," 
recalls  Gallagher,  "and  this 
sounded  to  them  like  so- 
cial engineering." 

Now,  Gallagher  is  in  a 
position  to  do  some  of 
that  kind  of  social  engi- 
neering on  a  national 
scale.  He  took  over  as 
CEO  of  the  parent  organi- 
zation. United  Way  of 
America,  based  in  Alexan- 
dria, Va.,  in  January.  And  he's  hoping 
to  transform  the  nation's  largest  chari- 
table group  from  an  organization  that 
just  raises  money  and  gives  it  away 
into  a  community  collaborator  that 
helps  solve  social  problems. 

Gallagher,  43,  is  part  of  a  wave  of 
young  United  Way  leaders  who  want 


BRIAN  GALLAGHER'S  MISSION 

The  20-year  veteran  of  the  nation's  largest  charity  plans  to 

transform  the  organization  from  a  simple  collector  and 

dispenser  of  cash  into  a  community  problem-solver. 


TRADITIONAL 

United  Way's  primary 
mission  has  been 
to  raise  funds  from 
companies  and 
individuals  and  hand 
them  out  to  a  wide  range  of 
charitable  organizations  based 
on  perceived  need  and  on 
which  groups  apply. 


PROPOSED  Local 
United  Way  chapters 
work  with  communi- 
ties to  devise  strate- 
gies for  dealing  with 
specific  problems, 

such  as  crime  or  hunger. 

United  Way  then  directs  more 

of  its  funds  to  charities  that 

target  those  issues. 


to  deal  with  systemic  issues  such  as 
homelessness  and  racism  not  only  with 
money  but  also  with  leadership  and  ac- 
ti\ism.  The  goal  in  a  period  of  prolifer- 
ating charities  and  causes:  to  show  cor- 
porations and  the  general  public  that 
their  donations  really  do  make  a  differ- 
ence. "Unless  we  change,  we  are  going 


to  become  obsolete,"  says  Elinor  J.  Fer- 
don,  chair  of  the  United  Way  of  Ameri- 
ca's board  of  governors. 

But  Gallagher  won't  get  automatic 
fealty  from  his  colleagues.  In  fact,  many 
of  United  Way's  1,400  local  chapters  see 
no  pressing  need  to  change.  Nor  do 
they  have  to  follow  the  new  CEO's  lead. 
.The  chapters,  run  by  volunteers,  decide 
on  their  own  how  to  raise  money  as 
well  as  which  charities  to  spend  it  on. 
They  also  don't  like  to  take  direction 
from  Alexandria,  as  they  made  clear  in 
2000  when  they  rebelled  against  former 
CEO  Betty  S.  Beene's  un- 
successful bid  to  have  the 
national  office  process  do- 
nations from  large  compa- 
nies. Some  larger  chapters 
even  withheld  part  of  their 
dues  to  the  national  or- 
ganization— one  of  the  rea- 
sons Beene  resigned  in 
2000.  The  turmoil  occurred 
just  as  the  agency  was  re- 
covering from  a  1992  fi- 
nancial scandal  involving 
former  CEO  William  V. 
Aramony. 

If  chapters  do  go  along, 
the  new  approach  is  likely 
to  involve  them  even 
more  closely  with  big  cor- 
porate donors.  Not  all 
would  be  affected,  says 
Gallagher,  since  individu- 
als and  companies  can  still 
earmark  donations  for 
specific  charities  if  they 
wish.  But  chapters  would 
need  to  work  with  local 
corporations  and  philan- 
thropies to  choose  which 
social  problems  to  tackle 
and  how,  just  as  Gallagher 
did  in  Ohio. 

Some  corporate  donors 
think  that  could  be  a  good 
thing.  The  downturn  is 
squeezing  pocketbooks,  and 
September  11  fund-raising 
means  the  United  Way 
may  not  match  the  $3.9  bil- 
lion it  raised  in  fiscal  2001, 
which  ended  last  June  30. 
In  fact,  chapters  in  the  big 
cities  such  as  Atlanta  and 
Chicago  already  have 
warned  that  current  campaigns  will  fall 
short  of  goals.  A  more  focused  approach 
may  help  keep  United  Way  relevant, 
says  Evem  D.  Cooper,  head  of  the  UPS 
Foimdation,  the  charitable  arm  of  At- 
lanta-based United  Parcel  Service  Inc., 
United  Way's  largest  single  donor  last 
year.  "These  days,  stakeholders  are  look- 


66  BusinessWeek  /  March  18,  2002 


i 


killecf 
tf^vy  metal. 


Musical  revolutionaries?  Hardly.  Metallurgical  revolutionaries? 

Absolutely. 

They  are  ttie  scientists  of  ttie  United  Technologies  Research  Center, 

architects  of  w/hat  may  be  the  Holy  Grail  of  metals:  metal  foam. 

This  radical  new  material  is  feathery  light  (it  is  90%  air  bubbles) 

with  the  power  of  forged  steel. 

Merging  rigidity  with  wide  surface  area  brings  both  economy  and 

efficiency  to  everything  from  engine  compressors  to  heat  exchangers. 

www.utc.com    NYSE:utx 


A  breakthrough  like  metal  foam  can  give  the 
world  lighter  helicopters,  lighter  engines  and 
lighter  elevators.  And  the  less  things  weigh,  the 
less  it  costs  to  get  them  off  the  ground. 
The  company's  research  center  is  an  engine 
of  ideas  for  the  family  of  companies  called 
United  Technologies.  Because  intelligence  shared 
is  intelligence  squared. 


United 
Technologies 
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ing  at  the  outcome  of  theii-  donations," 
she  says. 

Gallagher  hopes  to  use  his  status  as  a 
consummate  insider  to  persuade  local 
chapters  to  adopt  his  activist  approach. 
The  Hobart  (Ind.)  native,  whose  family 
occasionally  took  charitable  aid  to  help 
pay  the  bills,  has  spent  his  20-year  ca- 
reer at  United  Way.  After  getting  an 
undergraduate  degree  in  social  work 
from  Ball  State  University  in  1981,  he 
worked  at  various  United  Ways  across 
the  country,  spending  almost  six  years 
in  Atlanta  before  taking  over  in  Ohio. 

Following  Gallagher's  lead  would  re- 
quire a  new  mind-set  among  local  Unit- 
ed Way  presidents — and  maybe  even 
new  skills.  The  group's  traditional  ap- 
proach is  to  push  companies  and  indi- 
viduals for  money,  then  hand  it  out  to  a 
wide  array  of  worthy  causes,  from  the 
Salvation  Army  to  the  American  Cancer 
Society.  Chapters  make  decisions  about 
which  group  gets  how  much  based  on 
who  submits  requests,  along  with  a  gen- 

THE  UNITED  WAY: 
A  SNAPSHOT 

►Founded  in  1887  by  religious 
leaders  in  Denver 

►National  organization  established 
in  1918  by  12  local  fund-raising 
groups 

►  1,400  chapters  are  independent 
and  governed  by  local  volunteers 

►Raised  $3.9  billion  in  the  year 
ended  in  June,  2001,  from 
62,000  companies  and  17 
million  individuals 

eral  sense  of  which  problems  are  most 
pressing  in  their  communities.  But  many 
chapter  leaders  don't  consider  them- 
selves equipped  to  tackle  social  prob- 
lems more  directly.  "I  don't  think  we 
have  the  knowledge  to  do  that,"  says 
Mark  S.  Johnson,  head  of  the  United  Way 
of  Southwest  Alabama.  "We're  fimders." 
Gallagher  wdll  also  have  to  reassure 
charities  concerned  about  being  left  out 
in  the  cold.  Those  that  can't  easily  meas- 
ure results  may  lose  crucial  funds  even 
if  they're  effective,  worries  Anthony  J. 
Braswell,  executive  director  of  AID  At- 
lanta, an  AIDS  support  group  whose 
United  Way  funding  request  was  re- 
jected last  year.  Gallagher  counters  that 
he's  interested  in  identifying  critical  is- 
sues and  coming  up  with  strategies  to 
fix  them,  "not  [making]  sure  that  all 
agencies  have  financial  support."  Clear- 
ly, trying  to  nudge  a  philanthropy  that 
has  been  around  since  1887  will  take 
all  the  leadership  Gallagher  can  muster. 

By  Darnell  Little 
in  Columhtis,  Ohio 
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STRATEGIES 


CAN  PFIZER 

STAY  THIS  ROBUST? 

It's  gunning  hard  for  growth,  but  rivals  are  getting  fierce 


For  years.  Wall  Street  has  had  a 
love  affair  with  Pfizer  Inc.  That's 
only  fitting:  This  is,  after  all,  the 
maker  of  megadrugs  including 
male-potency  drug  Viagra  and  choles- 
terol-fighter Lipitor.  Altogether,  Pfizer 
has  eight  drugs  that  each  year  bring  in 
sales  of  more  than  $1  billion  apiece,  a 
record  unmatched  in  the  industry. 
Growth  has  been  dizzying,  with  earn- 
ings gains  of  up  to  35%  a  year  in  the 
late  1990s.  Pfizer  stock  has  traded  at  a 
rich  premium  to  that  of  other  drugmak- 
ers — tripUng  in  price  over  the  past  five 
years.  Pfizer  management  is  considered 
to  be  smart  and  aggressive.  It  spends 
heavily  on  research  but  doesn't  hesitate 
to  pony  up  for  a  company  it  wants  to 
buy,  as  it  did  for  Warner-Lambert  Co. 
two  years  ago. 

But  this  could  be  the  year  the  music . 
stops  for  Pfizer.  It's  still  a  well-regarded 
company,  making  plenty  of  money.  But 
investors  and  analysts  are  coming  to 
realize  that  for  the  first  time  in  years 
Pfizer  may  have  trouble  meeting  the 
aggressive  growth  targets  set  by  CEO 
Henry  A.  McKinnell. 

Why?  In  the  next  year,  several  new 
drugs  will  begin  to  compete  directly 
with  some  of  Pfizer's  most  lucrative 
products,  including  Viagra.  Just  as  trou- 
bling, Pfizer's  lineup  of  new  drugs  looks 
thin  relative  to  the  company's  size.  Un- 
like the  late  '90s,  when  Pfizer  launched  a 
string  of  blockbusters,  it  now  appears  to 
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have  fewer  superstars  waiting  in  the 
wings.  "Near  term,  their  new-product 
pipeline  is  nothing  to  write  home  about," 
says  Dr.  John  R.  Borzilleri,  portfolio 
manager  at  State  Street  Research  &J 
Management  Co.,  which  held  9.3  million 
shares  at  the  end  of  2001.  And  finally, 
few  big  cost-cutting  opportunities  re- 
main from  the  Warner-Lambert  pur- 
chase. Pfizer  has  already  reduced  its 
head  count,  consolidated  facilities,  and 
improved  purchasing  efficiencies. 

All  in  all,  it's  enough  to  make  some 
analysts  doubt  McKinnell's  promise  of 
double-digit  increases  in  revenues  for 
the  next  three  years — along  with 
growth  in  earnings  per  share  of  19%  to 
22%  in  2002,  followed  by  increases  of 
15%  or  more  in  2003  and  2004.  SG 
Cowen  Securities  Corp.  analyst  Stephen 
M.  Scala  expects  Pfizer's  sales  wiU  climb 
just  8%  this  year,  to  $34.9  billion,  al- 
though net  income  will  grow  22%,  to 
$10.1  billion.  That  skepticism  is  one  rea- 
son Pfizer's  premium  in  the  market  has 
come  down.  Scala  figures  that,  based 
on  2002  estimated  earnings,  Pfizer  stock 
now  trades  at  a  price-earnings  ratio  of 
about  26,  about  12%  more  than  the 
group  of  drug  stocks  he  follows.  That's 
down  from  the  nearly  21%  premium 
Pfizer  has  averaged  for  the  past  13 
years,  Scala  says. 

McKinnell  believes  worries  about  Pfiz- 
er are  misplaced.  Even  if  competitors 
take  off  in  markets  such  as  cholesterol 
lowering  therapy,  he  says,  the 
untreated    populations    for 
many  of  these  drugs  are  so 
large  that  Pfizer's  products 
should  continue  to  post  solid 
growth.  McKinnell  points  out 
that    the    National    Heart 
Lung  &  Blood  Institute's  re-jj|^  , 
vised  guidelines  last  year  ex-', 
panded  the  number  of  peopk 
suitable  for  cholesterol-low- 
ering therapy  from  9  milhor 
to  22  million.  Indeed,  manj 
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THREE'S  A  CROWD:  Two 

rivals  are  on  the  ivay 


TOUGHER  COMPETITION  AstraZeneca  will  launch  a  cholesterol-lowering 
drug  later  this  year  to  compete  with  Pfizer's  $6.4  billion  Lipitor.  And  new 
treatnnents  for  erectile  dysfunction  could  hurt  $1.5  billion  Viagra. 

DWINDLING  COST  SAVINGS  It  will  be  hard  to  top  the  $1.4  billion 
savings  Pfizer  achieved  in  2001,  or  the  $300  million  it  expects  to 
save  this  year,  after  its  acquisition  of  Warner-Lambert. 


FEW  BIG  NEW  PRODUCTS  Pfizer  has  some  possible  blockbusters  com- 
ing, such  as  pregabalin,  which  treats  epilepsy  and  neuropathic  pain.  But  an 
eagerly  anticipated  inhaled  insulin  drug  has  been  delayed  at  least  a  year. 


ar 


on  Wall  Street  still  expect  Lipitor  to 
become  the  first  $10  billion-a-year  drug 
by  the  end  of  2005.  Pfizer  execs  add 
that  between  1997  and  2004,  the  com- 
pany vdll  have  spent  $500  million  on 
300  different  Lipitor  studies  to  find  out, 
among  other  things,  if  the  drug  can  re- 
duce heart-disease  risk  in  diabetics.  The 
point,  of  course,  is  to  persuade  doctors 
to  prescribe  old  drugs  for  new  reasons. 
And  the  withdrawal  last  year  of  a  Bay- 
er cholesterol  drug  over  safety  concerns 
could  discourage  doctors  from  trying  a 
new  entrant. 

McKinnell  also  disputes  the  notion 
that  Pfizer's  pipeline  is  weak.  "I  can 
think   of  five   or   six   [drugs   in   the 


pipeline]  that  have  multibillion-dollar 
potential,"  he  says.  Pfizer  will  continue 
to  supplement  its  product  line  with  co- 
marketing  or  license  deals,  he  says — as 
it  has  with  products  such  as  Celebrex, 
the  blockbuster  arthritis  drug  that  Pfi- 
zer sells  with  Pharmacia  Corp.  "We've 
projected  [our  growth]  out  three  years," 
McKinnell  says.  "I  know  of  no  large 
company  in  any  industry  that  has  held 
itself  accountable  for  that  high  growth 
for  that  long  a  period.  We  have  the 
products  to  achieve  that." 

Certainly,  Pfizer  isn't  afraid  to  spend 
big  to  ensure  its  grow1;h.  After  all,  it 
launched  its  hostile  bid  for  Warner  in 
large  part  to  secure  the  rights  to  Lipitor. 


Not  only  did  Pfizer  end  up  with  a  $6.4 
billion-a-year  blockbuster  but  by  the  end 
of  2002,  it  will  also  have  squeezed  out 
$1.7  billion  in  costs  from  the  two  com- 
panies. Scala,  at  SG  Cowen,  figures  this 
will  send  Pfizer's  operating  margin  to 
38.1%  in  2002,  up  from  29.6%  in  2000. 

StUl,  with  margin  improvement  likely 
to  slow,  the  fate  of  Pfizer's  marquee 
drugs  becomes  even  more  important. 
Later  this  year,  for  instance,  As- 
traZeneca PLC  is  expected  to  launch  a 
new  cholesterol-lowering  drug,  Crestor. 
Early  data  says  it  may  be  more  potent 
than  Lipitor.  Crestor,  says  Sanford  C. 
Bernstein  &  Co.  analyst  Richard  T. 
Evans,  could  send  Lipitor's  annual 
growth  rate  into  the  single  digits  by 
2003,  down  from  28%  last  year. 

And  Lipitor  isn't  the  only  Pfizer 
megadrug  that's  under  attack.  Viagra 
is  about  to  face  fierce  competition.  One 
new  erectile-dysfunction  drug,  varde- 
nafil,  is  expected  from  Bayer  and  its 
marketing  partner,  GlaxoSmithKline  PLC, 
in  the  third  quarter.  Eli  LUly  &  Co.  and 
icos  Pharmaceuticals  are  planning  to 
roll  out  another  compound,  Cialis,  in  the 
second  half.  Viagra  sales  in  2001  rose 
13%,  to  $1.5  billion.  But  Norman  M.  Fi- 
del, health-care  portfolio  manager  at  Al- 
liance Capital  Management  LP,  says  the 
new  products  could  cut  that  rate  to  8% 
to  9%  this  year.  Pfizer  execs  say  they 
win  rev  up  their  vaunted  marketing  ma- 
chine, spending  w^hat's  needed  to  de- 
fend key  products. 

Then  there  are  Pfizer's  new  drugs. 
Its  pipeline — including  pregabalin,  a 
drug  for  epilepsy,  neuropathic  pain,  and 
anxiety — is  respectable,  but  respectable 
may  not  be  good  enough  to  maintain 
Pfizer's  torrid  growth.  There  are,  say 
analysts,  just  too  few  potential 
blockbusters  in  the  near  term,  de- 
spite Pfizer's  projected  $5.3  bil- 
lion in  research  this  year,  a  9% 
rise  over  2001.  Another  potentially 
big  new  drug,  Bextra,  a  treatment  for 
arthritis,  will  be  co-marketed  with  Phar- 
macia. So  even  if  it  hits  big,  Pfizer  will 
have  to  share  the  revenues. 

Moreover,  like  any  other  pharmaceu- 
tical house,  Pfizer  has  to  contend  with 
new^  drugs  that  either  don't  pan  out  or 
else  get  delayed.  Hopes  were  high  for 
Exubera,  for  instance,  an  inhaled  in- 
sulin Pfizer  is  developing  with  part- 
ners— until,  that  is,  concerns  arose  that 
it  could  impair  lung  function.  Its  launch 
date  remains  unclear. 

McKinnell  boasts  that  few-  companies 
can  manage  such  risks  as  w^ell  as  Pfizer. 
"We  have  the  most  experienced  man- 
agement team  in  the  industry,"  he  says. 
But  the  question  is  w^hether  they  can 
keep  Pfizer's  growth  engine  humming. 

By  Amy  Barrett  in  New  York,  with 
Micliael  Arndt  in  Chicago 
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KEVIN  SHARER  wants 
to  turn  AMGEN  into  another 
Johnson  &  Johnson.  Does 
he  have  the  drugs  and  the 
marketing  savvy  to  succeed? 
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evin  W.  Sharer,  the  chief  exec- 
utive of  Amgen  Inc.,  the 
world's  biggest  biotech  compa- 
ny, decided  he  was  meant  to 
be  a  leader  just  about  the  time 
he  started  taking  orders.  At 
age  27,  in  the  middle  of  the  Cold  War 
and  five  years  into  his  career  in  the  U.  S. 
Navy,  Sharer  oversaw  the  construction  of 
a  nuclear  submaiine  and  trained  the  crew 
to  take  it  to  sea.  He  even  stood  up  to  the 
famous  Admiral  Hyman  G.  Rickover,  the 
man  who  created  the  "nuclear  navy," 
when  Rickover  questioned  him  about  the 
engineering  methods  he  had  used.  "This 
small,  elderly,  cantankerous  gentleman 
was  yelling  at  me  at  the  top  of  his 
lungs,"  Sharer  recalls.  "I 
had  to  tell  him  I  was 
right.  It  was  kind  of 
risky.  He  got  this  twinkle 
in  his  eye,  he  smiled,  and 
ultimately,  he  signed  off 
on  my  work."  It  seemed 
that  the  young  officer 
had  a  promising  future 
in  the  military. 

But  Sharer,  whose  fa- 
ther was  a  Navy  pilot, 
knew  he  would  have  to 
wait  years  to  take  com- 
mand and  spend  much 


room.  (Sharer  is  suing  to  regain  the 
U.  S.  marketing  rights  to  a  hugely  suc- 
cessful drug  Amgen  licensed  to  J&J  back 
in  1985,  now  sold  as  Procrit.) 

As  ambitions  go.  Sharer's  is  quite 
grand.  If  he  succeeds,  he'll  be  the  first 
from  the  biotech  world  to  join  the  co- 
terie of  top  pharmaceutical  executives. 
And  Amgen,  all  of  22  years  old,  will  be 
ranked  with  companies  that  for  the  bet- 
ter part  of  a  century  have  been  selling 
the  world's  most  widely  used  drugs. 

If  Sharer  isn't  able  to  take  Amgen  to 
the  next  level,  he  risks  having  one  of 
the  big  players  devour  his  company,  the 
fate  of  many  biotechs  thus  far.  For  now, 
Amgen's  stock,  at  about  $60,  is  expensive 


GROWING  PAINS:  HOW  SHARER  PLANS 
TO  MAKE  AMGEN  A  MAJOR  DRUG  COMPANY 


BOOSTING  ENBREL  To  justify  Amgen's  $16  billion  acquisition  of 
Immunex,  Sharer  has  to  increase  sales  of  this  rheumatoid  arthritis 
drug  from  less  than  $1  billion  today  to  $3  billion.  But  supply  con- 
straints could  cause  Enbrel  to  continue  to  lose  market  share  to 
Remicade,  J&J's  rival  drug. 

MARKETING  ARANESP  This  anemia  drug  began  competing 
head-to-head  with  J&J's  popular  Procrit  in  September.  J&J  has 
spent  $77.5  million  on  an  ad  blitz  designed  to  fend  off  Aranesp. 
For  the  first  time,  Amgen  will  have  to  try  to  win  over  consumers 


he  set  out  to  acquire  another  biotech 
company,  Immunex  Corp.  in  Seattle,  for 
$16  billion  in  cash  and  stock.  The  deal  is 
the  most  expensive  ever  in  the  indus- 
try, but  it  will  give  Amgen  an  $800  mil- 
lion drug,  Enbrel,  a  leading  remedy  for 
rheumatoid  and  psoriatic  arthritis.  The 
new  Amgen  will  have  revenues  of  at 
least  $5.5  billion  and,  with  a  combined 
market  value  of  about  $80  biUion,  would 
be  in  the  same  league  as  such  well-es- 
tablished pharmaceuticals  as  Eh  Lilly 
and  Aventis.  But  to  really  become  a  ma- 
jor drug  company.  Sharer  will  have  to 
transform  the  way  Amgen  does  busi- 
ness. Its  research  and  development  has 
to  be  more  consistent,  its  sales  force 
more  disciplined.  And  it 
has  to  master  the  science 
of  consumer  marketing, 
though  it  has  yet  to  run 
a  single  TV  ad.  In  short, 
says  Sharer,  "we  have  to 
learn  to  be  competitive." 
If  anyone  can  make 
the  leap,  it's  Sharer.  Am- 
gen, unlike  many 
biotechs,  has  the  drugs: 
Epogen,  which  treats 
anemia  in  dialysis  pa- 
tients, and  Neupogen, 
used  to  forestall  infec- 


of  that  time  away  from       ^[^^^^^yJ^l^.^.^^.T^^...^^^^^^  tions  in  some  chemother- 


his  wife  and  two  chil- 
dren. Instead,  he  turned 
to  the  corporate  world, 
where  he  hoped  he  could 
move  up  the  ranks  more 
rapidly.     If    anything, 
though,  he  grew  less  patient.  He  joined 
General  Electric  Co.  in  1984  but  left  in 
1989  when  he  realized  he  wasn't  a  seri- 
ous contender  for  the  top  job.  After 
two  years  at  what  was  then  MCi  Com- 
munications Corp.,  he  resigned  for  the 
same  reason.  As  his  father,  Keith,  says: 
"It  was  never  fast  enough  for  him." 

When  Sharer  came  to  Amgen  as 
president  and  chief  operating  officer  in 
1992,  he  knew  Uttle  about  the  biotech 
industry.  In  fact,  when  a  recruiter  called 
about  the  position,  he  hadn't  even  heard 
of  Amgen.  But  he  soon  figured 
it  was  a  company  that  he 
could  run  one  day. 

One  day  finally  came  in 
May,  2000.  Since  then— indeed, 
well  before  then — Sharer  has 
had  a  single  goal:  to  make 
Amgen  into  another  Johnson 
&  Johnson,  a  major  force  in 
health  care,  but  without  the 
Band- Aids  and  shampoo.  Shar- 
er is  as  impatient  as  ever.  He's 
taking  on  J&J  not  only  in  the 
marketplace  but  in  the  court- 


INNOVATEToo  much  focus  on  marketing  could  put  Amgen's  new 
drug  pipeline  at  risk.  Sharer  has  to  winnow  discoveries  so  re- 
sources can  be  devoted  to  developing  those  drugs  with  the  most 
potential.  And  he'll  have  to  look  outside  the  company  for  promis- 
ing discoveries  that  Amgen  can  license  and  develop. 

enough  to  protect  the  company  from  un- 
solicited offers.  Investors  have  confidence 
in  Shai'er,  who,  after  all,  has  been  at  the 
company  for  almost  a  decade.  And  they 
seem  to  believe  he  can  really  turn  the 
biotech  into  a  full-grouTi  pharmaceuti- 
cal. That  could  all  quickly  change,  though, 
if  Sharer  fails  to  deUver  on  his  aggres- 
sive promises  of  growth.  "My  major  fail- 
ure would  be  to  see  Amgen  get  acquired 
and  we  disappear,"  Sharer  says. 

Sharer,  now  54,  brought  Amgen  to  a 
critical  turning  point  in  December  when 
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apy  patients,  are  among 
the  most  successful 
biotech  drugs  ever.  Last 
year,  most  of  Amgen's  $4 
billion  in  sales  and  $1.7 
billion  in  operating  in- 
come came  from  the  pair.  And  soon 
they'll  be  joined  by  Enbrel. 

Sharer  has  also  put  together  a  man- 
agement team  \\ith  an  array  of  crucial 
skills.  Roger  Perlmutter,  a  well-respected 
scientist  and  former  research  executive 
from  Merck  &  Co.,  oversees  R&D.  George 
Morrow,    who    heads    up    marketing, 
learned  the  discipline  in  the  1990s  while 
at  what  was  then  GlaxoWellcome  Inc. 
Dennis  M.  Fenton,  who  is  in  charge  of 
operations,  is  a  20-year  Amgen  veteran 
who  knows  the  company  like  no  one  else. 
The     chief    financial     officer, 
Richard  Nanula,  is  new  to  the 
industry,  but  not  to  corporate 
transformations.  He  helped  turn 
around  Euro  Disney. 

Amgen  may  be  the  world's 
biggest  biotech,  but  it's  still 
pretty  small  for  a  pharmaceu- 
tical. Even  after  the  Immunex 
deal,  which  should  close  later 
this  year,  Amgen's  sales  will  be 
just  a  sixth  of  Johnson  &  John- 
son's. Sharer  has  promised  that 
after  the  acquisition,  and  for 
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Rivals:  Amgen's  Aranesp  is  taking  on  Procrit, 
sold  by  J& J-but  discovered  by  Amgen 


the  near  future, 
Amgen's  average  annu- 
al revenue  growth  will  be  about  30% 
and  its  profit  growth  25%.  That  would 
be  quite  an  increase  over  last  year, 
when  sales  grew  just  10%  and  operating 
earnings  were  flat. 

Everything  has  to  go  right  for  Shar- 
er to  reach  that  target:  He  has  to  de- 
vote considerable  energy  and  resources 
to  marketing  while  developing  a  lineup 
of  lucrative  drugs  that  treat  a  broad 
range  of  diseases.  But  Amgen  doesn't 
yet  have  a  sales  force  that  can  compete 
with  those  of  the  big  phar- 
maceuticals, companies  that 
have  spent  dozens  of  years 
and  millions  of  dollars  hon- 
ing their  presentations  to 
doctors  and  potential  pa- 
tients. And  even  established 
companies  such  as  Merck  & 
Co.  and  Bristol-Myers 
Squibb  Co.  are  having  trou- 
ble bringing  drugs  to  mar- 
ket. Sharer  may  have  made 
matters  even  more  difficult 
by  paying  such  a  high  price 
for  Immunex,  a  company 
that  offers  Amgen  only  one 
big  product. 

Until  recently,  Amgen 
has  succeeded  without  hav- 
ing to  directly  face  any  ri- 
vals. Founded  in  1980  in 
Thousand  Oaks,  Calif.,  it 
came  to  prominence  in  the 
1990s  with  just  two  prod- 
ucts: Epogen  and  Neu- 
pogen,  the  only  drugs  of 
their  kind.  Last  September, 
Amgen  finally  launched  a 
third  potential  blockbuster, 
Aranesp,  which  is  a  long- 
acting  version  of  Epogen 
that  will  be  marketed  to  kidney  disease 
and  cancer  patients.  Then  in  a  matter  of 
four  months,  the  Federal  Drug  Admin- 
istration approved  two  other  products: 
Kineret,  another  treatment  for  rheuma- 
toid arthritis,  and  Neulasta,  a  long-act- 
ing version  of  Neupogen. 

Here's  where  Johnson  &  Johnson 
comes  in.  Aranesp  and  Enbrel  ai-e  com- 
peting against  well-regarded  products 
sold  by  J&J.  That  alone  would  make  the 
two  companies  rivals.  But  in  fact,  the 
two  have  been  fighting  legal  battles  for 
the  past  decade. 

Talk  about  bad  blood.  They  first  came 


into  contact  in  1985:  Amgen  had 
nowhere  near  enough  resources  to 
launch  an  anemia-fighting  protein  it  had 
discovered,  so  it  sold  the  bulk  of  the 
marketing  rights  to  J&J.  The  drug  that 
J&J  developed  fi'om  the  molecule,  Pro- 
crit, turned  out  to  be  a  huge  $3.4  bUlion- 
a-year  hit,  and  it  is  the  one  that  Aran- 
esp is  taking  on.  In  1991,  Amgen  took 
the  unusual  step  of  suing  J&J  for  violat- 
ing various  terms  of  that  first  agree- 
ment. So  far,  they  have  settled  four  sep- 
arate disputes  in  arbitration;  Amgen 
prevailed  in  the  most  important  ones. 


MANAGEMENT  TEAM  (L-R)  R&D  head  Perlmutter, 
CFO  Nanula,  marketing  head  Morrow  (seated), 
and  operations  chief  Fenton 


Dispute  No.  5  was  in  limbo  when 
Sharer  took  over.  He  decided  to  press 
ahead,  charging  that  J&J  is  selling  Pro- 
crit for  use  by  dialysis  patients,  a  mar- 
ket that  is  supposed  to  be  Amgen's  ex- 
clusive domain.  The  judge  could  dehver 
his  decision  by  the  end  of  the  summer. 
It's  possible  that  Amgen  will  regain  all 
the  U.S.  marketing  rights  to  Procrit; 
it's  more  hkely,  though,  that  Amgen  uill 
win  damages  and  J&J  will  have  to  limit 
its  ambitions.  "Amgen  has  nothing  to 
lose,"  says  Mark  Wicker,  a  partner  in 
the  San  Diego  office  of  law  firm  Gray 
Cary  Ware  &  Freidenrich.  For  Johnson 


&  Johnson,  though,  the  verdict  could 
have  serious  consequences.  Procrit  is 
its  top-selling  prescription  drug,  and  los- 
ing even  a  piece  could  cost  the  company 
himdreds  of  millions.  A  company  spokes- 
man says  there  is  no  basis  to  terminate 
J&j's  U.  S.  licensing  rights  to  Procrit  or 
for  Amgen  to  obtain  damages. 

Sharer  hasn't  only  been  playing  tough 
against  j&j.  He  has  been  introducing 
discipline  to  Amgen.  His  critics  there, 
most  of  whom  have  since  left,  called  it 
regimentation.  When  he  joined,  Amgen, 
like  most  biotechs,  was  still  operating  as 
if  it  were  a  startup:  Execu- 
tives made  decisions  based 
on  conversations  in  the  hall- 
ways, scientists  didn't  al- 
ways consider  the  market, 
and  salespeople  didn't  have 
to  account  for  their  output 
in  detail.  Now,  Sharer  says, 
the  days  of  "winging  it"  are 
over.  Sharer  was  hired  to 
help  expand  Amgen's  sales 
efforts  at  a  time  when  the 
company  was  just  beginning 
to  realize  the  promise  of 
Epogen  and  Neupogen. 
Sharer  first  separated  the 
two  sales  forces  so  each 
could  gain  more  expertise 
in  their  particular  markets. 
By  1995,  sales  had  nearly 
doubled,  to  $1.9  billion. 

When  Sharer  became 
CEO,  he  and  Morrow  began 
rewarding  reps  based  on 
their  individual  performance 
rather  than  on  overall  re- 
gional results.  And  the  new 
bosses  required  them  to 
make  a  certain  number  of 
sales  calls  each  week — 
Kineret  representatives 
have  to  visit  five  doctors  a  day.  They 
also  have  to  record  details  of  their  con- 
versations on  handheld  computers,  a 
practice  big  pharmaceuticals  use  to  al- 
low managers  to  quickly  spot  ineffec- 
tive sales  tactics  and  change  them. 

Sharer  has  also  taken  it  upon  himself 
to  educate  the  staff  in  the  ways  of  the 
business  world.  In  1997,  he  invited 
about  20  company  vice-presidents  to  a 
series  of  lunchtime  meetings  in  which  he 
used  case  studies  to  teach  about  strate- 
gy and  leadership.  And  he  doesn't  let  up 
on  folks  outside  the  office,  either.  Early 
this  year,  he  invited  several  colleagues 
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to  his  second  home  in  Bachelor  Gulch, 
Colo.,  and  then  made  everyone  take  les- 
sons with  a  ski  instructor  for  two  days. 
"Even  when  you  relax  with  Kevin, 
you're  working,"  says  Fenton. 

Sharer's  blustery  confidence  and  blunt 
manner  haven't  always  sat  well  at  Am- 
gen.  Researchers  resented  the  fact  that 
he  was  an  outsider,  he  wasn't  a  scientist, 
and  that  he  wanted  to  make  Amgen 
more  corporate.  He  sometimes  sent 
back  their  presentations,  demanding 
they  boil  down  complicated  topics  to 
three  bullet  points.  To  some,  that  was 
an  insult.  To  him,  it  was  simply  a  mat- 
ter of  clarity. 

Sharer's  military  experience  left 
him  with  an  unflappable  certainty 
of  purpose.  After  leaving  the  Navy 
in  1978  and  completing  his  MBA  at 
the  University  of  Pittsburgh  at 
night,  he  talked  his  way  into  a  job 
at  McKinsey  &  Co.  "He  was  so 
persistent  that  we  figured  we 
should  take  a  flier  on  him,"  recalls 
Ron  Bancroft,  a  Naval  Academy 
grad  who  was  then  a  partner  in 
McKinsey's  office  in  Washington, 
D.  C.  Two  years  later.  Sharer  was 
recruited  to  work  in  corporate  de- 


Aranesp,  which  should  have  an  advan- 
tage over  Procrit,  since  it  has  to  be  in- 
jected less  often.  But  sales  of  Aranesp 
are  slower  than  analysts  predicted.  In 
the  last  three  months  of  2001,  the  drug's 
first  quarter  on  the  market,  sales 
reached  $37  million,  less  than  the  ex- 
pected $40  million  to  $80  miUion. 

J&J,  meanwhile,  isn't  sitting  back.  It 
doubled  its  Procrit  sales  force,  to  600, 
over  the  past  three  years  and  sent  reps 
to  medical  conferences  with  virtual-re- 
ality simulators  that  allowed  doctors  to 
experience  the  symptoms  of  anemia. 
And  since  1998,  J&J  has  devoted  $77.5 


KEVIN  SHARER 


BORN  Mar.  2,  1948,  Clinton,  Iowa. 

EDUCATION  B.S.,  aero- 
nautical engineering, 
U.S.  Naval  Academy, 
1970;  MBA,  University 
of  Pittsburgh,  1982. 

FIRST  JOB  Started  a 
lawn-mowing  service  at 
age  13  in  Virginia 
Beach,  Va.  His  father 
bought  the  mower  but 
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CURRENT  POSITION  CEO,  Amgen,  since 

May,  2000. 


the  $6.3  billion  acquisition  of  RCA  in 
1986 — then  the  largest  nonoil  ac- 
quisition in  history.  Sharer  recalls 
one  meeting  when  CEO  Jack  Welch 
asked  everyone  for  their  opinions 


MILITARY  RECORD  Served  on  two  nuclear 
fast-attack  submarines  during  the  Cold  War; 


Cellar  of  CIBC  World  Markets.  Sharer 
says  he's  not  worried.  "We  haven't 
even  moved  into  the  oncology  market, 
where  we  have  our  biggest  potential," 
he  says.  "It's  just  too  premature  to 
be  concerned." 

Enbrel  also  comes  with  its  owti  com- 
phcations.  Sharer  has  promised  Wall 
.  Street  that  Amgen  will  eventually 
triple  the  drug's  sales,  to  $3  billion. 
That  won't  be  so  easy,  though.  Im- 
munex  couldn't  keep  up  with  the  de- 
mand for  Enbrel  last  year  and  won't 
have  a  new  plant  in  Rhode  Island  up 
and  running  until  next  year.  That  has 
allowed  J&J,  which  produces  its 
own  rheumatoid  arthritis  drug, 
Remicade,  to  increase  its  market 
share  from  32%  to  about  50%  by 
the  end  of  2001,  according  to  J.  P. 
Morgan  Chase  &  Co.  analyst 
Michael  Weinstein.  Amgen  will 
also  soon  face  a  competing  drug 
from  Abbott  Laboratories.  The 
price  Sharer  paid  for  Immunex  is 
looking  awfully  high  right  now.  "If 
Enbrel  turns  out  to  be  a  $2  bUhon 
product,  this  acquisition  will  not 
be  positive,"  Sharer  admits. 

And  unless  it  can  develop  prom- 
ising new  drugs,  Amgen  doesn't 
a  hope  of  measuring  up  to 
Johnson  &  Johnson.  Sharer  and 
Perlmutter  have  tried  to  align  the 
R&D  departments  more  effectively. 
"The  old  view  at  Amgen  was  that 
researchers  needed  to  operate  in 


of  the  deal.  "I  analyzed  300  acqui-      ov.^';^.^^.!']^..^^".^^';^.^.^.'^"..^!*.';^.^..!.^.^^ splendid  isolation,"  Perhnutter  says, 


sitions,  and  this  is  absolutely  the 
best  one,"  Sharer  repUed.  Some  of 
his  co-workers  blanched  at  his  au- 
dacity, but  Sharer  says  Welch 
"came  dowm  to  my  office  and  said, 
'Hey,  Kevin,  good  job.'  He  expect- 
ed me  to  play  hard.  I  loved  it." 

But  Sharer,  then  41,  surprised 
the  boss  by  turning  down  the 
chance  to  manage  ge's  jet-engine 
division.  "We  tried  to  give  him  a 
big  job,"  barks  Welch.  "But  I  guess 


CORPORATE  RESUME  Moved  from  General 
Electric  to  MCI  to  Amgen  in  hopes  of  winning 
the  top  job.  Became  CEO-in-waiting  at  Amgen 
in  1999,  seven  years  after  joining. 

FURTHER  EDUCATION  After  Sharer  knew  he 
would  be  CEO,  he  took  a  one-year  sabbatical. 
He  interviewed  biotech  CEOs,  spent  time  in 
Amgen's  labs,  and  even  studied  biology. 

AFTER  HOURS  Joined  a  600-mile  bicycle 
trip  in  New  Zealand  in  December,  skis  at  his 


Now,  the  scientists  meet  regularly 
wdth  chnical-trial  directors  to  dis- 
cuss which  new  molecules  have 
enough  market  potential  to  pur- 
sue. Sharer  also  hopes  to  boost  re- 
search by  acquiring  or  partnering 
with  smaller  companies. 

It's  fai'  fi-om  certain,  though,  that 
Amgen  will  be  able  to  grow  for 
long  at  the  pace  Sharer  has  pre- 
dicted. It's  the  Catch-22  of  the  in- 
dustry: The  bigger  you  are,  the 


he  needed  something  more  high-      second  home  in  Bachelor  Gulch,  Colo.  more  blockbusters  you  need  just 

to  keep  up. 

At  his  desk.  Sharer  stares  at  a 
stark  portrait  of  General  George 
A.  Custer,  who  fought  the  doomed  bat- 
tle of  Little  Big  Horn.  "It's  good  when 
you  have  a  job  like  this  to  look  at  some- 
one who  overestimated  his  ability,  un- 
derestimated his  enemy,  and  lost  everj'- 
thing,"  Sharer  says.  While  that  may  not 
be  particularly  encouraging  for  employ- 
ees and  investors,  they  have  to  appre- 
ciate that  he's  willing  to  face  the  possi- 
bility of  failure  every  day. 

By  Arlene  Wei7itraub  in  Los  Angeles, 
ivith  Amy  Barrett  in  Philadelphia 


profile."  Sharer  left  to  become  a 
marketing  executive  at  MCi,  then 
realized  that  internal  politics  would 
keep  him  out  of  the  CEo's  suite.  "At 
best,  I'd  be  No.  3,"  Sharer  says.  Two 
years  later,  he  joined  Amgen. 

Sharer  certainly  gets  much  credit  for 
turning  Amgen  into  the  leading  biotech. 
But  now^  he's  in  a  different  league.  With 
its  new  drugs,  the  company  faces  di- 
rect competition  from  the  biggest  play- 
ers in  the  industry.  Sharer's  success 
may  ultimately  hinge  on  how^  quickly 
he  can  build  a  sales  and  marketing  force 
to  meet  that  challenge.  Just  look  at 


FAMILY  Married  to  second  wife  Carol;  two 
grown  children  and  three  grown  stepchildren 

million  to  selling  Procrit  on  the  air- 
waves, according  to  Competitive  Media 
Reporting.  "j&J  has  proven  to  be  bril- 
hant  when  it  comes  to  consumer  adver- 
tising," says  Gary  Stibel  of  New  Eng- 
land Consulting  Group. 

Indeed,  some  analysts  are  starting 
to  wonder  if  Sharer  acquired  Immunex 
to  shield  the  company  from  disappoint- 
ment over  Aranesp.  "You  could  inter- 
pret the  acquisition  as  a  statement 
about  Aranesp's  potential,"  says  Matt 
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COMMENTARY 

By  Paul  Magnusson 


MR.  TYSON 

GOES  TO 

WASHINGTON? 

Locked-dowTi,  cash-strapped, 
tourist-hungry  Washington  thinks 
it  has  found  a  surefire  way  to  in- 
ject some  juice  into  an  economy  still 
stunned  by  September  11:  Bring  the 
circus  to  town. 

No,  not  the  one  with  elephants 
and  man-eating  tigers.  The  one  with 
gentlemanly  giant  Lennox  Lewis  and 
man-eating  Mike  Tyson.  The  heavy- 
weight boxing  match  that  is  too 
tawdry  for  Las  Vegas  seems  headed 
for  the  nation's  capital  in  .June.  But 
on  the  w^ay,  it  is  pitting  the  political- 
ly correct  against  the  city's  African 
American  Establishment. 

Certainly,  Lewis  vs.  Tyson  promis- 
es to  be  a  spectacle  of  huge  propor- 
tions and  perhaps  the  biggest  payday 
in  pay-per-\iew'  historj' — probably 
even  more  lucrative  than  the  June, 
1997,  fight  in  which  lyson  bit  off  a 
portion  of  Evander  Holyfield's  ear. 
The  pay-per-view  take  for  that  con- 
test was  $100  million.  Cable  giants 
Home  Box  Office  and  Showtime  Net- 
works Inc.,  w^hich  have  contracts 
with  Lewis  and  Tyson,  respectively, 
would  collaborate  for  the  first  time. 
International  sales,  closed-circuit  TV, 
rebroadcasts,  and  ticket  sales  could 
add  $40  million  more,  promoters  say. 
The  city's  new  20,600-seat  MCi  Cen- 
ter would  provide  a  convenient  loca- 
tion halfu^ay  between  the  Capitol  and 
the  White  House,  w^here  security  bar- 
riers now  block  tour  buses.  According 
to  the  Washington  Convention  & 
Tourism  Corp.,  a  fight  between  Tyson 
and  current  World  Boxing  CouncU 
champion  Lewis  could  add  $60  million 
to  the  local  economy  during  several 
weeks  of  training.  That  would  be 
similar  to  the  take  from  last  year's 
weeklong  NBA  All-Stai-  Game  ex- 
travaganza. And  the  fight  could 
even  "give  this  city  a  leg  up"  in  its 
bid  to  host  the  2012 
Olympics,  insists 
boxing  promoter 
Rock  NewTTian. 
Mayor  Anthony  A. 
WiUiams,  eager  to 
showcase  the 


towTi's  talent  for  hosting  international 
events  and  mindful  of  a  groAving 
budget  deficit,  insists  the  fight  could 
have  "a  very  positive  impact." 

Washington  certainly  needs  help. 
Its  tourist  industry  has  lost  $L2  bil- 
Uon  since  September  11,  according  to 
the  mayor's  office.  The  hotel  occu- 
pancy rate,  now^  at  74%,  plunged  as 
low  as  25%  after  the  attacks.  Hardly 
a  day  goes  by  without  some  re- 
minder of  the  threat  of  terrorism 
here — the  latest  being  revelations 
about  a  shadow  government  prepar- 
ing to  take  over  in  case  the  city  is 
obliterated  by  a  nuclear  suitcase. 

But  with  an  official  decision  from 
the  D.  C.  Boxing  &  Wrestling  Com- 
mission scheduled  for  Mar.  12,  the 
prospect  of  The  Fistic  in  The  District 
is  dividing  this  town.  In  one  comer 
are  liberals  led  by  The  Washington 
Post,  the  Greater  Washington  Board 
of  Trade,  and  the  National  Organiza- 
tion for  Women,  which  has  picketed 
the  boxing  commission,  now  Presi- 
dent Kim  Gandy  says  "a  sexual  pred- 

1, 


PROTEST 

NOW 

pickets  at 

the  boxing    VJ  \  I 

/»nmmiooif\n     *_^y 


RAGING  BULL 

At  the  weigh- 
in  brawl  in 
Las  Vegas 


commission 


^jssifms^ 


ator" — that  would 
be  convicted  rapist 
Tyson — is  "being 
glorified  and  hailed 
as  the  financial  sav- 
ior for  the  city." 

More  forgiving  are  Afiican  Ameri- 
can poUticians  and  business  leaders. 
Boxing  Commissioner  Michael  Browm, 
son  of  the  late  Commerce  Secretary 
Ron  Brown  and  an  attorney  at  the 
pow^erful  law  firm  of  Patton,  Boggs  & 
Blow^,  noted  the  racial  di\ide  by  re- 
marking: "Some  people  like  to  go  to 
the  Kennedy  Center,  and  some  people 
like  to  go  see  a  Tyson-Lewis  fight." 

Why,  exactly,  would  a  fight  be- 
tween Tyson  (49-3)  and  Lewis  (39-2- 
1)  deliver  such  a  big  gate?  After  all, 
Tyson,  35,  hasn't  been  the  same  since 
serving  three  years  in  an  Indiana 
prison  for  assaulting  a  Miss  Black 
America  contestant.  And  Le^vis,  36, 
is  neither  a  nimble  boxer  nor  the 
fearsome  puncher  he  used  to  be. 

The  answer  is  that  Lewis-Tyson 
w^ould  transcend  a  simple  boxing 
match.  It  would  be  an  irresistible 
morality  play  of  good  vs.  evil,  intel- 
ligence vs.  cunning.  If  Washington's 
pro-boxing  forces  can  focus  atten- 
tion on  the  relief  the  fight  might 
bring  to  out-of-work  busboys,  limo 
drivers,  and  hotel  clerks — and  away 
fi-om  Tyson's  rage — Lewis  and  Ty- 
son may  finally  be  ready  to  rumble. 

Washington  correspondent 
Magnusson  still  has  his  jab. 
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INVESTMENT  BANKING 

TOO  CLOSE 

FOR  COMFORT 


&  BEYOND 


Investors  are  finally 
starting  to  ask  awkward 
questions  about  the  cozy 
world  of  partnerships 

In  1999,  Merrill  Lynch  &  Co.  landed 
the  job  of  raising  nearly  $400  million 
from  wealthy  indi\aduals  and  insti- 
tutions for  LJM2,  one  of  Enron 
Corp.'s  3,000  special-purpose  entities  and 
partnerships.  As  a  display  of  its  faith  in 
the  deal,  Merrill  put  in  $5  million  of  its 
own  cash,  and  about  100  of  its  execu- 
tives plowed  in  another  $16  million  of 
personal  money. 

Conflict  of  interest? 
No  way,  says  Merrill. 
Just  business  as  usual 
on  Wall  Street.  And 
indeed  it  is — or  was.  For  years,  invest- 
ment banks  have  created  off-balance- 
sheet  partnerships  containing  trillions 
in  debt  and  assets  for  thousands  of  re- 
spected U.  S.  companies.  Banks  and 
their  execs  also  routinely  invest  in  them. 
That's  no  problem  from  the  bankers' 
point  of  view.  Everyone  has  a  crack 
at  making  big  bucks,  they  say.  Pen- 
sion funds  should  feel  better 
about  the  investments  when 
bankers  put  their  money 
where  their  mouths  are. 
And  the  companies  re- 
member who  their  true 
friends  are  when 
they  next  hand  out 
lucrative  work. 
Indeed,  the 
practice  is 
considered 
so  routine  that 
Merrill's  $5  mil- 
lion investment  in 
LJM2  was  too  small  to 
merit  scrutiny  by  the 
bank's  entire  executive  com- 
mittee, according  to  Merrill.  And 
the  beauty  of  it  all  is  that  the  de- 
tails of  the  deals  can  pretty  much  re- 
main between  friends,  since  private  eq- 
uity escapes  all  of  the  rules  requiring 
pubhc  disclosure. 
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Enron  is  just  one  example  of  this 
enormously  profitable  but  extremely  se- 
cretive business.  Since  1999,  Wall  Street 
has  raised  $34.9  billion  for  private  part- 
nerships, estimates  Thomson 
Financial.  Investment  banks 
have  helped  companies 
ranging  from  Vivendi  Uni- 
versal to  General  Motors 
Corp.,  which  disclosed  on 
Feb.  25  that  it  has  $136 
billion  in  assets  tied  up  in 
special-purpose  entities. 

Lehman  Brothers   Inc.   ac- 
counting   analyst    Robert 
Willens  estimates  that  400 
of  the  companies  in  the 
Standard  &  Poor's  500- 
stock  index  use  pri- 
vate   partnerships, 
and    that    banks 
have  invested 


in  those  of  about  40  companies.  In  and 
of  itself,  the  practice  isn't  illegal  or  a  vi- 
olation of  accounting  rules. 

The  partnership  business  allows  in- 
vestment bankers  to  make  money  sev- 
eral ways.  First,  they  earn  a  fee  if 
they  create  the  partnership.  When 
they  sell  stakes  to  in- 
vestors, they  earn 
commissions  of 
1%   to   2%   of 


what  they  raise^  And  if  they  themselves 
invest,  they  get  the  prospective  posi- 
tive return  on  the  investment. 

Now,  though,  the  cozy  environment 
that  keeps  the  partnership  machine 
humming  has  suddenly  gotten  chilly. 
Enron's  maneuverings  in  its  maze  of 
partnerships  are  being  blamed  for  de- 
stroying the  company — and  public 
shareholders'  investments,  including  bil- 
lions in  retirement  savings.  Even  insti- 
tutional shareholders  in  Enron's  private 
partnerships  are  now  skeptical  that  the 
banks  were  investing  simply  to  get 
good  returns.  "You  can't  help  but  won- 
der if  Merrill  agreed  to  handle  Enron's 
private-placement  issue  to  get  more  un- 
derwriting business,"  says  one  institu- 
tional shareholder.  Merrill  says  it  just 
wanted  to  win  the  private  placement 
assignment. 

That  suspicion  is  likely  to  make  part- 
nerships a  much  tougher  sell.  "We  will 
scrutinize  private  equity  investments  a 
lot  more  closely  in  the  future,"  warns 
Bill  A.  Shirron,  executive  director  of 
the  State  of  Arkansas  Teacher  Retire- 
ment System  that  committed  $30  million 
to  UM2. 

Now,   Washington   is   probing  the 
partnership  business.  Enron  executives 
have  told  Congress  that  four  banks  in- 
vested in  its  partnerships  to  get  an 
inside  line  on   future   financing 
jobs.  On  Mar.  6,  the  House  En- 
ergy &  Commerce  Commit- 
tee   sent    letters    to     10 
major  investment  banks — 
Merrill      Lynch,      J.  P. 
Morgan  Chase,  Credit 
Suisse  First  Boston, 
Citigroup,  Morgan 
Stanley,        and 
Goldman    Sachs, 
among  others — 
demanding 
documents      re- 
lated to  Enron's 
partnerships. 
So  far,  it's  unclear  what 
will  happen  with  the  part- 
nerships. Whatever  the  out- 
come, the  banks  are  in  a 
bind.   LJMl   and   LJM2— the 
partnerships  banks  mainly 
invested  in — could  be  con- 
solidated into  bankrupt 
Enron  because   Chief 
Financial  Officer  An- 
drew  Fastow  was 
the  general  part- 
ner of  both.  In 
that  case,  the 
bankruptcy 
court     judge 
could      force 
LJM2       in- 
vestors to  re- 
turn    earnings 


THE  PARTNERSHIP  MACHINE 


►  Since  1999,  investment  banks  have 
raised  $35  billion  for  private  partner- 
siiips.  They  do  not  disclose  such  deals, 
but  insiders  say  they  invest  in  10%  to 
50%  of  the  partnerships  they  sell  to 
pension  funds  and  foundations. 

►  Experts  estimate  that  400  S&P  500 
companies  have  used  limited 
partnerships,  or  special  purpose 
entities,  to  move  debt  off  their  balance 
sheets. 

►  Investment  banks  are  extensive  users 
of  limited  partnerships  to  move  trades 
and  investments  off  their  own  balance 
sheets,  say  insiders. 

PROFITABLE  LINKS 

Wall  Street  firms  that  invested  in  Enron 
partnerships  snared  plenty  of  its  banking  business 


LJM 

Investments 
Total  Amounts 

MILLIONS 

Percentage 
of  Enron  M&A 
advisory 
assignments 
since  1999 

Value  of  Enron 
stocks  and  bonds 
underwriting 
since  1999 

BILLIONS 

CSFB             $22.5 
CITIGROUP      15 

44.9% 
0 

$1.0 
2.2 

JPM  CHASE     15 

11.7 

MERRILL        22 

1.5 

0.9 

Data:  Thomson  Financial,  company  reports 

from  transactions  worth  as  much  as 
$100  million.  LJMl  would  suffer  mini- 
mal damage  since  it  has  been  closed. 

But  if  the  bankruptcy  court  leaves 
them  alone,  the  banks  could  face  a 
worse  public  relations  problem  because 
some  of  the  partnerships  could  ulti- 
mately make  money  for  wealthy 
bankers.  Portland  (Ore.)-based  energy 
consultant  Robert  McCullough  of 
McCullough  Research  has  closely  ex- 
amined the  assets  tied  up  in  Enron's 
partnerships.  He  argues  that  in  the 
best  case  scenario,  LJMl,  which  held  3.7 
million  Enron  shares,  would  post  a 
1,719%  return— or  some  $291  million— 
on  an  investment  of  $15  million  for  the 
two  banks  involved:  CSFB  and  NatWest, 
now  the  Royal  Bank  of  Scotland.  That 
assumes  LJMl  sold  its  shares  at  the 
stock's  all-time  high  of  $88  in  Septem- 
ber, 2000.  In  the  worst  case,  he  says 
the  banks  still  made  an  86%  return  of 
$29.8  million  because  filings  imply  that 
LJMl  cashed  in  more  than  enough  En- 
ron shares  to  pay  off  $100  million  in  in- 
vestments and  debt  commitments. 

So  far,  UM2  limited  partners,  who  say 
they  were  led  to  believe  they  could  ex- 


pect returns  of  25%  to  30%, 
have  gotten  back  85%  of  their 
capital.  And  many  expect  the 
partnership's  assets  will  barely 
pay  off  LJM2's  $70  million  in 
debt  and  other  claims.  But  Mc- 
Cullough thinks  investors  could 
get  at  least  a  4.9%  return  on 
the  roughly  $244  million  they 
actually  invested.  He  concedes 
that  LJM2  may  have  to  write 
off  equity  stakes  it  holds  in 
several  other  partnerships. 
But  he  believes  valuable  as- 
sets such  as  a  telecom  joint 
venture  will  more  than  offset 
those  losses.  "This  is  enor- 
mously better  than  any  situa- 
tion anyone  would  expect,"  he 
says. 

Of  course,  pension  funds, 
which  owned  22%  of  LJM2, 
would  also  do  well.  All  the 
same,  some  of  them  are  on 
the  warpath.  Their  complaint: 
Wall  Street  knew  Enron's 
partnerships  were  endanger- 
ing the  company,  kept  silent 
about  it,  and  continued  to  al- 
low their  equity  analysts  to 
issue  strong  buy  recommen- 
dations on  Enron  stock.  They 
charge  that  the  banks  abet- 
ted Enron  because  it  was 
such  a  lucrative  source  of 
business,  hiding  behind  their 
Chinese  wall,  which  forbids 
investment  banks  from  shar- 
ing inside  information  on 
clients  with  equity  analysts. 
Some  legal  experts  like  Professor  John 
C.  Coffee  at  Columbia  Law  School  ar- 
gue that  investment  banks  should  be 
required  to  withdraw  their  research 
analysts'  buy  recommendations  if  they 
become  aware  of  information  that  is 
strongly  inconsistent.  Otherwise,  the 
retail  investor  will  always  end  up 
the  sucker. 

One  reason  investment  banks  are  so 
comfortable  with  the  partnership  game 
is  that  they're  big  users  of  limited  part- 
nerships themselves,  according  to  in- 
dustry insiders.  Although  brokerages 
are  legally  required  to  disclose  the  off- 
balance-sheet  vehicles  they  use  to  secu- 
ritize  credit-card  receivables  and  mort- 
gages, they  are  mum  on  private 
partnerships.  And  that  is  frustrating 
analysts  and  rating  agencies.  "What's 
important  is  not  just  off-balance-sheet 
assets  but  the  on-balance-sheet  credit 
risk  they  may  create,"  says  Amy  S. 
Butte,  securities  industry  analyst  at 
Bear,  Steams  Cos.  "Incremental  disclo- 
sure would  help  the  process." 

Some  investment  banks  are  already 
reconsidering  the  way  they  operate. 
One  major  firm,  which  asked  not  to  be 
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named  for  competitive  reasons,  has 
stopped  investing  in  the  private  part- 
nerships of  companies  it  advises  to 
avoid  conflicts  of  interest.  The  bank, 
says  an  executive,  sees  the  risk  to  its 
reputation  as  more  of  a  problem  than 
the  potential  loss  of  fees.  "If  fii'ms  are 
serious  about  regaining  faith,  they  have 


to  take  steps  themselves  before  regu- 
lations force  them,"  says  a  senior 
banker  at  another  firm. 

For  now.  Wall  Street  may  be  pre- 
pared to  indulge  in  some  soul-searching 
about  partnerships.  But  it's  money,  not 
necessarily  good  intentions,  that  makes 
Wall  Street  go  round.  The  real  test  of 


its  sincerity  will  come  during  the  next 
boom.  Once  the  money  comes  back  and 
investors  stop  agonizing  over  their  loss- 
es, the  deal  rooms  may  again  be  filled 
with  the  purring  of  the  partnership 
machine. 

By  Emily  Thornton  in  New  York, 
with  Wendy  Zellner  in  Dallas 


DID  CalPERS  BEND  ITS  OWN  STANDARDS? 


For  years,  the  California  Public 
Employees'  Retirement  System 
(CalPERs)  has  staked  out  the 
moral  high  ground  by  calling  compa- 
nies to  task  for  cronyism,  conflicts  of 
interest,  and  rubber-stamp  boards. 

But  lately,  CalPERS  own  image  has 
been  challenged.  It  was  a  big  investor 
in  Enron  Corp.'s  off-balance-sheet  part- 
nerships. CalPERS  has  said 
that  "a  core  of  Enron  execu- 
tives deceived  everyone — 
from  the  individual  investor 
to  many  sophisticated  in- 
vestors." On  Feb.  21, 
CalPERS  called  for  such  re- 
forms as  a  commission  on  fi- 
nancial conflict  of  interests. 
Yet,  documents  Business- 
Week obtained  by  a  state 
open-records  request  show 
CalPERS  had  its  owti  conflicts 
of  interest  Math  Enron. 

The  documents  show  the 
role  that  Pacific  Corporate 
Group  (pcg),  a  La  Jolla 
(Calif.)  investment  adviser,  played  in 
steering  the  fund  to  commit  more 
than  $750  million  to  Enron  partner- 
ships. PCG  provided  what  should  have 
been  independent  advice  on  invest- 
ments for  CalPERS,  yet  it  effectively 
earned  commissions  when  some  deals 
closed.  Some  of  the  money  came 
from  Enron — by  agreement  of  all 
three  parties.  CalPERS  says  the 
arrangement,  which  was 
legal,  was  a  way  to  get 
more  from  consultants  but 
was  abandoned  in  2000. 
"There  are  no  perfect  fee 
structures,"  says  Michael  Flaherman 
chairman  of  CalPERS'  investment 
committee.  "We've  changed  [them] 
multiple  times  since  that  deal  was 
done."  PCG  officials  wouldn't  com- 
ment, citing  client  confidentiality. 

Still,  the  documents  shed  light  on 
the  relationships  between  large  U.  S. 
pension  funds  and  their  lightly  regu- 
lated advisers.  These  200-odd  gate- 


keepers are  supposed  to  give  impar- 
tial advice  on  investments  and  man- 
agers but  often  play  conflicting  roles. 

In  1989,  PCG,  a  well-regarded  35- 
person  firm  run  by  Christopher  Bow- 
er, an  accountant  by  training,  started 
picking  investment  managers  for 
CalPERS— for  $295,000  a  year.  PCG 
brought  its  first  Enron  deal  in  1993: 


The  fund's 
advisers  got  fees 
from  an  Enron 
partnership  for 
recommending 
the  deal   ^^ 

CalPERS'  SACRAMENTO  HQ 
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a  $500  million  natural  gas  partner- 
ship called  Joint  Energy  Develop- 
ment Investments  (JEDI  I).  CalPERS 
took  50%.  PCG  got  $375,000  when  the 
deal  closed  and  $375,000  per  year  for 
monitoring  it,  all  paid  by  CalPERS.  It 
also  stood  to  get  a  multimillion-dollar 
payout  if  the  investment  hit  its 
benchmark,  which  it  didn't. 

In  1997,  CalPERS  asked  PCG  to  look 
at  Enron  Energy  Services, 
a  retail  energy  unit,  and 
the  $1  bilhon  JEDI  II  fund. 
PCG  stood  to  gain  $750,000 
if  either  deal  went  through 
and  $375,000  if  neither  did.  But  this 
time,  the  Enron  affiliates,  not 
CalPERS,  paid  the  fees.  CalPERS 
pledged  $500  milHon  for  jedi  II  but 
invested  only  $175  million. 

Other  fund  managers  and  consult- 
ants say  such  a  fee  structure  was 
highly  unusual.  Flaherman  says  the 
idea  was  to  motivate  pcg  to  find 
new  investment  ideas.  "One  would 


want  to  give  them  an  incentive  to 
beat  the  bushes,"  which  a  flat  advi- 
sory fee.  didn't  do,  Flaherman  says. 
"Otherwise,  we'd  end  up  paying 
them  to  sit  in  their  bathrobes."  But 
for  the  past  two  years,  the  fund  has 
used  a  pool  of  firms  and  has  kept 
the  initial  investment  review  and 
the  continuing  work  separate. 

PCG  did  flag  a  big 
problem  with  LJM3,  a 
partnership  to  be  run 
by  Enron  Chief  Finan- 
cial Officer  Andrew 
Fastow.  It  got  paid 
only  for  assessing  LJM3, 
which  never  got  off  the 
ground.  It  noted  that 
CalPERS  risked  a  PR 
disaster  by  buying  into 
a  partnership  headed 
by  a  public  company 
executive  that  bought 
its  assets  fi-om  that 
company.  "As  a  champi- 
on of  activist  corporate 
governance,"  reads  the  PCG  assess- 
ment, "CalPERS  should  be  prepared  to 
address  its  participation  in  a  fund 
that  utilizes  such  fiduciary  duality." 
But  it  did  recommend  the  investment. 

What  did  CalPERS  earn  on  pcg's 
three  Enron  deals?  It  made  $132  mil- 
lion on  the  first,  broke  even  on  the 
second,  and  lost  $37  million  on  the 
third.  Net  gain:  $91  million.  But  Cal- 
PERS lost  $105  million  on  Enron  stocks 
and  bonds,  pcg  also  led  the  fiind  to  a 
$500  million  gain  in  a  partnership  with 
Comcast  Corp.  pcg  now  manages  a 
$500  million  fund  for  CalPERS  that  in- 
vests directly  in  private  deals. 

Ultimately,  CalPERs'  relationship 
with  PCG  might  have  been  profitable. 
But  as  the  fund  urges  the  financial 
world  to  root  out  conflict  of  interests, 
it  would  be  helpful  if  it  would  share 
its  own  experiences  wrestling  with 
this  devil. 

By  Christopher  Palmeri  and 
Ronald  Grover  in  Los  Angeles 
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CALDWELL:  A  proven  talent  for  cultivating  cooperating  iritiiesses  through  a  mixture  of  threats  and  cajolenj 


PROSECUTION 


LAW  &  ORDER: 
ENRON  VICTIMS  UNIT 

If  anyone  can  build  a  case,  it's  prosecutor  Leslie  Caldwell 


When  New  York  City  police  of- 
ficer Edward  Byrne  was  shot 
to  death  on  Feb.  26,  1988,  au- 
thorities became  convinced 
that  the  execution-style  slaying  was  or- 
dered by  Howard  "Pappy"  Mason,  head 
of  a  violent  drug  mob.  Mason  was  in 
prison  at  the  time,  and  obstacles  to 
proving  his  guilt  seemed  almost  insur- 
mountable. But  after  a  trial  in  U.  S.  Dis- 
trict Court  in  Brooklyn  in  late  1989, 
Mason  was  convicted.  The  clincher  was 
damning  testimony  from  three  former 
Mason  gang  members — who  had  been 
persuaded  to  cooperate  by  a  32-year- 
old  novice  federal  prosecutor  named 
Leslie  Ragon  Caldwell. 

Since  then,  in  prosecuting  mobsters, 
drug  dealers,  crooked  "chop  house"  bro- 


kerage  firms,  and  corporate  malefactors, 
Caldwell  has  gained  a  reputation  as  a 
master  of  cases  of  mind-numbing  com- 
plexity. Along  the  way  she  has  become 
a  master  of  the  "flip" — the  cultivation  of 
"cooperators"  who  can  turn  dry  docu- 
ments and  staticky  tape 
recordings  into  flesh-and-blood 
crimes. 

All  of  this  is  bad  news  in- 
deed for  former  executives  of 
Enron,  Arthur  Andersen,  and  other 
firms  being  targeted  by  Caldwell,  a 
Pittsburgh  native  who  was  named  in 
January  to  head  a  Justice  Dept.  task 
force  exploring  criminal  charges  in  the 
Enron  Corp.  scandal.  "I  think  any  po- 
tential defendants  in  the  Enron  case 
will  have  a  bleak  and  weary  day  ahead 
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of  them,"  says  Joel  Winograd,  a  New 
York  criminal  lawyer. 

The  conventional  wisdom — that  any 
Enron  prosecution  would  face  huge  ob- 
stacles— ignores  the  impressive  array 
of  weapons  available  to  prosecutors,  as 
well  as  the  recent  spate  of  successful 
cases  involving  complex  frauds.  Some 
of  the  most  daunting,  which  also  result- 
ed in  the  heaviest  sentences,  were  pros- 
ecuted by  Caldwell  and  her  deputy,  An- 
drew S.  Weissmann,  who  is  chief  of  the 
criminal  division  of  the  U.  S.  Attorney's 
office  in  Brooklyn. 

One  weapon  that  may  be  used 
against  future  Enron  defendants  is  a 
little-noted  recent  change  to  the  federal 
sentencing  rules  that  beefs  up  sentences 
for  frauds  in  excess  of  $100  milMon.  Such 
schemes  previously  would  have  war- 
ranted a  51-month  sentence 
for  a  first  offender,  but  now 
can  draw  a  sentence  of  10 
years  or  more.  To  be  covered 
by  the  new  guidelines,  some 
part  of  the  fraud  must  have  occurred  af- 
ter Nov.  1,  2001 — which  may  turn  out  to 
be  a  crucial  date  on  the  calendar  for 
people  involved  in  the  Enron  mess. 

Ironically,  CaldweU's  appointment  was 
necessitated  by  an  embarrassment — the 
recusal  of  Attorney  General  John 
Ashcroft  and  the  U.  S.  Attomev's  office 
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in  Houston  because  of  their  Em-on  links. 
Caldwell,  who  moved  from  Brooklyn  to 
San  Francisco  in  1998,  has  not  granted 
interviews,  and  the  composition  of  her 
team  has  not  been  annoimced.  But  B^^si- 
)iessWeek  has  learned  that  among  the 
lawyers  on  board  with  Caldwell  is 
Zachar}^  Harmon,  an  attorney  from  the 
Justice  Dept.  tax  division — a  sign  that 
investigators  are  probing  possible  tax- 
law  violations.  Also  joining  the  team 
are  Thomas  Hanusik  from  the  Justice 
Dept.  fraud  division,  William  Kimball, 
who  worked  with  Caldwell  in  San  Fran- 
cisco, and  Samuel  W.  Buell,  who  prose- 
cuted leading  Boston  mobsters. 

The  difficulties  facing  Enron  prose- 
cutors are  epitomized  by  the  defiant 
pubhc  stance  of  former  Enron  CEO  Jef- 
frey Skilhng.  In  his  testimony  before 
Congress,  SkiUing  insisted  that  he  was 


The  key  will  be 

overcoming  the 

"Andersen  said  it  was 

O.K."  defense 


ened  by  cooperating  witnesses.  "If  I 
know  Andrew,  he'll  have  six  coopera- 
tors  lined  up  by  the  time  he  gets  to 
Houston,"  says  Winograd,  who  has  rep- 
resented mobsters  and  rogue  brokers 
prosecuted  by  Weissmann. 

Lawyers  say  that  Caldwell  is  proba- 
bly actively  hunting  for  as  many  co- 
operators  as  she  can  assemble,  be  they 
high-level  executives  or  lower-level  em- 
ployees who  had  access  to  crucial  in- 


To  earn  the  possibility  of  a  reduced  sen- 
tence, they  are  commonly  "wired"  to 
record  conversations  with  former  asso- 
ciates— a  technique  used  effectively 
against  both  white-coUar  and  organized- 
crime  defendants  over  the  years.  Those 
incriminating  recordings  are  then  used 
to  induce  still  more  guilty  pleas  and, 
often,  still  more  cooperating  witnesses. 
Enron  defendants  may  face  an  addi- 
tional inducement  to  cooperate — the  pos- 
sibihty  of  charges  under  the  Racketeer 
Influenced  &  Corrupt  Organizations  Act, 
which  carries  stiff  prison  terms.  But 
even  without  a  Rico  prosecution,  the  po- 
tential penalties  for  white-collar  crime 
are  far  more  severe  than  is  commonly 
believed.  Federal  guidelines,  introduced 
in  1987,  curtailed  parole  and  severely 
restricted  the  sentencing  discretion  of 
federal  judges.  Sentences  are  now  large- 


COLLARING  WHITE  COLURS 

Some  weapons  in  the  Enron  prosecutors'  arsenal 


COOPERATORS  Insiders  are  a 
^   must  if  prosecutors  are  to 
prove  criminal  intent 


"NO-PROS"  AGREEMENTS  Low- 
level  cooperators  may 
be  lured  by  deals  to  avoid 
prosecution  entirely 

RICO  Racketeering  charges 
could  ratchet  up  the 
sentences 


SEALED  INDICTMENTS  Prosecutors 
can  conceal  pending  criminal 
charges  against  targets 

TOUGH  SENTENCES  Newly 
revised  sentencing 
guidelines  increase  penalties 
for  megabuck  fraud 

"WIRES"  Surreptitious  taping 
of  prosecution  targets  by 
cooperative  insiders 


Data:  BusinessWeek 


not  aware  of  what  went  on  at  Enron 
because,  among  other  things,  the  com- 
pany's practices  were  endorsed  by  its 
accountants  at  Arthur  Andersen.  While 
Skilling's  story  was  openly  mocked  in 
Congress,  it  could  prove  an  effective 
defense  against  criminal  charges. 

Overcoming  the  "Andersen  said  it 
was  O.K."  defense  will  require  counter- 
vailing testimony  from  insiders.  Lawyers 
M^ho  have  defended  and  prosecuted 
white-collar  cases  are  unanimous  on  the 
point:  no  cooperators,  no  successful  En- 
ron prosecution.  By  providing  a  "road 
map"  for  prosecutors,  and  explaining  of- 
fenses to  jurors,  cooperating  witnesses 
proved  crucial  in  dozens  of  cases 
brought  by  Caldwell  and  her  former 
colleagues  in  Brooklyn  against  organ- 
ized crime  and  the  operators  of  chop- 
house  brokerage  firms. 

One  brokerage  principal  prosecuted 
by  Weissmann,  Robert  Catoggio  of 
Hanover  Sterling  &  Co.,  was  sentenced 
to  12  years  in  prison.  As  in  all  such 
cases,  the  Hanover  case  was  strength- 


formation.  "In  this  case,  the  key  to  a 
successful  prosecution  in  Enron  is  the 
government's  ability  to  explain  the  facts 
of  life  to  low-  or  mid-level  Enron  em- 
ployees and  get  them  on  board  to  co- 
operate against  higher-ranking  individ- 
uals," says  Benjamin  Brafman,  a  New 
York  criminal  lawyer  whose  clients  have 
ranged  from  associates  of  John  Gotti  to 
rapper  Sean  "Puffy"  Combs. 

Cultivating  cooperators  is  a  sensitive 
task,  a  mixture  of  threat  and  cajolery. 
The  threat  is  the  prospect  of  a  heavy 
prison  sentence.  While  it's  possible  to 
lure  cooperators  by  offering  immimity — 
a  "no-pros,"  or  no  prosecution  deal — 
lawyers  familiar  with  their  work  say 
Caldw^ell  and  Weissmann  have  not  gen- 
erally resorted  to  that.  More  commonly, 
cooperating  witnesses  have  been  per- 
suaded to  plead  guilty  to  criminal 
charges  or  indictments  that  are  placed 
under  seal.  This  prevents  former  associ- 
ates from  knowing  that  they've  'turned." 

That  can  be  crucial  because  coopera- 
tors often  are  asked  to  rat  on  their  pals. 


ly  determined  by  federal  guidelines, 
which  incorporate  a  variety  of  factors. 

The  new^  guidelines  for  megafrauds 
could  mean  hard  time  for  Enron  de- 
fendants in  prisons  that  rarely  match 
the  "country  club"  stereotype.  While 
federal  minimum  security  prisons  are 
not  bastilles,  they  are  hardly  pleasant 
places  to  spend  a  few  years.  "Your 
w^hole  life  is  regulated — when  you  go  to 
the  bathroom,  how  many  phone  calls 
you  can  make,  how  much  money  you 
can  spend  in  the  commissary,  when  you 
get  up  and  when  you  go  to  sleep,"  says 
Gustave  Newman,  a  lawyer  for 
Hanover's  Catoggio,  who  is  appealing 
his  sentence. 

Of  course,  the  machinations  at  En- 
ron may  not  have  sunk  to  the  depths  of 
criminal  acti\ity.  But  by  naming  prose- 
cutors with  a  track  record  of  nailing 
white-collar  crooks,  the  feds  have  at 
least  gone  a  long  way  tow^ard  ensuring 
that,  if  criminal  acts  were  committed, 
the  bad  guys  will  actually  go  to  jail. 

By  Gary  Weiss  in  New  York 
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REFORMERS 


GUESS  WHO'S  GOING  AFTER 
WALL  STREET 

Senator-and  ex-Goldman  CEO-Corzine  wants  more  regulation 


For  most  lawmakers  on  Capitol  Hill, 
Enron  Corp.'s  collapse  was  an  eye- 
opener.  But  to  Senator  Jon  S. 
Corzine,  it  had  a  painfully  familiar  ring. 
The  55-year-old  freshman  Democrat 
from  New  Jersey  watched  a  parade  of 
Wall  Street  financial  scandals  from  a 
front  seat  in  his  25  years  at  Goldman, 
Sachs  &  Co.,  five  as  chairman  and  CEO. 
Investment  bankers  aren't  known  for 
their  partiality  to  regulation,  but  in  an 
odd  political  twist,  the  Senate's  only 
Wall  Street  CEO — and  one  of  its  richest 
members — has  seized  on  Enron's  implo- 
sion to  try  to  put 
more  cops  on  the  fi- 
nancial beat.  The  cir- 
cumstances and  his 
background  have  let 
him  carve  out  an  unusually  high  profile 
for  a  jvmior  senator.  But  in  the  process, 
Corzine,  previously  best  known  for 
spending  $60  million  of  his  owia  money 
to  get  elected  in  2000,  is  out  of  step 
with  many  former  colleagues.  Corzine 
insists  he's  not  a  latter-day  convert  to 
regulation.  As  early  as  1986,  he  sup- 
ported a  law  to  regulate  firms  that 
trade  in  government  securities.  "I've  al- 
ways thought  that  if  markets  had  the 
equivalent  of  the  pohce  officer  on  the 
street  corner,  we  could  cut  down  on 
some  of  the  excesses,"  he  says. 

Corzine  has  championed  new  curbs 
on  401(k)  pension  plans,  accounting 
firms,  corporate  boards,  and  campaign 
finance  (table)  that  have  put  him  at  odds 
with  an  array  of  trade  groups.  The  Se- 
curities Industry  Assn.  and  employer 
groups  shunned  a  bUl  he  co-sponsored 
that  would  cap  at  20%  the  holdings  of 
any  one  stock  in  401(k)  plans.  Republi- 
cans scoffed  that  Corzine  would  deny 
workers  the  same  chance  he  had  to  get 
rich  off  company  stock.  The  bulk  of 
Corzine's  estimated  $300  million  fortune 
is  concentrated  in  Goldman  shares  he 
pocketed  in  1999,  when  the  firm  went 
public.  Corzine  ultimately  backed  off  his 
proposal  and  on  Mar.  6  thi-ew  his  sup- 
port behind  a  new  pension  bill  spon- 
sored by  Senator  Edward  M.  Kennedy 
(D-Mass.)  that  reUes  on  incentives  for 
diversifying  holdings  in  401(k)  plans  in- 


stead of  a  cap.  "Liberals  are  very  good 
at  teUing  other  people  what  to  do,"  says 
Senator  Jon  Kyi  (R-Ariz.).  Tech-compa- 
ny executives,  meanwhile,  blanch  at 
Corzine's  push  for  accounting-rule 
changes  that  would  force  them  to  rec- 
ognize the  cost  of  stock  options  on  their 
income  statements. 


CORZINE'S  AGENDA 

How  the  senator  from  Wall  Street 
would  toughen  financial  regulation 

401(k)8  Backs  Kennedy  bill  to  diversify 
stock  holdings  in  retirement  plans. 

ACCOUNTANTS  Ban  firms  from  selling 
other  services  to  audit  clients  and  ban 
them  from  auditing  companies  that  re- 
cently hired  their  staffers  as  top  financial 
officers.  Create  new  oversight  and  disci- 
plinary body. 

OPTIONS  Force  companies  to  deduct  the 
cost  of  stock  options  from  their  income. 

CORPORATE  GOVERNANCE  Require 
prompt  disclosure  of  corporate  insiders' 
transactions.  Ensure  audit  committees' 
independence  with  new  rules. 

CAMPAIGN  FINANCE  Ban  unregulated, 
unlimited  donations  to  political  parties. 


Corzine  still  argues  that  ensuring  di- 
versified retirement  portfolios  is  pru- 
dent, especially  when  the  government 
gives  tax  breaks  on  the  accounts.  And, 
he  points  out,  his  Gk)ldman  Sachs  shares 
aren't  in  a  tax-deferred  plan.  As  for  op- 
tions, Corzine  says  current  rules  hin- 
der comparisons  of  companies'  earnings: 
'When  you  don't  show  the  expense  of 
your  options  at  the  time  they're  award- 
ed, those  who  pay  [employees]  with  cash 
get  penalized." 

Corzine's  high-powered  background 
has  made  him  the  Democrats'  go-to  guy 
on  financial  issues.  "When  he  talks,  peo- 
ple listen,"  says  Senator  Kent  Conrad 
(D-N.  D.),  chairman  of  the  Budget  Com- 
mittee, on  which  Corzine  serves.  And 
the  self-effacing  demeanor  of  the  Illi- 
nois farmboy-tumed-investment-banker 
helps  pave  his  way.  Says  Con- 
rad: "He's  very  easy  on  the 
nerves." 

Still,  even  some  Democrats 
were  leery  of  his  original  plan 
to  put  a  cap  on  individual  equi- 
ties in  401(k)s.  Corzine's  ap- 
proach to  policing  the  account- 
ing industry  is  more  widely 
accepted.  He  and  Senator 
Christopher  Dodd  (D-Conn.) 
planned  to  introduce  a  bill  on 
Mar.  7  that  would  create  a  new  | 
oversight  body  and  bar  audi- 
tors from  selling  consulting  | 
services  to  audit  chents. 

Associates  say  Corzine's  lib- 
eral-popuUst  streak — he  backs 
gun  control  and  universal  health 
care — runs  deep.  StiU,  he  hasn't  | 
always  been  such  an  ardent  re- 
former. He  didn't  weigh  in  pub- 1 
licly    in    1999,    when    former  | 
Securities  &  Exchange  Commis- 
sion Chairman  Arthur  Levitt  I 
Jr.   tried   to   stop   accounting 
firms   from   doing   consulting 
work  for  audit  clients.  Corzine! 
says  he  was  busy  with  Gold-I 
man's  initial  public  offering. 

Despite  what  his  Beltway! 
critics  say,  his  constituents  seem! 
to  like  him.  Corzine's  approval! 
ratings  have  shot  up  from  35%  [ 
to  51%  in  the  past  year,  a  Quin- 
nipiac  University  poll  shows. 
New  Jerseyans  are  relieved  he  I 
isn't  a  clueless  Mr.  Moneybags,! 
political  analysts  say.  His  pro-l 
fessional  metamorphosis  seemsj 
well  timed.  Whether  he  makesi 
as  big  a  mark  in  Washington] 
as  he  did  on  the  Street  remains 
to  be  seen. 

By  Amy  Barms  with  Lor- 
raine Woellert  in  WashingUj)i\ 
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COMMENTARY 

By  Timothy  J.  Mullaney 


TELECOM:  A  FEW  DEALS  DON'T  ADD  UP  TO  A  REVIVAL 


In  the  tundra-like  landscape  of  tele- 
com and  venture  capital,  late  Feb- 
ruary' stood  out  like  early  shoots 
of  spring.  In  four  deals,  vcs  pom-ed 
$300  million  into  young  telecom-gear 
companies,  bi-inging  2002  investment 
in  networking  gear  to  $1.1  billion.  By 
month's  end,  the  battered  sector  al- 
most seemed  hot  again. 

Alas,  it's  still  cold  out- 
side. Deals  that  pumped 
$120  million  into  Caspian 
Networks  and  $53  million 
into  Pluris,  based  in  Sihcon 
Valley,  as  well  as  $45  mil- 
Uon  into  Montreal's  Hyper- 
chip  and  $80  million  into 
Chiaro  Networks  of 
Richardson,  Tex.,  say  as 
much  about  vcs'  lack  of  al- 
ternatives as  their  confi- 
dence. All  four  companies 
are  chasing  the  same  $2.3 
billion  North  American 
market  for  core  routers, 
computers  that  read  pack- 
ets of  data  and  pick  the 
fastest  path  to  get  them  to 
their  destination.  And  al- 
most all  of  that  market 
now  belongs  to  Cisco  Sys- 
tems Inc.  and  Juniper  Net- 
works Inc. 

Sound  crowded?  It  is. 
But  core  routing  is  a  rare 
area  of  telecom  capital  in- 
vestment that's  stiU  ex- 
pected to  grow.  Market  re- 
searcher RHK  Inc.  says 
telecom  capital  expenditure 
won't  get  back  to  2001  lev- 
els until  2006.  But  it  fig- 
ures core  routers  will  reach  about 
$6  billion  in  sales  by  2006 — enough 
to  sustain  one  newcomer.  In  the 
land  of  telecom  investors,  blinded  by 
the  industry's  depression,  that 
makes  core  routers  the  new,  if  one- 
eyed,  king. 

What  the  newcomers  bring  to  the 
party  is  the  prospect  of  much  faster 
handhng  of  network  data.  Since  1996, 
fiber-optics  has  revolutionized  how 
much  traffic  can  move  in  a  straight 
line  between  cities,  but  routers 
haven't  improved  nearly  as  fast. 
Juniper's  top-end  machines  can 
process  160  bilUon  bits  of  information 


a  second,  much  less  than  the  6.4  tril- 
lion bits  telephone  lines  can  dump 
into  a  network  hub.  Hj^perchip  says 
its  machine  will  have  8,000  times  the 
capacity  of  Juniper's  biggest  router. 

Underscoring  just  how  tough 
things  are:  In  several  cases,  the  new 
deals  wiped  out  all  or  most  of  the 
value  of  earUer  investments.  In- 


WHERE  THE  YC  MONEY  IS  GOING 
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vestors  in  Pluris  Inc.  lost  nearly  all 
the  $167  million  they  had  put  in  ear- 
lier. Caspian  Networks  Inc.  concedes 
that  its  value  is  sharply  lower  than 
when  it  last  sold  stock  in  2000.  Only 
Hj^erchip's  stated  value,  some  $400 
million,  is  the  same  as  in  2000,  but 
rivals  cai-p  that  it  boosted  its  num- 
bers by  getting  most  of  its  new  mon- 
ey from  a  government  agency  trying 
to  keep  the  company  in  Canada. 

Nonetheless,  venture  capitalists 
don't  have  a  better  option  if  they 
want  to  invest  in  telecom.  And  vc 
firms  are  still  sitting  on  the  bulk  of 
large  pools  of  capital  they  raised  in 


2000  and  2001,  which  they  need  to 
put  to  work.  Peter  Morris,  a  Menlo 
Park  (Calif.)-based  venture  capitalist 
at  New  Enterprise  Associates  who 
backs  Caspian,  said  firms  have  httle 
choice  but  to  forget  the  past  and 
compare  these  deals  with  current 
prospects.  "They  recognize  the  past 
investment  is  pretty  much  gone," 

CASPIAN:  The  network- 
ing company  says  its 
value  has  fallen  sharply 

Pluris  marketing  Vice-Pres- 
ident Gary  Law  says. 

Venture  capitalists  aren't 
dumb:  The  new  deals  may 
actually  be  less  risky  than 
the  alternatives.  The  four 
upstarts  have  each  spent 
more  than  $100  million, 
mostly  on  research.  All 
have  equipment  imdergoing 
laboratory  tests  with  carri- 
ers, and  all  are  aiming  to 
ship  products  late  this  year 
or  in  2003.  So  the  technolo- 
gy^ appears  to  work.  And 
the  high  price  of  entry  en- 
sui-es  that  new  rivals  won't 
emerge  soon. 

But  there's  plenty  of 
risk.  Gary  Morgenthaler,  a 
venture  capitalist  backing 
Caspian,  says  vc  firms  al- 
ways back  several  players 
in  new  markets — but  never 
has  so  much  money  been 
involved  (or  written  off). 
These  firms  don't  dare  pre- 
dict they  will  soon  go  pub- 
lic. Privately,  vcs  say  even  the  most 
successful  may  be  takeover  bait  for 
Juniper  or  Cisco,  who  aren't  exactly 
shaking  in  their  boots.  "They're  try- 
ing to  impress  with  shdeware  and 
ideas,"  says  Juniper  marketing  chief 
Carl  Showalter. 

The  lesson:  Don't  beheve  what  you 
see.  Telecom's  share  of  vc  investment 
in  2002  has  reached  34%  including 
the  four  deals,  higher  than  the  20% 
to  25%  it  claimed  during  the  fiber-op- 
tic boom  of  2000.  But  it's  a  ground- 
hog's shadow,  not  a  sign  of  spring. 

Mullaney  covers  venture  capital. 
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Science  &  Technology 


RESEARCH 


IS  IT  REALLY 
FUSION  THIS  TIME? 


An  Oak  Ridge  National 
Laboratory  team  says  yes, 
and  some  peers  agree. 
But  there  are  doubters 

Fusion  on  a  tabletop?  Shades  of 
1989,  when  reports  about  cold  fu- 
sion sparked  headlines  and  wide- 
eyed  fantasizing  about  cheap, 
clean,  and  unlimited  power.  Cold  fusion 
fizzled,  leaving  scientists  bitterly  disap- 
pointed. So  it's  no  surprise  that  many 
are  skeptical  about  the  latest  report  of 
of  tabletop  fusion  in  the  Mar.  8  issue 
of  the  prestigious  joiimal  Science.  But  if 
the  research  holds  up  and  can  eventu- 
ally be  commercialized,  the  technology 
would  end  the  world's  dependence  on 
oil  and  eliminate  the  production  of  ra- 
dioactive byproducts  at  today's  nuclear 
power  plants,  which  release  energy  by 
splitting  atoms,  not  fusing  them. 

To  date,  the  main — and  ghastly — use 
of  fusion  has  been  in  hydrogen  bombs. 
No  existing  technology  can  both  con- 
trol and  sustain  such  a  fusion  reaction  in 
a  way  that  could  be  used  to  generate 
electricity.  Nuclear  physicists  have  been 
trying  ever  since  the  first  hydrogen 
bomb  exploded  in  1952.  So  imagine  their 
surprise  when  a  team  of  engineers  as- 
serts that  they  have  developed  a  new 
method  that  may  produce  sustained  nu- 
clear fusion.  The  technique  is  called 
sonofusion — sound-triggered  fusion — ^be- 
cause it  supposedly  works  by  pumping 
ultrasound  waves  and  a  beam  of  neu- 
trons into  a  modified  form  of  acetone,  a 
common  solvent  that's  used  in  finger- 
nail pohsh  remover,  for  example. 

Even  though  the  new  claim  is  already 
provoking  a  heated  debate  similar  to 
the  furor  that  engulfed  cold  fusion,  this 
time  the  official  announcement  comes 
■with  the  imprimatur  of  Science — and 
more  than  a  year  of  peer  reviews  by 
leading  scientists.  While  not  all  of  the 
sonofusion  reviewers  voted  in  favor  of 
publication,  the  report  of  tabletop  fu- 
sion does  come  from  an  outfit  well 
versed  in  nuclear  physics:  Oak  Ridge 
National  Laboratory.  However,  the  team 


LIGHT  AND  SOUND:  A  sonoiumines- 
cence  setup  in  the  lab 

consists  mainly  of  engineers,  not  nu- 
clear physicists,  hence  much  of  the  ini- 
tial skepticism.  In  fact,  even  Oak  Ridge 
management  had  second  thoughts  and 
asked  two  of  its  nuclear  physicists  to 
verify  the  work.  They  failed.  The  sono- 
fusion team  insists  that  the  double-check 
effort  was  flawed.  Claims  and  counter- 
claims have  been  flying  across  the  In- 
ternet. "These  guys  are  almost  to  the 
point  of  calling  each  other  hars,"  says 
Seth  J.  Putterman,  a  University  of  Cal- 
ifornia at  Los  Angeles  physicist  and  a 
rexiewer  for  Science. 

Clearly,  getting  pubhshed  in  Science 
doesn't  guarantee  acceptance.  Claims  of 
fundamental  scientific  breakthroughs. 


V 

i 


says  William  C.  Moss,  a  reviewer  and  a 
physicist  at  Laxvrence  Livermore  Na- 
tional Laboratory,  must  be  held  to  the 
highest  standards.  Tabletop  fusion  would 
be  potential  Nobel  prize  work,  he  ex- 
plains, "so  it's  easy  for  people  to  lose 
their  objectivity."  But  Moss  isn't  wTiting 
off  sonofusion  altogether.  "In  fact,  I 
viTote  a  paper  a  few  years  ago  saying 
that  it  might  be  possible." 

The  Oak  Ridge  team  that  took  upjv,^ 
that  challenge  is  led  by  senior  scientist 
Rusi  Pesi  Taleyarkhan.  It  consists  of '?  ^ 
two  other  Oak  Ridge  researchers,  plus  :>. 
Richard  T.  Lahey  Jr.,  an  engineering  eawate; 
professor  at  Rensselaer  Polytechnic  In- '' 
stitute,  and  Robert  I.  Nigmatulin  of  the  i 
Russian  Academy  of  Sciences.  To  gen- 1 
erate  the  immense  heat  needed  to  fusel 
nuclei,    they    turned    to    an    obscure* 
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phenomenon  called  sonoluminescence. 

Sonoluminescerfbe  uses  ultrasound  en- 
ergy to  create  little  bubbles  in  a  liq- 
uid— bubbles  that  grow  to  many  times 
their  original  size,  then  swiftly  collapse 
and  disappear  with  a  \\ink  of  light.  It  all 
happens  in  a  tiny  fraction  of  a  second, 
30  determining  what  goes  on  is  ex- 
Taordinarily  difficult.  Even  after  study- 
ng  sonoluminescence  for  two  decades, 
Putterman  can't  say  precisely  how  much 
leat  is  released  by  the  imploding  bub- 
Dles,  but  temperatures  may  reach  as 
ligh  as  those  in  the  sun. 

Harnessing  the  sun's  source  of  power 


ENERGY  FROM  BUBBLES 

Scientists  know  how  to  trigger  a  phenomenon  they 

call  sonoluminescence — but  its  real-world  potential 

is  still  up  for  debate 

1  A  sound  wave  stirs  up 
a  solution  of  acetone 
laced  with  deuterium, 
which  is  bombarded 
with  neutrons  to  create 
a  bubble 

2  A  second  wave  swells 
the  bubble 


3  At  a  critical 
size,  the  bubble 
collapses,  creating 
very  high  tepera- 
tures.  As  a  result, 
deuterium  atoms 
fuse  together  and 
release  energy, 
according  to  some 
researchers 


ould  be  the  ultimate  energy  technolo- 
y.  In  a  world  where  fusion  is  possible, 
eawater  could  be  fuel.  A  cubic  kilome- 
jr  of  seawater  contains  as  much  energy 
5  all  the  world's  oil — in  the  form  of 
euterium,  a  "heavy"  variant  of  hydro- 
en  that  has  a  neutron  as  well  as  a  pro- 
)n  in  its  nucleus.  And  the  oceans  have 


millions  of  cubic  kilometers  of  water. 
However,  five  decades  of  painstaking 
fusion  research  have  failed  to  tap  the 
energy  locked  up  in  seawater.  The  two 
orthodox  roads  to  forcing  deuterium  to 
fuse  are  expensive  and  confoundingly 
complex.  Magnetic  confinement,  the  lead- 
ing candidate,  would  create  an  artificial 
sun  suspended  in  a  magnetic  field,  since 
no  material  can  withstand  temperatvires 
of  100  million  C.  The  other  would  use  a 
football-stadium-size  array  of  powerful 
lasers  to  zap  little  glassy  spheres  of  deu- 
terium. Both  can  achieve  fiision,  but  only 
briefly,  and  they  consume  much  more 
energy  than  they  produce. 

The  latest  hope  for  magnetic  confine- 
ment is  ITER,  short  for  International 
Thermonuclear  Experimental  Reactor. 
The  U.S.,  Canada,  Europe,  Japan,  and 
Russia  began  designing  it  in  the  late 
1980s.  But  when  the  price  tag  hit  $10 
billion,  the  U.S.  had  second  thoughts 
and  yanked  its  support  in  1999.  Since 
then,  a  redesign  has  trimmed  the  size  of 
ITER  and  slashed  the  projected  invest- 
ment to  $4.5  billion.  Early  this  year,  the 
U.  S.  began  to  think  about  rejoining  the 
program.  Groundbreaking  for  ITER  is 
expected  around  2003  or  2004. 

ITER  would  cap  a  50-year  quest — but 
wouldn't  end  it.  Fusioneers  have  al- 
ways said  commercialization  is  at  least 
20  years  in  the  future,  and  it  probably 
still  is.  ITER  is  just 
one  more  stepping- 
stone  to  harnessing 
fusion  energy.  And  de- 
spite fusion-research 
budgets  in  the  U.  S.  of 
upwards  of  $250  mil- 
lion a  year,  scientists 
say  they  could  use 
even  more. 

So  when  a  small 
group  from  outside 
the  fusion  EstabHsh- 
ment  claims  it  can 
produce  fusion  on  a 
shoestring,  researchers 
working  on  the  big- 
bucks  programs  tend 
to  worry  about  the  fu- 
ture of  their  pet 
schemes.  Rensselaer's 
Lahey  hints  that  this 
might  have  affected 
the  replication  effort 
by  Oak  Ridge  nuclear 
physicists  Dan  Shapira 
and  Michael  J.  Salt- 
marsh.  But  Putterman  points  out  that 
Shapira  and  Saltmarsh  measured  some- 
thing not  in  the  Taleyarkhan  team's  pa- 
per: correlating  the  detection  of  neu- 
trons, which  are  one  of  the  telltale  signs 
of  fusion,  with  when  bubbles  imploded; 
no  meaningful  relationship  was  found. 
Lahey  retorts  that  Shapira  and  Salt- 


marsh  didn't  set  up  their  instruments 
properly. 

The  first  order  of  business  is  to  end 
the  bickering,  says  Lawrence  A.  Crum, 
a  researcher  at  the  University  of  Wash- 
ington's Applied  Physics  Laboratory  in 
Seattle  and  a  reviewer.  "What  matters 
now  is  to  confirm  whether  there  really 
is  fusion  going  on.  If  this  really  is  con- 
firmed, there'll  be  a  bunch  of  compa- 
nies started,"  he  predicts,  to  build  bub- 
ble-fusion power  sources. 

Lahey  is  cautiously  optimistic  that 
his  group's  design  could  turn  into  a  big 
source  of  future  energy.  "The  first  step 
would  be  to  increase  the  neutron  yield 
by  replacing  the  deuterium  with  tri- 
tium," an  even  heavier  form  of  hydrogen 
with  two  neutrons.  Adds  Taleyarkhan: 
"We've  already  filed  patents  on  lots  of 
ideas  for  scahng  up." 

Even  small  units  could  find  immediate 
markets.  Applications  would  include 
sterilizing  food,  boosting  the  production 
of  chemicals  by  raising  the  temperature 
of  reactions,  and  producing  the  streams 
of  neutrons  needed  for  small,  inexpen- 
sive detectors  for  sniffing  out  explo- 
sives at  airports  and  remotely  peering 
into  cargo  containers  at  seaports. 

Actually,  the  entrepreneurial  phase 
has  already  begun.  Three  years  ago,  en- 
gineer Ross  Tessien  founded  Impulse 
Devices  Inc.  His  Grass  Valley  (Calif.) 
startup  has  hired  a  leading  sonolumi- 
nescence researcher — D.  Felipe  Gaitan, 
a  protege  of  Crum's — and  is  working 
on  simulations  of  sonofusion  reactors  up 
to  20  feet  in  diameter  that  would  create 
giant  bubbles.  Tessian  is  now  negotiat- 
ing with  Los  Alamos  National  Labora- 
tory to  verify  his  computer  models. 

Among  the  original  sonofusion  pio- 
neers is  Roger  S.  Stringham,  a  former 
researcher  at  SRi  International.  He  co- 
founded  First  Gate  Energies  in  the  mid- 
1990s,  and  the  Woodside  (Calif.)  com- 
pany has  recently  built  several 
demonstration  sonofusion  devices.  He 
will  discuss  his  latest  efforts  on  Mar. 
22,  during  a  final-day  cold-fusion  ses- 
sion at  the  American  Physical  Society's 
Annual  March  Meeting  in  Indianapolis. 

Session  moderator  Scott  R.  Chubb, 
head  of  Research  Systems  Inc.  in  Ar- 
lington, Va.,  predicts  that  researchers 
will  eventually  uncover  "some  very  ex- 
otic reactions"  that  explain  how  tabletop 
fusion  works.  For  instance,  he  suggests 
the  physical  dynamics  of  sonofusion  "be- 
come deeply  intertwined  with  electro- 
magnetism,"  causing  deuterium  to  be- 
have somewhat  like  electrons.  "This  is 
something  you'd  never  expect  to  see  in 
conventional  fusion  reactions,"  he  adds. 
As  more  physicists  get  intrigued  by 
sonofusion  in  coming  months,  he  antici- 
pates many  other  surprises. 

By  Otis  PoH  in  New  York 
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^ANO  DEVICES 
THAT  ARE 
m  SALE  NOW 


Developments  to  Watch 


IDITED  BY  CATHERINE  ARNST 


4AN0-THIS   AND    NANO-THAT: 

^ano  prefixes  seem  destined 
0  become  as  common  as  dot- 
cm   suffixes.   While   many 
tartups    are    only    talking 
xbout  building  devices  with 
lanometer-scale  elements — 
00  to  1,000  times  thinner 
han  a  human  hair — one  is 
>ow  selling  actual  products. 
'""JanoOpto  in  Somerset,  N.J., 
las  just  unveiled  a  trio  of  op- 
ical  components  for  use  in 
(iber-optic  networks. 
NanoOpto's     components 


are  designed  to  polarize,  split, 
and  recombine  the  beams  of 
laser  light  flowing  through 
optical  fibers.  But  they  don't 
look  like  any  lens  or  optical 
prism  you've  ever  seen.  Un- 
der a  microscope,  they  could 
be  waffles  for  hungry  mi- 
crobes. The  rectangular 
shapes  rising  from  the  grid 
are  only  about  100  nanome- 
ters wide,  or  less  than  the 
wavelengths  of  laser  light 
that  they  process.  That's  im- 
portant, says  NanoOpto 
Chairman  Stephen  Y.  Chou, 
who's  also  a  Princeton  Uni- 
versity professor,  because 
sub-wavelength  optical  ele- 
ments don't  operate  on  the 


same  principles  as  macro-size 
optics.  So  they  don't  have  to 
be  aligned  as  precisely  as 
conventional  devices.  Chou 
expects  this  to  create  major 
savings  for  companies  that 
build  fiber-optic  equipment. 

How  does  NanoOpto  make 
its  teensy  waffles?  With  a 
miniature  waffle  iron.  Chou 
developed  a  method  that  es- 
sentially molds  the  pattern 
on  a  wajfer  four  inches  across, 
one  wafer  per  minute,  which 
then  gets  cut  into  thousands 
of  components.  Soon,  the 
company  will  begin  produc- 
ing multi-tier  waffles  so  one 
component  can  perform  mul- 
tiple functions.         Otis  Port 


TRANSFORMING  SUNFLOWERS  INTO  TIRES 

IN  ADDITION  TO  PRODUCING  IMPRESSIVE  QUANTITIES  OF 

seeds,  sunflowers  manufacture  small  amounts  of  rubber  in 
their  leaves.  Now,  researchers  from  around  the  U.  S.  have 
banded  together  in  an  effort  to  figure  out  how  to  ramp  up 
the  flower's  rubber  production. 

Currently,  almost  all  natural  rubber  comes  from  trees  in 
Southeast  Asia  and  Brazil.  But  for  both  environmental  and 
economic  reasons,  growers  in  those  nations  are  reducing 
production.  The  sunflower  isn't  an  obvious  replacement 
since  only  1%  of  its  dry  matter  is  rubber.  But  that  could 
change.  Aided  by  a  $2.5  million  grant  from  the  Agricul- 
ture Dept.,  a  four-year  project  led  by  Calvin  H.  Pearson 
of  Colorado  State  University  hopes  to  increase  the  amount 
to  at  least  10%  by  genetically  modifying  the  plant. 


riNY  RADIO 
D  TAGS  FOR 
JUST  PENNIES 


iEMICONDUCTOR   EXPERTS 

lave  long  predicted  that  mi- 
crochips will  one  day  replace 
!verything  from  bar  codes  on 
commercial  products  to  anti- 
!Ounterfeiting  watermarks  on 
)aper  currency.  That  day  is 
Irawing  closer,  thanks  to  a 
oint  research  project  at  the 
Jniversity  of  Pittsburgh  and 
)regon  State  University  that 
las  pioneered  a  new  form  of 
•adio-frequency  identification 
RFID)  tags — silicon  chips  a 
ew  millimeters  in  diameter, 
hat  can  transmit  data  to  a 
eceiver.  Dubbed  product 


emitting  numbering  identifi- 
cation (PENi)  tags,  they  are 
cheaper  to  make  than  tradi- 
tional RFID  tags. 

At  retail  outlets,  peni 
chips  would  eliminate  the 
need  for  clerks  to  physically 
scan  bar  codes.  The  tags 
would  automatically  broad- 
cast the  price  to  any  nearby 
electronic  receiver  chips, 
along  with  info  on  shelf  life 
and  other  desired  tidbits. 
The  tags  could  also  provide 
homing  signals  so  lost  cell 
phones  and  other  gadgets 
could  be  tracked.  They  could 
even  be  built  into  medical 
products,  such  as  syringes, 
so  there  are  never  questions 
as  to  the  contents. 

Typically,  today's  RFID 
tags  consist  of  a  chip  at- 


tached to  a  minuscule  radio, 
with  the  chip  recording  data 
and  the  radio  transmitting  it. 
The  two  are  mounted  on  the 
same  piece  of  paper  or  plas- 
tic and  cost  30<?  to  50<2  apiece. 
Sounds  cheap  enough,  but 
that  price  is  prohibitive  for 
most  retail  applications.  With 
the  newer  PENi  tags,  the  ra- 
dio is  embedded  directly  on 
the  chip,  driving  the  price 
down  to  about  12<2  each  for  a 
small  batch — or  a  penny  in 
volumes  of  hundreds  of  mil- 
lions. "We've  had  the  tech- 
nology to  do  this  for  a  while. 
It  has  just  been  a  matter  of 
getting  the  cost  down  to 
make  it  viable,"  says  Marlin 
H.  Mickle,  a  professor  at 
Pitt's  School  of  Engineering. 
Darnell  Little  I 


RULE,  BRITANNIA 
-IN  STEM  CELL 
RESEARCH 

BRITAIN     SEEMS     POISED    TO 

become  the  world  leader  in 
one  of  the  most  controversial 
areas  of  science.  On  Feb.  27, 
the  House  of  Lords  gave  the 
go-ahead  to  research  on  hu- 
man embryonic  stem  cells, 
the  body's  master  cells,  which 
have  the  ability  to  develop 
into  any  of  more  than  200 
specialized  tissues. 

The  House  of  Lords  also 
gave  its  backing  to  the  Med- 
ical Research  Council's  plans 
to  create  the  world's  first 
bank  for  newly  created  stem 
cell  lines.  And  on  Mar.  1,  the 
Human  Fertilization  &  Em- 
bryology Authority  (hfea), 
which  regulates  embryonic 
stem  cell  research,  awarded 
the  initial  licenses  to  scien- 
tists seeking  to  do  therapeu- 
tic research  using  cells  from 
embryos  obtained  from  fer- 
tility cHnics.  More  controver- 
sially, scientists  licensed  by 
HFEA  will  be  permitted  to 
clone  human  embryos,  for 
therapeutic  use  only. 

With  a  progressive  attitude 
toward  stem  cell  research 
and  a  clear  regulatory  frame- 
work, Britain  may  be  able  to 
lure  some  of  the  world's  top 
stem  cell  researchers  to  its 
shores.  Already,  universities 
and  charities  are  gearing  up 
to  provide  millions  of  dollars 
in  funding  for  stem  cell  re- 
search, which  is  thought  to 
hold  the  key  to  developing 
treatments  for  a  range  of  dis- 
eases including  Alzheimer's, 
diabetes,  and  Parkinson's.  The 
Wellcome  Trust,  an  inde- 
pendent research  charity,  and 
Britain's  Medical  Research 
Council  are  now  backing  stem 
cell  scientists,  and  each  says 
it  plans  to  boost  funding. 

Kerry  Capell 
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a  global  program  where  real  Agilent  scientists  and  engim 
volunteer  their  time  to  demonstrate  how  much  fun  science  H^ 
really  can  be.  It's  a  balloon-powered  car.  An  actual  operai ...  ^ 
periscope  you  can  build  at  home.  It's  how  a  light  bulb  turn? '  ^ 
It's  igniting  a  spark  in  tomorrow's  scientists  and  engineersJ 
And  it's  just  a  small  part  of  Agilent's  ongoing  efforts  to     | 
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yOLUNTEERISM 
IN  AMERICA 

Corporations  Catching  and  Sharing  the  Spirit 


X3usinesses  have  contributed  to  social  causes  for  the 

past  two  centuries,  but  it  wasn't  until  modern  times 

that    a    paradigm    shift    brought    corporate 

volunteerism  to  life.   By  the  1970s,  companies 

were  moving  from  more  passive,  cash-only 

charitable  giving  to  today's  strategic  and 

diversified    contributions — including   the 

time   and    talents    of  their   employees. 

And  the  business  value  of  corporate 

volunteerism  has  never  been  stronger. 

Consumers    are   saying   that   social 

responsibility    and    corporate 

citizenship  are  deciding  factors  in 

choosing   and   buying   brands. 


Si 
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jj^V-^orporate  volunteerism  has 
tcctT  on  the  rise  for  the  past  decade — 
despite  economic  shifts.  Why?  It 
makes  strategic  business  sense,  in 
good  and  uncertain  times.  Research 
conducted  by  the  Points  of  Light 
Foundation,  a  primary  resource  for 
helping  businesses  develop,  manage, 
and  implement  effective  employee 
volunteer  programs,  shows  that  such 
programs  enhance  corporate  image, 
benefit  the  community,  are  important 
to  shareholders,  and  help  distinguish 
a  company  from  its  competitors. 
Employee  volunteer  programs  also 
promote  employee  loyalty  and  morale, 
factors  long  linked  with  increased 
productivity  and  retention.  And  they 
can  foster  capabilities  crucial  for 
success  in  a  global  economy:  team- 
work competencies;  communication 
skills;  time-management  abilities; 
valuing  diversity. 

Companies  know  that  they  must 
invest  in  their  communities — 
strengthening  their  communities  and. 
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Foundation  shows  an  increase,  from 
31  percent  in  1992  to  81  percent  in 
1999,  in  companies  using  employee 
volunteer  programs  to  benefit  core 
business  functions. 

Corporate  volimteerism  meets  these 
goals  and  more.  Programs  are  making 
headway  in  pressing  needs  fi-om  health 
care  to  hunger,  from  education  to 
economic  development  around  the 
world.  Many  of  these  programs  are 
international — or  have  global  reach. 
Thousands  of  Verizon  volunteers  have 
gone  out  and  wired  schools  and 
public  libraries,  for  example,  helping  to 
create  one  world  through  Internet 
access.  One  of  Agilent  Technologies' 
global  programs  sponsored  college 
students  to  teach  science  in  rural 
China,  areas  so  poor  the  children 
wrote  on  rocks  because  they  had  no 
blackboards.  Employee  initiative  and 
company  matching  funds  got  them  the 
proper  equipment.  No  wonder  the 
Chinese  name  for  the  program  is 
"warm  heart  club." 


All  other  things  being  equal,  75%  of  Americans  surveyed 
in  1997  said  they'd  switch  to  a  company  involved  with  a 
good  cause;  in  2001,  that  number  was  up  to  80%. 

-source:  Cone/Roper  Cause  Related  Marketiiig  Trends  Report  (1997);  Cone/Roper  ASW  (10/2001) 

ultimately,  their  customer  bases. 
Consumers  and  employees  will  reward 
these  companies  with  their  purchasing 
dollars  and  loyalty. 


Investing    for    the    Long    Run: 
Leveraging  Community  Service 

Evidence  points  to  the  increasing 
popularity  of  corporate  volunteerism, 
both  in  the  United  States  and  abroad. 
Volunteerism  is  so  popular  in  part 
because  it  suits  the  market-wise 
mentality  of  corporate  philanthropy 
now. 

Businesses  want  increased 
visibility  and  brand  recognition  along 
with  improved  employee  and  customer 
satisfaction.  In-kind  and  product 
contributions  are  up,  as  are  donations 
of  expertise.  Companies  arc  also 
targeting  funding — meaning  they  give 
where  they  have  a  vested  interest  or  see 
good  "fit" — and  thev  are  looking  for 
employee  volunteers  to  bring  added 
value  to  core  business  functions. 
A   study   by   the    Points    of  Light 


The  Right  Fit:     Which  Programs 
Will  Work  Best  for  You 

Corporate  volunteerism  is  evolving 
as  business  culture  evolves.  And  all 
programs  are  different.  When  design- 
ing an  employee  volunteer  program,  it 
is  important  to  consider  the  business's 
culture  and  mission  and  to  give 
consideration  to  identifying  with 
corporate  priorities  and  goals 
that  can   be   met   by  the   program. 


According  to  the  Points  of  Ligh 
Foundation,  the  best  program  model; 
are  employee-driven,  bring  addec 
value  to  company  priorities,  anc 
help  meet  real  community  needs 
Currently,  volunteer  programs  tak< 
three  dominant  forms: 

Many  companies  have  fliagshif 
programs  where  their  efforts  an 
clearly  identified  with   their   name 

Other  programs  operate  as  skill 
based  consultancies,  offering  company 
expertise  and/or  technical  assistano 
to  a  non-profit  partner  agency 
Companies  are  realizing  that  lendinj 
expertise  in  their  core  competencie 
can  significantly — and  distinctively-^ 
add  value  to  grants  of  cash  or  time  an< 
effort. 

A  final  popular  approach  i 
employee-planned  and  -managet 
participation  in  community  project 
or  organizations.  In  only  its  first  yeai 
the  "Verizon  Volunteers"  program 
which  supports  employee  contribu 
tions  of  time  and  money  with  dona 
tions  of  up  to  $23,750  per  year  ii 
matching  fiinds,  raised  $46  million- 
funds  that  went  to  11, 000  non-profi 
organizations  across  all  50  state 
and  in  two  foreign  countries. 

Home  Depot's  "Team  Depot"  gav 
six  million  hours  last  year  to  suppor  iE 
community  programs.  Since  1990,  th  ' 
company  has  given  over  $  1 8  million  t 
Habitat  for  Humanity,  building  ove   '^ 
150  homes.  And,  since  1996,  Hom  r^ 
Depot  has  built  75  new  playgrounc 
with  Kaboom,  a  national  non-profit  ''^ 

Successful    employee   voluntee  |^f| 
programs  can  incorporate  some  or  a 
of  these  methods.    Volunteerism  is 
winning    strategy    in    a    changin 
milieu,    so    new    ideas    are    bein 
innovated  every  day. 


Broad  Benefits 

In  a  survey,  companies  with  established  employee  volunteer  programs  said  that  their 
endeavors  enrich  many  corporate  efforts.   More  than  8  in  10  see  public  relations 
benefits,  and  over  half  find  that  their  programs  help  with  recruitment  and  retention. 

83% 

60%  58%  560/0 
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Diversity 


—source:   Points  of  Light  Foundation,  1999 
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Bob  Nardelli,  CEO  of  The  Home  Depot,  working  with  associates 
on  Habitat  for  Humanity  build,  Atlanta  2002 
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Roll  Up  Your  Sleeves  and  Join  Me** 

Volunteerism  is  something  all  of  us  at  The  Home  Depot  understand  and  embrace.  It's  been  a 
part  of  our  culture  from  the  beginning.  Collectively  and  individually,  we  have  always  returned 
to  our  communities  a  fair  measure  of  what  we  have  earned.  We  are  250,000  strong.  We 
know  we  can  make  a  difference.  So  can  you.  Volunteer  in  your  community  today. 

Bob  Nardelli 
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Building  Better  Communities 
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At  Verizon,  we  invest  in  progress 
Your  progress. 
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EMPLOYEE  VOLUNTEERISM. 

Verizon  employees  donate  their  time  and  money  to  a 
wide  range  of  charitable  causes  and  organizations,  such 
as  technical  training  programs,  literacy  programs  and 
disaster  relief.  In  fact,  the  Verizon  family  contributes 
one  million  hours  each  year  to  their  local  communities. 
Never  has  working  for  free  been  so  rewarding. 
For  more  information,  visit  www.verizon.com. 
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The  Points  of  Light  Foundation 

Awards  for  Excellence  in 
k  Corporate  Community  Service 


X  he  Points  of  Light  Foundation 
seeks  to  inspire  and  enable  employees 

and  retirees  to 
volimteer  in  the 
communities  in 
which  they  live 
and  work.  In 
keeping  with 
that  aim,  the 
Foundation 
joined  with  business  and  non-profit 
leaders  to  establish  this  annual  award 
of  excellence.  Nominees  are  judged 
according  to  the  Principles  of 
Excellence,  guidelines  established 
by  the  Foundation. 


2001  Winners 
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Cargill,  Incorporated 


k  EDS 


Legacy  Health  System 


*  MTV  Networks 


Washington  Mutual 


Citation  Designees 

Lowes  Home 
Lmprovement  Warehouse 

Ricoh  Electronics,  Inc. 
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ieving  the  Common  Good: 
Steps  to  a  Successful 
'unteerism  Program 

t  ux^  Top:  The  absence  of  top 
anagement  support  is  frequently 
ted  as  the  most  significant  barrier  to 
!veloping  a  successful  program, 
he  "Agilent  Action"  program  of 
gilent  Technologies  was  launched 
hen  the  company  spun  off  from 
ewlett-Packard  in  late  1999. 
/olunteerism  will  never  stop  being 
[Priority  from  the  CEO  on  down," 

s  Cynthia  Johnson,  vice  president 
public  affairs.   "It's   part  of  the 

mpany's  DNA." 

ign  with  Corporate  Mission:   At 

pme  Depot,  "giving  back  is  one  of 
;ht  core  values  of  the  company,"  says 

izanne  Apple,   vice   president   of 

■inmunity  affairs.  Volunteer  activities 
ould  contribute  to  the  company's 
ility  to  reach  business  objectives  and 

,ould    relate    to,    or   reinforce,    its 

liand  identity. 

♦eak  Out:  Recognize  that  social  and 
cal  issues  have  a  real  relationship  to 
pmpany  success.  Express  this  vision 
;arly  and  consistently  in  mission 
itements,  policy  memos,  and  credos 
increase  awareness  among  all 
ternal  and  external  stakeholders, 
se  a  variety  of  communications 
chniques — company  website, 
mpany  intranet,  newsletters,  bulletin 
)ards,  news  releases  to  the  media, 
tail  displays,  and  regular  advertising 
id  direct  mail — to  generate 
/areness  and  stimulate  interest  and 
irticipation. 


sten:  Ask  employees  what  issues  and 
as  matter  to  them.  "At  Verizon,  we 
:lieve  our  people  are  our  most 
iportant  asset — bar  none,"  explains 
izanne  DuBose,  president  of  the 
.'rizon  Foundation.     "Arising  from 

Iir  commitment  to  them,  we  put 
gether  a  flexible  program,  full  of 
oices,  that  would  truly  incent, 
ward,  and  promote  employee 
volvement  in  whatever  areas  they 
re  about." 


Align  with  Corporate  Philanthropy: 

Leverage  your  company's  philanthropic 
giving  and  volunteering  time  by 
having  them  reinforce  one  another. 
While  Verizon  emphasizes  choice,  it 
also  makes  efforts  to  enlist  employee 
support  for  causes  that  receive 
corporate  donations,  such  as  the 
company's  signature  focus  on  the 
cause  of  literacy  called  "Verizon 
Reads."  Other  companies  develop  an 
ongoing  relationship  with  a  particular 
non-profit  group,  providing  not  only 
volunteer  time  but  financial  and 
in-kind  support  as  well. 

Look  Around:  In  trying  to  target 
serious  social  needs  and  those  with  a 
good  fit  for  community  relations, 
notice  what  causes  competitors  are 
supporting.  Ascertain  what  issues  your 
employees  and  customers  care  about. 
Take  advantage  of  national  volunteer 
opportunities  such  as  National 
Volunteer  Week,  Make  A  Difference 
Day,  Join  Hands  Day,  and  others. 

Recognize  Efforts:  To  keep  the 
program  thriving,  create  a  system  to 
acknowledge  the  time  and  efforts  of 
employees  with  certificates,  coupons, 
or  other  gifts. 

Commit:  While  case  studies  suggest 
that  volunteerism  programs  need  not 
require  huge  financial  outlays,  they 
cannot  succeed  without  allocation  of 
sufficient  resources  for  management 
and    for    financing   programs    and 


incentives.  Most  companies  do  find 
a  solid  return  on  that  investment  in 
marketing,  human  resources,  public 
relations,  government  relations, 
and  sales. 

Be  Flexible:  In  these  times, 
employees  need  flexible  options. 
Companies  are  implementing 
programs  in  a  range  of  ways,  including 
release  time  (where  companies  match 
volunteer  hours  with  paid  time), 
paid  volunteer  hours  or  days,  and 
flextime  (for  volunteering  during 
office  hours).  And  while  it  can  be 
helpful  to  establish  incentives  for 
participation,  research  suggests  that  a 
coercive  environment  where  employ- 
ees feel  pressured  to  volunteer  can 
undermine  office  performance. 

Know  What  You're  Doing:  Create  an 
instrument  to  measure  the  program 
and  evaluate  results.  According  to  the 
Points  of  Light  Foundation,  some 
70  percent  of  companies  surveyed  now 
conduct  both  internal  and  external 
impact  assessments.  Experts  say 
programs  succeed  long-term  when 
identifiable  outcomes  can  be 
explicitly  aligned  with  the  interests  of 
all  stakeholders — non-profits, 
employees,  communities,  and 
companies  themselves. 


The  section  was  produced  by  Medelia  Media. 
Section  photos  courtesy  of  Points  of  Light 
Foundation,  ChevronTexaco,  and  UPS. 


What's  Happening 

Increasingly,  major  corporations  are  evaluating  the  specific  benefits 
of  their  volunteerism  with  methods  such  as  surveys,  e-mail,  post- 
event  evaluations,  and  employee  testimonials. 
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ASSESSED  BY  ^°  Company 

LARGE  COMPANIES 

—source:   Points  of  Light  Foundation,  1 999 


To  Community  To  Employees 


Of  Partnership 
with  Community 


Official  IT  Partner 


Partner  with  Toshiba  for  mobile  success. 
It's  Toshiba  technology 
that  packs  so  much  more  into  so  much  less 


Ultra-low  voltage  ySOMHz  Pentium  III  processor 

World's  highest  capacity  built-in  1.S"  ultra-compact  HDD 
Low  poNA/en  consumption  12"  low-temperature  poly-silicon  thin-film  LCD 

Lightweight  lithium  ion  polymer  battery 
Built-in  modem,  ethernet  and  wir^eless  LAN 


The  world's  thinnest  notebook  at  just  0.6  inches  and  2.B  lbs. 

♦The  chinnest  of  all  nocebook  TCs  with  a  12.1  LCD.  Data  source:  Toshiba  Corporation  1  Feb. 2002 


Intr^Dducing 
*>ORTEOE2000 

with  Micrtisoft*  Windows*  XP  Professiortal  i 
Intel*  Pentium  *ill  i 


These  are  just  a  few  of  the  things  Toshiba  does  to  make  your  working  life  more  efficient  and  convenient. 
Because  you're  why  we  turn  great  ideas  into  brilliant  reality,     www.toshiba.com 

TOSHIBA 

Toshiba  PC  i  use  genuine  Windows®  Operating  Systems 
www.  microsoft .  com  /piracy  /  howtotell 


Toshiba  supports  FIFA  World  Cup^**  as  Official  IT  Partner. 
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The  World 
According  to 
Grantham 

I  Indicators: 
Understanding 
The  GDP 

I  Recognizing 
Post-Traumatic 
Stress  Syndrome 

I  Hers: 
Women  as 
Whistle-Blowers 
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BusinessWeek  Investor 


Strategists 


Where  This  Bear 
Is  Putting  His  Honey 

Jeremy  Grantham  sees  lots  of  alternatives  to  U.S.  stocks 


BY  LEWIS  BRAHAM 


The  Seven-Year  Hitch 

Jeremy  Grantham  sees  lean  years  for  U.S. 

stocks  through  2008,  but  is  bullish  on 

emerging  markets,  REITs  and  timber 

STOCKS  TOTAL  ANNUALIZED  RETURN* 


U.S.  LARGE-CAP 

■  l-2% 

U.S.  SMALL-CAP 

WKKM^*'^ 

INTL.  LARGE-CAP 

■■■14.4% 

INTL.  SMALL-CAP 

■■■■■i7-4% 

EMERGING-MARKET 

BONDS 

U.S.  GOVT. 

■■■15.1% 

INTL.  GOVT. 

IBBB^-B^ 

EMERGING-MARKET 

■iHHHHi9.o% 

INFLATION-PROTECTED 

■■■■  5.7% 

CASH 

WtKtB*-3'^o 

OTHER 

REIT 
TIMBER 


'Projected  annualized  total  return  Includes  the  reinvestment  of 
all  dividends.  The  projection  ranges  from  Dec.  31. 2001,  through 
Dec.  31,2008 

Data:  Grantham,  Mayo,  Van  Otterloo 


ere's  a  dreary  forecast:  The  stock  market 
Mill  go  nowhere  for  the  next  seven  years. 
That's  the  word  from  Jeremy  Grantham, 
chief  investment  strategist  of  Boston 
money  management  firm  Grantham, 
Mayo,  Van  Otterloo  (gmo),  who  is  also 
known  in  investment  circles  as  "the  oth- 
er Jeremy."  While  Wharton  School  finance  pro- 
fessor Jeremy  Siegel,  author  of  Stocks  Far  the 
Long  Run,  is  famous  for  his  bullishness, 
Grantham  is  renowned  as  a  bear,  often  debating 
Siegel.  Both  men  are  so  convincing  that  after 
their  most  recent  debate  in  December,  the  mod- 
erator quipped:  "Well,  I  agree  with  Jeremy." 

Characterizing  Grantham  as  simply  a  "bear"  is 
misleading,  however.  Through  most  of  the  1980s 
and  early  '90s  he  was  buUish  on  U.S.  stocks, 
and  he  stUl  looks  very  favorably  on  other  parts 
of  the  world.  "People  often  think  I'm  bearish 
about  everything,  but  I'm  a  raging  bull  on 
emerging-market  stocks  because  they've  been 
crushed,"  Grantham  says.  "I  was  a  raging  buU 
for  U.S.  stocks  back  in  1982, 
when  they  were  cheap."  His 
bullishness  extends  to  other 
sorts  of  investments — foreign 
small-cap  stocks,  real  estate 
investment  trusts  (REITs),  in- 
flation-protected bonds,  and 
one  unusual  favorite,  timber 
(chart). 

Pay  heed  to  Grantham.  He 
has  excellent  credentials  as 
an  investment  strategist. 
GMO,  which  runs  $23  bilKon 
mainly  for  institutional  in- 
vestors, has  been  in  business 
for  nearly  25  years.  (For  in- 
dividual investors,  there  are 
two  funds:  gmo  Pelican  and 
Vanguard  U.S.  Value.)  The 
firm  has  53  investment  prod- 
ucts that  collectively  have  a 
340-year  track  record.  In  two 
out  of  every  three  of  those 
years,  GMO's  accounts  have 
beaten  their  bogeys,  such  as 
the  Standard  &  Poor's  500- 
stock  index  or  the  Russell 
2000  index.  In  addition,  over 


the  25-year  period  the 
accounts  have  beaten 
their  benchmarks  by 
an  average  of  2.4  per- 
centage points,  after 
fees. 

Grantham  is  a  fit  63- 
year-old  from  Doncast- 
er,  England,  who  still 
plays  soccer  every 
Sunday  with  a  group 
of  friends  in  Westport, 
Mass.  "We'll  play  a 
pickup  game  with  any- 
one who  shows  up,"  so 
long  as  they  can  kick, 
he  says.  He  employs 
the  same  open-minded 
approach  to  investing, 
buying  big-cap,  small- 
cap,  or  foreign  stocks 
or  bonds — whatever 
his  quantitative  models 
determine  to  be  the 
best  values. 

Behind  all  of  Grantham's  work  is  a  belief  th; 
asset  valuations  always  revert  to  their  historic  ^  ,^ 
mean.  "Throughout  history,  every  asset  bubble-  ^^ 
fi-om  gold  and  oil  in  the  1970s  to  Japanese  stoc  t, 
10  years  ago  to  U.  S.  stocks  in  1929 — has  falk  j^ , 
to  its  long-term  historical  trend,"  Grantham  saj.  ^' 
And  since  it  usually  take  seven  years  for  ma  ^  . 
kets  to  get  back  to  their  means,  his  forecasts  j  1^ 
out  seven  years.  j^/ 

By  Grantham's  standards,  U.S.  stocks  st-^. 
are  way  overpriced,  so  he's  bearish.  Look  at  tl  ^. 
price-earnings  ratio  for  the  s&P  500.  Its  Ion  ^  * 
term  average  p-e  over  the  past  75  years  is  1  ^ 
but  the  current  number  is  26.3,  using  the  s, 
500's  trailing  12-month  operating  earnings.  (II^,. 
using  operating  earnings  instead  of  net  earlp 
ings,  Grantham  eliminates  the  many  writeolL. 
and  one-time  charges  that  occurred  in  the  s.L.,^ 
500  in  2001.  Adding  those  in  would  raise  the  pf 
ratio  to  over  50.)  Grantham  doesn't  think  stoc 
need  to  return  all  the  way  to  the  mean.  Ec 
nomic  cycles  are  longer  and  recessions  fewer, 
stocks  are  less  risky  than  they  have  been — a 
he  figures  stocks  can  sell  above  the  mean  a 
stiU  be  reasonably  priced.  His  target  p-e  is  17 
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Tb  get  to  that  number,  either  eam- 

fs  have  to  rise  or  stock  prices  fall. 

t  profit  margins  already  are  at  his- 

ic  highs  with  little  room  to  grow, 
believes,    so   earnings   growth 

ough  margin  expansion  will  be 
^Jligh.  And  sales  growth  will  still  be 
!>*  ly  in  the  mid-single  digits.  That 

5gests  downward  pressure  on  share 

ces.  Right  now,  his  yearend  2008 

•get  for  the  s&P  500  is  1,067,  which 

actually  7.5%  below  today's  price. 

e  only  thing  that  makes  the  re- 

Tis  from  stocks  positive  is  the  div- 

nds.  The  bottom  Hne:  a  1.2%  aver- 

i  annual  return.  Grantham's  outlook 

U.  S.  small  caps  is  somewhat  bet- 

',  4.4%  per  year.  Small-cap  p-e  ratios  are  higher, 
^'t  small  companies  have  faster  growth  rates, 
P  d  there's  also  a  takeover  premium. 
J"!  Jeremy  Siegel  agrees  that  p-e  ratios  must 
Et  1,  too,  but  not  nearly  as  far.  He  figures  the 

timal  p-e  for  the  s&P  500  is  in  the  low  20s. 

at  translates  into  a  better  market  outlook — 

ighly  in  the  7%  to  9%  a  year  range.  Says 

igel:  "Grantham  is  a  very  bright  man,  but 


I'm  nowhere  near  as  pessimistic  as  he  is." 
In  Grantham's  view,  bonds — even  at  to- 
day's low  rates — are  more  attractive  than 
stocks.  He  expects  them  to  deUver  5.1% 
per  year.  "They're  priced  to  return  about 
3%  after  inflation.  Not  exciting,  but  not 
particularly  dangerous,"  Grantham  says. 
He  thinks  Treasury  inflation-indexed  se- 
curities (tiis),  which  yield  3.5%  above  in- 
flation, are  an  even  better  bet.  "A  3,5% 
real  yield  protected  against  everything — no 
credit-quality  or  inflation  problems — ^is  sim- 
ply not  bad,"  he  says. 

Grantham  reserves  his  greatest  enthusi- 
asm for  off-beat  investments.  Emerging- 
market  stocks — companies  in  Latin  America, 
Eastern  Europe,  and  most  of  Asia — have  a 
cheap  12.9  average  p-e.  Because  they  are 
riskier  than  U.  S.  stocks,  Grantham  assumes 
they  deserve  only  a  15  p-e,  lower  than  his 
estimate  for  the  S&P  500.  Still,  with  such 
bargain  prices,  a  2.4%  average  dividend 
yield,  and  5.2%  average  profit  margins,  he 
figures  emerging-market  stocks  can  deliver 
11.6%  per  year  through  2008.  Emerging- 
market  bonds  should  also  deliver  9%  per 
year,  because  of  their  hefty 
yields. 

He's  also  bullish  on  REITs, 
publicly  traded  companies 
that  invest  in  real  estate, 
because  of  their  high  divi- 
dend yields,  averaging 
about  7%,  which  compare 
well  to  the  s&P  500's  1.4%. 
Those  yields  should  be  in- 
flation-protected because  the 
price  of  real  estate  often 
rises  with  consumer  prices, 
Grantham  says. 

Grantham's  "favorite  as- 
set class"  is  timber.  Why? 
The  price  of  wood  has  had 
an  almost  inverse  relation- 
ship to  stock  prices  during 
every  major  bear  market 
of  the  past  century,  and  it 
has  grown  at  a  3%  rate 
above  inflation.  But  invest- 
ing in  timber  is  pretty 
much  an  institutional  in- 
vestor's game — and  his  firm 
does  it. 

Although  Grantham  does 
have  a  grim  view  of  the 
U.  S.  stock  market  through 
■  luLi  III!  M— I— — ^  2008,  he  thinks  stocks  may 
continue  to  rally  this  year,  as  investors  become 
enthusiastic  about  an  economic  recovery.  "But 
then  we'll  run  into  the  longer-term  problems, 
such  as  the  tremendous  capital  spending  and 
debt  buildups  of  the  1990s,"  he  says.  That  excess 
will  hurt  profit  margins  and  drive  stocks  back 
down.  Siegel  acknowledges  these  problems  but 
still  predicts  high  single-digit  returns. 

Who's  right?  Why  Jeremy,  of  course.  ■ 


EDUCATION  BA,  Sheffield  Univer- 
sity, 1961;  MBA,  Harvard  Univer- 
sity, 1966 

CURRENT  JOB  Chief  strategists 
chairman,  Grantham,  Mayo,  Van 
Otterloo 


PRIOR  EXPERIENCE  Portfolio 
manager.  Keystone  Custodian 
Funds,  1966-69;  co-founder  and 
strategist,  Batterymarch  Finan- 
cial Management,  1969-77 

INVESTING  APPROACH  "We're 
looking  for  systematic  ways  of 
beating  the  market,  but  we're 
also  pragmatic.  In  other  words, 
we  see  the  models  as  our  ser- 
vants and  not  the  other  way 
around." 


Grantham  is 
enthusiastic  about 
real  estate 
investment  trusts 
because  of  their 
high  dividend 
yields,  which 
should  be 

inflation-proof.  He 
points  out  that  the 
price  of  real 
estate  usually 
rises  with 
consumer  prices 
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Read  our  interview  with 
leremy  Grantham  in  the 

Mar.  18  issue  at 
www.businessweek.com 
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Economic  Indicators 


GDP:  The  Mother  of  All  Numbers 

The  data  aren't  perfect,  but  the  quarterly  reports  are  still  essential  reading 


fortj, 
Peck 


BY 

KATHLEEN  MADIGAN 


Gross  domestic  product.  GDP.  The  acronym 
may  conjure  up  nightmares  of  cramming 
for  your  Econ  101  final:  c+i+G+(x-M).  Re- 
lax. Think  of  gdp  as  the  Swiss  Army 
knife  of  the  economic  data.  It's  an  all-in- 
one  tool  covering  all  the  goods  and  serv- 
ices produced  using  labor  and  capital  lo- 
cated in  the  U.S.  The  production  of  cars  and 
computers  are  coimted  in  gdp;  so  are  bank  trans- 
actions, dental  appointments,  a  college  educa- 
tion, and  foreign  tourists  visiting  Disney  World. 
When  we  discuss  real  gdp,  we  are  discussing 
the  economy.  That's  why  the  gdp  data,  released 
by  the  Commerce  Dept.'s  Bureau  of  Economic 
Analysis  (bea),  so  critically  affects  the  behavior 
of  investors.  Federal  Reserve  officials,  and  fiscal 
policymakers. 

Simply  put,  GDP  is  the  sum  of  the  output  of 
the  economy's  sectors.  Consumer  spending,  which 


ad^i 


accounts  for  two-thirds  of  the  economy,  reflec  the  I 
what  households  and  nonprofit  institutions  spei  itract 
on  goods  and  services.  Investment  is  what  bu;  Acton 
nesses  spend  on  equipment,  inventories,  aits 
structures,  plus  residential  construction.  The  go  «s.  tin 
emment  sector  includes  federal  outlays  on  ever 
thing  from  the  mihtary  to  highway  projects 
well  as  state  and  local  budgets.  But  public  speri 
ing  does  not  include  checks  for  Socid  Security  u  in  ti 
welfare.  Those  are  counted  as  personal  incoil 
spent  by  consumers.  Finally,  imports  are  stt;,  , 
tracted  fi*om  exports  to  get  a  trade-balance  figt  laiKr; 
called  "net  exports."  The  U.  S.  has  long  import  sd,  idf 
more  than  it  exports,  and  this  number  will  i  j  {5, 
most  certainly  be  negative,  making  it  a  drag  aiter; 
economic  growth.  He;: 

The  BEA  uses  data  from  monthly  reports  a  iise  a 
"puts  them  together  in  a  coherent  way  tha  4|i^» 
easy  to  understand,"  explains  Steve  Landefe  lanc^  j 


The  Bureau  of  Economic  Analysis  has  requested  $11  million  in  additional  money  in  fiscal  ittii 


ector  of  the  bea.  Monthly  retail  reports  and 
to  sales  are  used  to  estimate  part  of  consumer 
ending;  the  manufacturing  inventories  and  sales 
Dorts  go  into  business  investment;  and  the  in- 
national  trade  reports  add  up  net  exports.  (At 
wi^.businessweek.com/investing/primer.htm,  you 
1  read  previous  BusinessWeek  Investor  arti- 
s  that  explain  each  of  these  monthly  reports.) 
The  BEA  then  seasonally  adjusts  the  raw  data 
d  totals  them  up  for  nominal  GDP.  Real  GDP — 
it  is,  after  taking  out  the  effects  of  inflation — 
adjusted  for  price  changes  using  a  method 
led  chain-weighting  that  makes  sure  the  price 
inges  aren't  skewed  when  people  substitute  a 
iaper  product. 

Wall  Street  doesn't  pay  attention  to  the  level 
GDP  but  rather  its  growth  rate.  The  percent- 
change  is  expressed  at  an  annual  rate — in 
er  words,  how  much  the  economy  would  grow 
a  whole  year  if  the  quarter's  GDP  change 
re  repeated  for  three  more  quarters. 

en  a  reported  growth  rate  is  vastly  differ- 

from  expectations,  the  market  can  react 

ongly.  In  January,  economists  expected  the 

p  report  to  show  the  economy,  which  is  offi- 

Uy  in  recession,  had  contracted  in  the  fourth 

er,  just  as  it  had  in  the  third.  Instead,  GDP 

|iw  at  a  0.2%  annual  rate  last  quarter.  That  in- 

ase,  taken  as  a  sign  that  the  recession  was 

ing,  sent  the  stock  market  soaring.  Then,  on 

b.  28,  the  bea  revised  fourth-quarter  growth 

1.4%.  Stock  prices  rallied  early  in  the  day 

:il  Enron  worries  pulled  the  market  down. 

[n  2002,  economists  expect  inventories  to  gen- 

ite  the  bulk  of  GDP  growth.  Although  the  sec- 

is  quite  small,  it  is  extremely  volatile.  Keep 

mind  that  GDP  is  designed  to  measure  what 

1;  been  produced  or  consumed  in  any  given 

arter.  So  the  level  of  gdp  does  not  include  all 

inventories  on  hand  (since  some  of  those 

)ds  were  produced  in  quarters  or  even  years 

ore),  but  only  how  much  those  inventories 

^e  changed  in  the  quarter.  If  businesses  build 

-  their  stockpiles,  inventory  accumulation  adds 

leo  the  level  of  gdp.  If  those  stockpiles  decline,  it 

oei  )tracts  from  the  GDP  total. 

10!  A.ccounting  for  inventories  is  where  gdp  math 

ais  a  little  strange.  That's  because,  in  some 

JO  es,  businesses  can  draw  down  inventories  and 

add  to  GDP  growth.  In  fact,  that's  what  econ- 

;,  ists  think  is  happening  right  now.  Businesses 

their  inventories  at  a  $120  biUion  annual 

lyje  in  the  fourth  quarter.  This  quarter,  econo- 

xi  5ts  forecast,  companies  are  reducing  invento- 

5  by  only  about  $60  billion.  That  slower  rate  of 

entory  drawdown  is  a  plus  for  GDP  growth.  In- 

d,  the  expected  $60  bilHon  difference  would 

i  a  large  2.5  percentage  points  to  the  first 

irter's  gdp  growth. 

rhe  bea  takes  three  passes  at  gdp.  The  first 

ease,  available  on  the  last  Thursday  of  the 

nth  right  after  the  quarter  ends,  is  called  the 

fe  'ance  report.  A  month  later  is  the  prehmi- 


nary,  which  usually  includes  the  bea's  estimate 
for  corporate  profits  and  margins  economywide. 
Near  the  end  of  the  subsequent  quarter  is  the  fi- 
nal report.  So  on  Mar.  28,  we'll  get  the  final 
numbers  on  the  fourth  quarter.  Yearly  and 
benchmark  revisions  come  at  regular  intervals  for 
five  years.  To  get  the  GDP  report,  log  on  to 
www.bea.doc.gov. 

Although  the  GDP  release  is  one  of  the 
longest-running  government  economic  reports — 
it  dates  to  1929 — ^it  is  still  a  work-in-progress  as 
the  BEA  tries  to  address  some 
of  its  flaws.  The  first  problem  is 
one  of  timing;  the  quarterly 
numbers  lag  behind  the  monthly 
reports.  "By  the  time  the  GDP 
comes  out,  it  can  be  a  nonevent 
because  we  have  most  of  the 
monthly  numbers,"  says  James 
Paulsen,  chief  investment  officer 
of  Wells  Capital  Management. 
That's  why  the  pros  use  other 
data  to  estimate  monthly  gdp 
(table).  Next,  the  BEA  has  little 
data  on  the  enormous  private 
service  sector.  Instead,  it  esti- 
mates spending,  from  medical 
care  to  dry  cleaning. 

Finally,  the  revisions  can 
rewrite  what  we  thought  we 
knew  about  the  economy,  giving 
bad  investment  and  poHcy  sig- 
nals. An  extreme  example  took 
place  in  early  2000,  says  Lande- 
feld.  The  original  reports  showed 
an  economy  surging  by  4.8%  in 
the  first  quarter.  But  as  the  BEA 
gathered  more  information,  real 
gdp  growth  was  revised  down  to 
2.3%.  If  we  knew  the  revised 
growth  rate  earlier,  Landefeld 
notes,  investors  "could  have 
rethought  their  profit  expecta- 
tions and  thus  their  investments." 
In  addition,  the  Fed  might  not 
have  kept  raising  interest  rates 
as  late  as  May,  2000,  if  it  realized 
the  economy  was  sputtering. 
"Bad  data  is  a  significant  problem 
for  economic  policy,"  Landefeld 
admits. 

To  correct  these  failings,  the  bea  has  re- 
quested $11  million  in  additional  appropriations 
for  fiscal  2003.  The  money  would  be  used  to 
move  up  the  release  of  the  trade  data  and  gath- 
er real  data  on  the  service  sector,  which  will  re- 
duce the  magnitude  of  the  revisions. 

Even  with  its  drawbacks,  the  gdp  report 
should  not  be  ignored.  The  best  portfolios  are 
ones  diversified  into  a  broad  swath  of  industries. 
And  the  gdp  report  is  one-stop  shopping  for  in- 
formation on  what's  going  on  just  about  any- 
where in  the  U.  S.  economy.  ■ 


GDP  Stand-ins'" 

The  quarterly  GDP  report  is  the  most 
comprehensive  lool(  at  the  economy, 
but  it  is  also  one  of  the  last  reports, 
coming  out  a  month  after  the  end  of 
the  quarter  Here  are  some  numbers 
that  economists  use  to  get  a  more  up- 
to-date  reading  on  business  activity: 


■  The  Conference  Board's  index  of  co- 
incident indicators  is  designed  to  track 
the  monthly  movements  of  the  econo- 
my. It  includes  payrolls,  real  personal 
income,  industrial  production,  and 
business  sales. 

■  The  Labor  Dept.'s  monthly  index  of 
aggregate  hours  worked  measures  how 
much  time  employees  spend  on  the  job. 
Changes  in  the  hours-worked  index 
typically  foreshadow  growth  in  real 
GDP.  Lately,  however,  the  big  gains  in 
productivity  have  lessened  the  index's 
value  as  a  GDP  proxy. 

■  Alternatively,  some  economists  mul- 
tiply the  industrial  production  index 
times  the  consumer  price  index  to  get  a 
proxy  for  nominal  GDP  Investors  can 
find  this  information  valuable  because, 
in  the  past  10  years,  the  growth  in 
nominal  GDP  has  done  a  good  job  in 
tracking  corporate  profit  growth. 


This  is  the  13th  in  an 
occasional  series  showing 

how  major  economic 
indicators  can  affect  the 
stock  and  bond  markets. 


il^ect  failings  in  the  GDP  report.  That  Gould  help  make  revisions  less  wrenching 


Atmammimk 


mm 


Ki'_'Lrj 


BusinessWeek  Lifestyle 


When  the  Nightmares 
Won't  Go  Away 

Help  for  those  still  suffering  stress  from  September  11 


BY  CAROL  MARIE 
CROPPER 


In  the  days  after  the  September  11  attacks,  a 
RAND  Corp.  survey  found  that  90%  of  Ameri- 
cans were  suffering  from  stress  related  to  the 
horrific  events.  Many  have  recovered.  But  for 
I  perhaps  a  third  of  those  most  directly  affect- 
ed— survivors,  relatives  of  those  who  died,  rescue 
workers — the  misery  continues.  It  has  turned 
into  chronic  post-traumatic  stress  disorder  (ptsd). 
Characterized  by  sleep  disruption,  flashbacks, 
and  a  desire  to  avoid  any  reminder  of  the  oc- 
currence, this  condition  is  considered  chronic  if 
symptoms  persist  beyond  three  months.  After  six 
months,  they  stand  an  increased  chance  of  be- 
coming permanent.  That's  why  anyone  with  se- 
rious symptoms — whether  related  to  September 
11  or  some  other  traumatic  event — should  seek 
help.  Also,  new  studies  suggest  that  chronic 
stress  may  be  linked  to  biological  changes  in 
parts  of  the  brain  associated  with  fear  and  mem- 
ory. The  brain  may  essentially  start  overreacting, 
causing  repeated  release  of  fear  hormones  and 
creating  a  vicious  cycle  of  stress. 

Among  those  suffering 
from  September  11  fall- 
out is  a  40-year-old  New 
York  firefighter  who 
asked  not  to  be  identi- 
fied. He  was  off-duty  but 
rushed  to  the  World 
Trade  Center  in  time  to 
watch  the  second  tower 
fall.  He  spent  the  next 


I 


three  days  crawling  over  the  rubble,  looking  f 
fiiends  he  will  never  see  again.  Then  came  drear, 
of  planes  hitting  bvuldings,  of  himself  riding  one 
the  towers  down,  of  being  in  a  room  and  h 
himself  called  up  to  die.  Along  with  difficul 
sleeping,  he  felt  jumpy  and  emotionally  detach 
both  classic  ptsd  symptoms.  For  two  months,  t 
firefijghter  used  sleeping  pills  as  he  rotated  amo: 
work,  Groimd  Zero  searches,  and  funerals 
friends.  Then  he  went  to  a  therapist.  "Not  mu' 
has  gotten  easier,  but  I  am  not  as  depressed," 
says  now.  "I'm  having  better  days." 

From  40%  to  80%  of  those  with  PTSD  also  si 
fer  symptoms  of  depression,  says  Dr.  Robert 
sano,  a  psychiatrist  at  the  Uniformed  Servi^ 
University  School  of  Medicine,  a  military  medii 
school  in  Bethesda,  Md.  That  compUcates  t 
problem,  he  says,  since  depressed  people  oft' 
withdraw  and  don't  seek  treatment. 

In  addition,  many  of  the  firefighters  and  i  '.jj. 
vestment  bankers  affected  come  from  work  ci  — 
tures  where  there's  a  reluctance  to  show  wea  i^- 
ness,  says  Karen  Binder-Brynes,  a  Manhatt 
psychologist  who's  treating  several.  As  New  Yor4||g| 
economy  teetered  after  the  attacks  and  layoff 
mounted,  some  execs  worried  that  admitting  dJyp  i 
tress  might  make  them  targets  in  a  job  cut.     T 

While  some  disagree,  Ursano  believes  delay  J 
getting  therapy  or  medication  to  treat  the  d  *^^ 
order  increases  the  odds  that  a  patient  will  ne 
er  recover.  In  fact,  10%  of  ptsd  sufferers  dor  1(1111 
according  to  studies  of  veterans,  says  Dr.  R 
Lubit,  a  psychiatrist  at  Saint  Vincent's  Hospii  'M 
&  Medical  Center  in  lower  Manhattan.  But  n« 
treatments  may  improve  the  odds.  Rachel  Yeh  { || 
da,  director  of  the  ptsd  program  at  the  Bro 
Veterans  Affairs  Medical  Center  in  New  Yorl 
studying  a  new  therapy  that  focuses  on  havi|* 
victims  confront  their  memories  rather  than 
through  traditional,  supportive  coimseling. 

Medications  such  as  Zoloft  and  PaxQ,  which 
crease  mood-improving  serotonin  in  the  bra 
can  be  effective.  Other  drugs  treat  sleep  disti 
bance.  ptsd  sufferers  may  need  additional  h( 
for  the  marital  difficulties,  increased  smoldi 
and  alcohol  and  drug  abuse  they  often  develo 

Even  those  who  thought  the/d  left  the  str€ 
behind  may  face  reminders.  Rob  White,  a  projt 
manager  in  Amdahl's  Simnyvale  (Calif.)  offii 
was  in  Manhattan  that  day.  Outside  as  the  towt 
came  down,  he  ran  through  the  choking  dust.  ] 
has  been  mostly  O.  K  since.  Then,  in  February, 
flew  to  New  York.  Nearing  the  city,  he  was  flo< 
ed  with  anxiety,  imagining  what  it  would  be  li 
to  fly  into  a  building.  Even  for  those  withe 
PTSD,  there  will  be  those  moments. 


■  Intrusive  thoughts,  nightmares,  flashbacks;  intense 
reaction  to  cues  that  symbolize  the  traumatic  event 


^k 


■  Avoiding  reminders  of  the  event,  inability  to  recall 
important  details,  lack  of  interest  in  other  activities,  feeling* 
of  detachment  and  estrangement 

■  Difficulty  sleeping  or  concentrating,  irritability,  jumpiness 
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^imenmaybe 
*)pe  naturally 
jed  to  expose 
pporate 
pt|ongdoing,  but 

their  warnings 
^"^'en  as  seriously 

men's? 
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In  the  unfolding  Enron  drama,  I  couldn't  help 
but  notice  the  role  that  women  played  as 
whistle-blowers.  I'm  referring  to  the  now 
well-known  Sherron  Watkins  and  the  lesser- 
known  Maureen  Castaneda,  each  of  whom  ei- 
ther observed  wrongdoing  or  raised  red  flags 
about  Enron's  dealings. 

Watkins,  Enron's  vice-president  of  corporate 
development,  wrote  the  prescient  memo  to  En- 
ron's chief  executive  that  warned  him  the 
company  was  in  deep  financial  trouble, 
Castaneda,  Enron's  director  of  foreign 
exchange,  is  the  one  who  told  authorities 
that  Enron  was  still  shredding  docu- 
ments after  its  officials  were  ordered  to 
preserve  every  piece  of  paper. 

In  many  cases,  women's  complaints 
aren't  treated  with  a  sense  of  urgency. 
For  example.  Tammy  Raynor,  a  former 
driver's  license  examiner  in  Cook  County, 
111.,  met  deaf  ears  when  she  first  blew  the 
whistle  in  the  ongoing  federal  Operation 
Safe  Road  investigation  of  driver's  license 
bribery  in  the  Illinois  secretary  of  state's  of- 
fice under  George  Ryan,  who  has  since  be- 
come governor  Since  late  1998,  42  people 
have  been  convicted  of  wrongdoing,  six  of 
them   affiliated    with   the   facility   where 
Raynor  worked. 

I  wondered  if  gender  has  anything  to  do 
with  who  raises  red  flags  and  if  women's 
warnings  are  apt  to  be  taken  less  seriously 
than  men's.  Joyce  Rothschild,  a  professor  of 
sociology  at  Virginia  Polytechnic  Institute  & 
State  University  who  recently  completed  the 
first  national  survey  of  300  self-described  whistle- 
blowers,  found  that  the  greatest  determinant  of 
who  reports  wrongdoing  is  not  gender  but  "who 
is  in  the  position  to  observe  troubling  events."  So 
the  seemingly  increasing  numbers  of  women 
whistle-blowers  appear  to  be  just  a  reflection  of 
women  now  rising  into  positions  that  give  them 
access  to  the  kind  of  damaging  information  to 
which  men  have  always  been  privy. 

But  Helen  Fisher,  an  anthropologist  and  au- 
thor of  The  First  Sex:  The  Natural  Talents  of 
Wome7i  and  How  They  Are  Changing  the  World, 
would  appear  to  disagree.  She  argues  that  evo- 
lution has  wired  women  to  be  natural  whistle- 
blowers  because  of  the  way  they  think  and  how 
they  learned  to  play  as  children. 

Women,  says  Fisher,  think  in  "webs  of  fac- 
tors where  they  collect  more  data  and  see  more 
options  and  outcomes  than  men."  This  gives 
them  an  antenna  of  sorts  to  anticipate  problems. 
Men,  she  says,  are  linear  thinkers  and  tend  to  fo- 
cus on  facts  that  are  most  immediately  important 
and  discard  data  that  isn't  directly  related  to 
the  task  at  hand. 


As  for  the  method  of  play,  men  cast  them- 
selves in  hierarchies  and  are  more  sensitive  to 
rank  and  rules.  "As  young  boys,  they  jockey  for 
position  on  the  playground  and  learn  early  on  to 
give  and  take  orders,"  says  Fisher.  If  boys  don't 
like  the  rules,  they  leave  the  game.  Later,  they 
join  the  old  boys  network  and  create  allegiances 
they  won't  break.  Girls  play  in  leaderless  groups, 
not  hierarchies,  and  choose  games  with  far  fewer 
rules,  which  change  if  someone  gets  upset. 
"Women  aren't  as  likely  to  play  by  the  rules  if 
they  don't  think  the  rules  are  right,"  says  Fisher 
Consequently,  women,  who  might  be  more  sensi- 
tive to  corporate  shenanigans  because  they  are 
less  attuned  to  hierarchies,  may  be  unable  to  ig- 
nore the  situation. 


Another  element:  Women  are  outside  the  old 
boys  network.  While  groups  of  men  often  ad- 
here to  a  code  of  silence,  women  aren't  as  be- 
holden to  the  network,  says  Edie  Weiner,  a 
New  York  trend-spotter  and  management  con- 
sultant who  has  sat  on  two  corporate  boards. 
And  because  women  are  outside  the  network, 
"it  tends  to  be  easier  for  management  to 
discredit  or  not  hear  them,"  says  Lynne  Bern- 
abei,  a  Washington  lawyer  who  represents 
whistle-blowers. 

Even  if  there  were  no  evidence  that  women 
have  any  more  disposition  to  be  whistle-blowers 
than  men,  at  least  they  enjoy  one  ethical  ad- 
vantage: By  being  excluded  from  the  old  boys 
network,  they  can't  be  compromised  by  it, 
either.  ■ 
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LASIK:  Alcoii  tnakes  the  lasers 


A  NEARSIGHTED  DEAL 
FROM  NESTLE 

Mix  eyedrops,  intraocu- 
lar lenses,  and  gear 
for  laser  eye  surgery 
with  ice  cream,  tea,  and 
chocolate  bars.  What  do  you 
get?  A  mess,  of  course,  but 
you  might  also  say  Nestle. 
Way  back  in  1977,  the  Swiss 
food  giant  diversified  by  ac- 
quiring Alcon,  a  tiny  Fort 
Worth  eye-care  company. 
But  even  as  Alcon  has  since 
grown  into  the  world's  top 
maker  of  ophthalmic  drugs 
and  equipment,  its  value  has 
been  buried  beneath 
Nestle's  considerable  pile  of 
consumer  brands. 

Nestle  now  is  bringing 
Alcon  public  in  a  $2.3  bil- 
lion deal  to  be  led  by  Credit  Suisse  First  Boston 
and  Merrill  Lynch.  At  a  time  when  other  initial 
public  stock  offerings  are  dribbling  out  in  the 
tens  of  millions  of  dollars,  this  IPO  figures  to 
draw  lots  of  interest.  Nestle  aims  to  sell  a  one- 
quarter  stake  in  Alcon  at  an  estimated  $33  a 
share,  keeping  the  balance  for  itself.  It  hopes 
the  market's  valuation  of  Alcon  will  help  in- 
vestors put  a  fresh  value  on  Nestle,  whose  U.  S.- 
traded  American  depositary  receipts,  lately  near 
$54  each,  remain  stuck  below  the  high  of  58  that 
they  hit  back  in  1998. 

Should  stock  in  Alcon  interest  you?  Still  based 
in  Texas  and  led  by  a  31 -year  Alcon  veteran, 
Timothy  Sear,  the  company  boasts  a  steady 
record  of  sales  growth,  to  $2.7  billion  last  year 
from  $2  billion  in  1997.  It  enjoys  leading  positions 
in  an  array  of  product  Unes,  from  drugs  to  treat 
glaucoma  and  dry  eye  to  replacement  lenses 
used  in  cataract  surgery.  And  Alcon  is  counting 
heavily  on  sales  of  radar-guided  lasers  used  in 
the  popular  "lasik"  procedures  for  correcting 
near-  and  farsightedness.  It  expects  that  as  the 


BY  ROBERT  BAi?KER 

rb@businessweek.com 

The  initial  public 
offering  for  its 
Alcon  unit  will  be 
sweet  for  Nestle's 
bottom  line,  but  the 
eye-care-products 
maker  will  be  left 
far  weaker 
financially 


Looking  At  Eye-Care  Stocks 


MARKET  VALUE/ 


COMPANY  SYMBOL 

TOTAL 
SALES 

NET 
EARNINGS 

FREE  CASH 
FLOW* 

MARKET 
VALUE 

FREE-CASH- 
FLOW RATIO 

TOTAL 
DEBT 

ALCON**  ACL 

$2,748 

$266 

$351 

$9,900 

28 

$1,764 

ALLERGAN  AGN 

1,685 

225 

260 

8,306 

32 

615 

BAUSCH  &  LOMB  BOL 

1,712 

42 

117 

2,050 

18 

827 

VISX  EYE 

170 

11 

13 

861 

66 

0 

All  figures  in  millions,  except  the  marltet  value/free-cash-flow  ratio 
'Cash  flow  from  operations,  minus  capital  spending  and  dividends:  Alcon  s  is  pro  forma  for  the  12  months  ended 
December,  2001.  and  the  others'  is  for  12  months  ended  September,  2001.  **Alcon  data  is  pro  forma,  its  symbol  is 
tentative,  and  its  market  value  is  estimated  at  an  IPO  price  of  $33  a  share 

Data:  Company  reports.  BusinessWeek 


U.  S.  population  ages,  its  eyesight  v^ill  only  sufft 
lifting  demand  for  Alcon  products. 

This  hope  seems  likely  enough.  Yet  some  le: 
appealing  aspects  of  the  IPO  also  deserve  atte 
tion.  While  Sear  declined  to  comment,  Alcon's  s  -^ 
curities  filing  offers  the  details.  Amid  a  flurry 
paper\\'ork  due  right  before  and  after  the  de^ 
Alcon  is  set  to  pay  a  $1 
billion  dividend  to  Nestt 
Nestle  also  has  arranged 
take  nearly  all  of  the  cs 
raised  from  buyers  of  tl 
IPO — an  estimated  $2.2  b| 
lion,  after  fees — for  itself, 
other  vi'ords,  besides  co| 
verting  an  operation  few 
vestors  know  it  owns  into 
visible,  controlling  stal 
worth  an  estimated  $7.6  b  GEN 
lion,  Nestle  will  clear  $c 
billion  in  cash.  That  shou 
prove  welcome.  Last  ye: 
as  it  spent  $10.3  billion 
buy  Ralston  Purina,  NestI 
total  debt  ballooned  to  $tm 
billion,  from  $7.8  bUlion.  f  8 
Yet  what's  good  fi 
Nestle  won't  be  great  for  Alcon.  Its  balari 
sheet  will  take  a  serious  drubbing.  Alcon 
ished  2001  ^^^th  a  net  worth  of  $1.4  billion  a: 
working  capital — that's  current  assets  minus  ci 
rent  liabilities — of  $659  million.  Had  the  IPO  be 
done  before  yearend,  with  Nestle  taking  its  d: 
idend  and  keeping  the  cash  raised  in  the  deal, 
con  would  have  seen  its  net  worth  shrink 
$158  million.  Working  capital?  It  would  ha 
vanished,  turning  into  a  $573  million  deficit 

This  need  not  mean  Alcon  is  headed  for  trr 
ble.  But  public  investors  wiU  owm  part  of  a  bu 
ness  that's  set  up  differently  from  the  one  tl 
netted  $316  million  last  year,  on  $2.7  billion 
sales.  Had  Alcon  operated  through  all  of  201 
with  the  w^eaker  balance  sheet  that  it's  set  Ijj 
have  after  the  IPO — and  the  higher  implied 
terest  tab — it  w^ould  have  made  $50  million  le 
After  adjusting  for  this,  I  was  curious  to  s 
how^  Alcon  stock  compares  with  its  rivals'  (tabl 
At  a  lower  multiple  to  cash  flow,  Alcon  loc 
like  a  modest  bargain  next  to  its  closest  anali 
Allergan.  But  bew^are.  Allergan  is  much  strong 
financially,  with  less  debt  and  enough  cash 
pay  it  off.  KJnow,  too,  that  dreams  are  built  ir 
Allergan's  stock  price.  Allergan  makes  Bot« 
the  ocular  drug  that  such  aging  celebs  as  CI 
swear  by  as  a  wrinkle  remover.  Allergan  t 
year  plans  to  push  Botox  for  its  cosmetic  u 
aiming  to  accelerate  growi;h.  By  contrast,  . 
con's  prospects  seem  pedestrian. 

What  does  all  of  this  tell  me?  For  Nestle 
sell  stock  in  Alcon  now  is  opportunistic — a 
reason  enough  to  look  away  from  this  deal 
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Shareholders  of  Lafarge  North  America  (laf) 
are  laughing  all  the  way  to  the  bank.  No.  1  in 
cement  and  ready-mix  concrete,  Lafarge 
shares  started  advancing  in  late  2000,  moving  up 
from  16  to  hit  32  by  the  end  of  2001— despite 
the  recession.  And  by  Mar  6,  2002,  the  stock  had 
vaulted  to  43,  a  new  high.  But  because  of  the 
fast  runup,  some  analysts  have  downgraded  it  to 
a  hold.  Lafarge  NA  is  54%  owned  by  French  par- 
ent Lafarge,  France's  leader  in  building  materials, 
also  listed  on  the  Big  Board — but  whose  stock  has 
been  flat  since  late  2000,  at  around  22. 

The  bulls  on  Lafarge  NA  argue  that  its  ad- 
vance is  a  big  break- 
through. "The  stock  al- 
ways peaks  when  it  hits  a 
price-earnings  ratio  of  11, 
but  it  has  now  overcome 
that  barrier — currently 
trading  at  13  times — and 
it's  likely  to  push  higher," 
says  an  investment  advis- 
er, who  publishes  a  widely 
read  investment  newslet- 
ter and  rates  Lafarge  a 
buy.  This  pro  thinks  analysts  underestimate  La- 
farge. He  notes  that  the  consensus  of  analysts' 
earnings  estimates  in  200rs  fourth  quarter  was 
86<2  a  share;  Lafarge  posted  $1.12  instead.  They 
also  missed  the  2001  profits,  which  came  out 
at  $3.21.  This  suggests  that  "analysts  don't  have 
a  handle  on  Lafarge's  earnings  power,"  he 
says,  as  construction  spending  boomed  despite 
the  recession. 

John  Kasprzak  of  BB&T  Capital  Markets,  who 
is  a  bull  on  Lafarge,  figures  it  wall  earn  $3.55  a 
share  in  2002,  and  $3.92  in  2003.  Lafarge's  peers, 
such  as  Texas  Industries  and  Florida  Rock  In- 
dustries, trade  at  19  to  22  times  2001  profits.  At 
16  times  2002  estimate,  the  stock  would  be  56. 

There  is  a  vdld  card:  Industry  rumors,  ac- 
cording to  some  pros,  say  that  France's  La- 
farge may  buy  the  rest  of  the  Lafarge  shares 
that  it  doesn't  own.  Lafarge  declined  comment. 
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Ulticom  (ulcm)  has  been  hit  by  a  dou- 
ble whammy:  It  is  a  software  com- 
pany that  serves  the  telecom  indus- 
tiy  And  as  everyone  knows,  techs  and 
telecoms  are  both  in  the  sewer  So  it's 
no  surprise  Ulticom  shares  went  downi 
the  drain — from  36  in  early  July  to  5  in 
late  September.  They  have  since  inched 
up  to  6.96.  Some  pros  think  that  things 
ai'e  now  moving  in  the  right  direction  for 
Ulticom,  which  makes  signaling  software 
for  wireless,  wireline,  and  Internet  com- 


munications services.  And  there  is  talk  that  Com- 
verse  Technology,  Ulticom's  biggest  customer  and 
largest  shareholder,  with  76%,  may  bid  for  the 
rest  of  Ulticom's  knocked-down  stock.  By  doing  so, 
Comverse  could  incorporate  all  of  Ulticom's  earn- 
ings, which  had  been  growing  through  the  reces- 
sion. The  possibility  that  Comverse  will  buy  at  a 
premium  to  Ulticom's  current  price  enhances  Ul- 
ticom's fundamentals.  Analyst  Paul  Coster  of  J.  P. 
Morgan  Securities,  who  rates  the  stock  a  long- 
term  buy,  sees  things  "improving  for  Ulticom," 
in  part  because  several  major  European  phone 
carriers  are  getting  ready  to  launch  new  cus- 
tomized services.  Ulticom,  he  notes,  whose  top 
customers  include  Ericsson,  will  soon  roll  out  en- 
hanced services  and  applications  on  next-genera- 
tion wireless  networks.  Ulticom  is  a  play  on  the 
rising  demand  for  new  voice  technology  and 
growl^h  of  improved  wireless  services. 

Although  trading  at  61  times  estimated  2002 
earnings  of  11<Z  a  share,  the  stock  is  "a  bargain," 
says  Coster,  selling  at  just  1.2  times  cash  on 
hand  of  $5.40  a  share — and  with  no  debt. 

INTRABIOTICS:  GOOD 
WORD  OF  MOUTH 

Tiny  IntraBiotics  Pharmaceuticals  (iBPi) 
boasts  some  big-name  shareholders,  who 
recently  upped  their  holdings  through  a 
private  placement.  These  include  Soros  Fund 
Management's  Perseus-Soros  BioPharmaceutical 
Fund,  which  raised  its  slice  from  3.4%  to  8.3%; 
Delaware  Management,  from  1.2%  to  4.8%;  and 
Tisch  Financial  Management,  from  1.2%  to  2.1%. 
No  wonder  the  stock's  price  has  more  than  dou- 
bled, from  1.16  on  Sept.  21  to  2.95  on  Man  6. 
What's  IntraBiotics'  allure? 

It  has  tw^o  large  clinical  trials  going  on  for 
its  lead  compound — Iseganan  HCl.  This  is  an  an- 
tibiotic to  prevent  oral  mucositis — a  side  effect  of 
cancer  therapy  that  can 
lead  to  devastating  mouth 
ulcers.  IntraBiotics  will  re- 
port in  the  second  quarter 
on  a  Phase  III  trial  in  pa- 
tients undergoing  radiation 
for  neck  and  head  cancer. 
"We  expect  the  results  will 
be  positive,"  says  one  fund 
manager  who  has  bought 
shares.  Chief  Financial  Of- 
ficer Eric  Bjerkholt  says 
the  results  are  pivotal  for  IntraBiotics'  filing  for 
fast  approval  with  the  Food  &  Drug  Adminis- 
tration. If  approved,  the  drug  could  be  on  the 
market  by  2004,  says  Bjerkholt.  Rachel  Leheny 
of  Lehman  Brothers  rates  the  stock  a  buy,  with 
a  12-month  target  of  12. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:30  p.m.  est  on  CNNfn's  The  Money  Gang. 
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COMMENTARY 

Good  news  on  the  economic  front  sent 
stocks  soaring  this  week  as  investors 
came  storming  back  into  the  markets. 
The  tech-laden  Nasdaq  index  rose 
7.9%,  while  the  S&P  500  stock  index 
climbed  4.8%  on  the  strength  of  such 
financials  as  J.  R  Morgan  Chase,  which 
rocketed  18.6%.  The  Dow  Jones  indus- 
trial average,  paced  by  GE  and  GM, 
jumped  4.4%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1162.8 

Dow  Jones  Industrials  10,574.3 

Nasdaq  Composite  1890.4 

S&PMidCap400  535.1 

S&P  SmallCap  600  241.6 

Wilshire  5000  10,859.3 

SECTORS 

BusinessWeek  50*  719.6 
BusinessWeek  Info  Tech  100**     403.8 

S&P/BARRA  Growth  599.3 

S&P/BARRA  Value  561.7 

S&P  Energy  225.4 

S&P  Financials  365.1 

S&P  REIT  98.8 

S&P  Transportation  231.1 

S&P  Utilities  144.7 

GSTI  Internet  102.1 

PSE  Technology  692.6 
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17.3 
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-2.7 
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-7.3 
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-14.2 
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-20.0 

-18.7 

-3.9 

-10.8 

-5.5 

-1.1 

13.3 

13.6 

-29.0 

-34.6 

-11.9 
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S&P  Euro  Plus  (U.S.  Dollar)  1062.5 

London  (FT-SE  100)  5245.5 

Paris  (CAC  40)  4588.1 

Frankfurt  (DAX)  5285.3 

Tokyo  (NIKKEI  225)  11,358.5 

Hong  Kong  (Hang  Seng)  11,003.0 

Toronto  (TSE  300)  7944.3 

Mexico  City  (IPC)  7154.1 

FUNDAMENTALS Mar.  5 

S&P  500  Dividend  Yield  1.36% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)    62.7 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*       20.9 

First  Call  Earnings  Revision*  -0.50% 

*First  Call  Corp. 

TECHNICAL  INDICATORS         Mar.  5 

S&P  500^00-day  average  1151.9 
Stocks  above  200-day  average  68.0% 

Options:  Put/call  ratio  0.72 

Insiders:  Vickers  Sell/buy  ratio  2.72 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 
GROUPS  month 


% 


Multi-Utilities  38.4 

Constr.  &  Engineering  31.4 

Tires  &  Rubber  30.7 

Consumer  Finance  26.7 

Automobiles  20.1 


Metal  &  Glass  Containers  66.3 

Homebuilding  48.9 

Trading  Cos.  &  Distribs.  46.1 

Footwear  43.2 

Air  Freight  &  Couriers  39.2 


Computer  Stge.  &  Perphs.  -13.1 

Networking  Equip.  -9.7 

Computer  Stores  -5.8 

Office  Electronics  -5.8 

Health-Care  Facilities  -5.1 


Multi-Utilities 
Computer  Stge.  &  Pei 
Wireless  Services 
Telecomms.  Equip. 
Instrumentation 
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EQUITY  FUND  CATEGORIES 

4-week  total  return  %      52-week  total  return 


% 


Week  ending  Mar  5 
■  S&P  500    ■  U.S.  Diversified   MAM  Equity 

4-week  total  return 


10      IZ 


Week  ending  Mar.  5 
■  S&P  500    ■  U.S.  Diversified    ■  All  Equity 

52-week  total  return 


Leaders 

Japan  15.2 

Natural  Resources  9.9 

Diversified  Pacific/Asia  9.8 

Latin  America  7.6 
Laggards 

Health  -1.0 

Precious  Metals  0.4 

Small-cap  Growth  1.8 

Technology  2.5 

EQUITY  FUNDS 

4-week  total  return 


Leaders 

Precious  Metals  43.4 

Real  Estate  15.5 

Small-cap  Value  13.4 

Mid-cap  Value  6.5 
Laggards 

Communications  -36.9 

Technology  -27.1 

Japan  -20.5 

Utilities  -20.4 


%      52-week  total  return 


%      -8       -6      -4-2        0        2 
Data:  Standard  &  Poor's 


Leaders 

Fidelity  Japan  19.8 

Fidelity  Advisor  Japan  B  19.7 

The  Japan  S  19.3 

iSharesS&P\T0PIX15Gldx.  18.5 
Laggards 

American  Heritage  -13.3 

Potomac  Internet  Short  -11.9 

Rydex  Dynamic  Temp.  500  -10.6 

ProFunds  UltraBear  Inv.  -10.6 


Leaders 

CGM  Focus  78.9 

Pilgrim  Russia  A  77.3 

Matthews  Korea  74.9 

Schroder  Capital  Ultra  Inv.  71.9 
Laggards 

Firsthand  Communications  -60.6 

Pilgrim  Glob.  Commons.  A  -60.1 

INVESCO  Telecomms.  Inv.  -58.1 

ProFunds  UltraOTC  Inv.  -57.7 
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MONEY  MARKET  FUNDS 


1.55%       1.55% 


90-DAY  TREASURY  BILLS 

1.76 

1.75 

2-YEAR  TREASURY  NOTES 

3.22 

2.92 

10-YEAR  TREASURY  NOTES 

5.05 

4.83 

30-YEAR  TREASURY  BONDS 

5.55 

5.37 

30-YEAR  FIXED  MORTGAGEt 

6.86 

6.75 

tBanxQuote,  Inc. 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated.  tax-exempt  rrJEl^' 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bond     3^-'i 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 
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INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 
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■THE  WEEK  AHEAD 

RETAIL  SALES  Wednesday,  Mar.  13,  8:30 
a.m.  EST^  Retail  sales  in  February  proba- 
bly rose  0.3%,  after  slipping  0.2%  in 
January.  That's  based  on  the  median 
forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  MMS,  a  unit  of  The  Mc- 
Graw-Hill Companies.  Excluding  vehicles, 
February  sales  likely  rose  0.4%. 

BUSINESS  INVENTORIES  Thursday,  Mar.  14, 
8:30  a.m.  est^  Inventories  most  likely 
shrunk  0.2%  in  January,  after  falling 
0.4%  in  December. 


EXPORT-IMPORT  PRICES  Thursday  Mar.  14, 
8:30  a.m.  est^  Import  prices  in  Febru- 
ary are  projected  to  have  risen  0.2% 
while  export  prices  probably  held  steady. 

CURRENT  ACCOUNT  DEFICIT  Thursday  Mar. 
14,  10  a.m.  EST>-  The  U.S.  current  ac- 
count deficit  probably  fell  in  the  fourth 
quarter  to  $70  billion,  after  declining  to 
$95  billion  in  the  third  quarter. 

PRODUCER  PRICE  INDEX  Friday  Mar  15, 
8:30  a.m.  fsr  ►  Producer  prices  of  fin- 


ished goods  in  February  are  foreca 
have  inched  up  0.1%,  after  a  0.1': 
in  January.  Excluding  food  and  ent 
core  prices  probably  rose  by  0.1% 
well,  after  declining  0.1%  in  Janu 


I*!':! 


INDUSTRIAL  PRODUCTION  Friday  Mar 
9:15  a.m.  est>-  Factory  output  dur 
February  probably  rose  for  the  firstf  ^ 
in  seven  months,  by  0.1%.  The  av 
operating  rate  in  February  very  liktj 
steady  at  74.2%.  With  inventories 
pleted,  production  is  picking  up. 
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turned  in  a  stellar  performance,  leaping  6.3%.  Topping  the  list  were  such  financials  as  Providian  Fi- 

pital  One  Financial,  and  Morgan  Stanley  Dean  Witter,  rising  40.5%,  16.8%,  and  16.6%,  respectively. 

did  well,  too,  with  Xilinx  and  Texas  Instruments  adding  19.3%  and  12.6%,  apiece.  Oracle,  however, 

^ticipate,  sinking  13.6%,  on  news  that  profits  for  the  quarter  ended  Feb.  28  will  be  off  by  a  penny. 


-  mpany 


nternational 
-ifko  Petroleum 
e 


*|i 


COMPANY  PERFORMANCE 

%  change 

Since 
Week     3/1/01 


%  change 


13.2 

5.9 

40.3 

13.5 


-37.7 
-13.6 
-75.6 
-36.5 


Since 

Rank     Company 

Week 

3/1/01 
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6.2 

10.7 

19.3 
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-12.6 

5.5 

4.8 
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30  El  Paso  9.3  -37.3 

31  Altera  13.0  -11.0 

32  Marsh  &  McLennan  2.0  4.7 

33  Household  International  10.9  -1.1 

34  ChevronTexaco  3.4  1.2 

35  SBC  Communications  3.3  -14.2 

36  Mercury  Interactive  9.5  -36.1 

37  AOL  Time  Warner  11.6  -39.8 

38  Washington  Mutual  2.7  0.5 

39  General  Dynamics  2.6  40.1 

40  Comcast  6.8  -18.8 

41  Morgan  Stanley  Dean  Witter       16.6  -11.4 

42  Tellabs  21.2  -70.0 

43  Exxon  Mobil  5.6  6.2 

44  Scientific-Atlanta  8.1  -46.4 
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roduction  Index 


Change  from  last  week:  0.1% 
Change  from  last  yean  -10.0% 


STRIAL  OUTPUT     Feb.  23=158.5  1992=100 


index  Is  a  4-week 
noving  average 


June 
2001    . 


Oct. 
2001 


Feb. 
2002 


1^ 

tion  index  increased  narrowly  in  the  latest 
4e  calculation  of  the  four-week  moving  aver- 
ex  grew  to  159.4,  from  158.5.  On  a  seasonally 
sis,  truck  assemblies  and  lumber  showed  the 
iases.  Coal,  autos,  and  crude  oil  refining  also 
s.  Only  steel  and  electric  power  production 
ile  rail  freight  traffic  remained  unchanged, 
r  all  of  February  slid  to  158.5.  from  159.2  in 


I  each  of  the  Index  components  Is  at  www.buslness- 
productlon  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 
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For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Editorials 


KEEPING  EXUBERANCE  IN  CHECK 


It's  arriving  a  lot  sooner  than  expected  and  appears  to  be  a 
lot  stronger,  so  investors  are  warmly  embracing  the  eco- 
nomic recovery.  Too  warmly,  perhaps.  Listen  closely  to  TV 
stock  jocks  and  Wall  Street  analysts,  and  there  are  echoes  of 
the  bullish  exuberance  expressed  during  the  heyday  of  the 
bubble.  People  would  be  wise  to  ignore  them.  A  surprisingly 
strong  first  half  of  the  year  does  not  guarantee  a  good  second 
half  or  even  a  decent  overall  recovery.  Thanks  to  powerful 
New  Economy  forces  and  heightened  security  dangers  at 
home  and  abroad,  there  could  very  well  be  greater  uncer- 
tainties facing  the  U.  S.  in  this  recovery  than  in  past  business 
cycles.  Cautious  optimism  is  the  stance  to  take. 

Behind  the  hype,  the  good  news  is  that  the  U.S.  economy 
has  evolved  to  yet  a  higher  level  of  efficiency  (page  32). 
Higher  productivity,  a  contingent  workforce,  and  variable  pay 
allowed  companies  in  the  recent  downturn  to  give  real  wage 
increases  to  most  employees  even  as  they  let  some  go.  De- 
spite rising  unemployment,  consumer  spending  remained 
exceptionally  strong,  and  home  prices  actually  rose.  This 
rarely  happened  in  past  recessions.  At  the  same  time,  supply- 
chain  systems  permitted  companies  to  cut  inventories  at  a 
record  pace.  So  resUient  has  the  U.  S.  economy  become  that 
September  11  didn't  cause  it  any  lasting  damage.  The  amaz- 
ingly fast  market  reaction  to  the  Enron  Corp.  debacle,  which 
forced  companies  to  clean  up  their  financial  reporting,  is 
testimony  to  this  flexibility. 

Yet  this  year  is  fraught  with  hazards.  America  remains  at 
war,  and  the  conflict  could  at  some  point  easily  jeopardize  con- 
sumer and  business  confidence.  Domestic  security  risks  remain 
high.  U.  S.  troops  are  fighting  and  dying  in  Afghanistan,  and 


they  are  assisting  the  PhiUppines,  Yemen,  Georgia,  Som; 
and  Colombia  in  the  battle  against  terrorism.  A  much  larg( 
battle  possibly  looms  with  Iraq. 

The  recovery 'is  fragile  as  well  and  could  possibly 
over  into  a  "double  dip"  downturn  in  the  second  half  of  2 
Double  dips  have  occurred  in  five  of  the  past  seven  U.  S 
cessions.  The  specter  of  Japan  is  worrying  as  well.  It  had  v 
own  bubble  burst  and  recovered,  but  only  to  sink  into  a  s€ 
of  deflation  and  stagnation  for  all  of  the  '90s.  [ 

Restoring  profits  is  the  key  to  keeping  this  recovery  a 
track.  Unfortunately,  that  will  be  no  easy  task.  While  tl 
downturn  was  mild,  it  hammered  profits  into  the  grou 
CEOS  are  still  in  a  state  of  shock  at  the  sudden  and  sharp 
lapse  of  their  bottom  lines,  and  this  weighs  heavily  on  capi 
investment.  Strong  productivity  should  help  rebuild  profit 

But  the  Federal  Reserve  will  also  have  to  play  an  impo 
tant  role.  It  will  soon  come  under  intense  pressure  to  raise 
terest  rates  as  the  recovery  gains  momentum  and  compani< 
start  raising  prices.  Fed  Chairman  Alan  Greenspan  has  s 
he  would  tolerate  a  pickup  in  prices  if  that  would  help  c^ 
porate  profit  margins.  He  believes  that  reclaiming  lost  pric 
power  after  years  of  deep  discoimts  will  not  by  itself  gen^ 
ate  inflation.  Strong  productivity  growth  and  competiti^ 
will  keep  costs  and  the  worst  inflationary  pressures  und 
control.  If  Greenspan  sticks  to  his  beliefs,  the  corporate  pr 
it  picture  could  improve  sooner  rather  than  later. 

The  U.S.  is  emerging  from  its  economic  downturn  at 
time  of  great  uncertainty.  It  has  newfound  econo 
strengths,  but  it  faces  new  risks  as  well.  There  are  plenty 
reasons  for  optimism — and  even  more  for  caution. 


THINGS  WE  DON'T  LIKE 


How  could  they?  In  three  important  recent  policy  moves, 
the  Bush  Administration  has  betrayed  its  conservative 
principles  and  undermined  the  long-term  strength  of  the 
economy.  For  an  Administration  that  deeply  believes  in  free 
markets  and  free  trade,  these  moves  are  simply  dumbfound- 
ing. There  is  time  to  back  off  fix)m  all  three,  and  we  urge  the 
President  to  do  so. 

Protecting  American  steelmakers  with  tariffs  is  the  most 
egregious  error  This  political  move  to  gamer  union  support  for 
the  GOP  in  upcoming  congressional  and  Presidential  elections  to- 
tally undermines  the  President's  moral  authority  on  free  trade. 
It  hurts  efforts  to  expand  the  Free  Trade  Agreement  of  the 
Americas,  raises  prices  needlessly  throughout  the  economy,  and 
sets  up  the  U.  S.  for  retaliation  from  Europe  and  Japan.  Bush 
should  have  listened  to  his  economic  adviser,  Lawrence  B. 
Lindsey,  not  his  political  consigliere,  Karl  Rove.  Big  mistake. 

The  President  isn't  being  served  by  his  Federal  Commu- 
nications Commission  Chairman  Michael  K.  Powell,  either. 


Powell  is  about  to  reward  the  Baby  Bells  for  their  past 
nopolistic  behavior  by  expanding  their  broadband  busine^ 
The  Bells  have  circumvented  the  Telecommimications 
of  1996  by  crushing  all  new  competition  in  their  old  markelj 
They've  paid  hundreds  of  millions  in  fines  for  unfairly  squetl 
ing  competitors.  Now  they  are,  in  effect,  being  given  mol 
monopoly  power  in  new  markets.  Powell  isn't  boosting  coi[ 
petition,  he's  extending  the  Bells'  monopoly  power. 

Which  brings  us  to  the  Securities  &  Exchange  Commissicj 
At  a  time  when  the  Bush  Administration  is  howling  about  lii 
giousness,  it  is,  in  effect,  privatizing  enforcement  by  undej 
funding  the  sec  and  pushing  conflicts  into  the  court  system  | 
the  form  of  shareholder  suits.  If  the  sec  had  the  money  to 
its  job  properly,  it  could  police  companies  that  pump  i| 
earnings  and  hide  assets  long  before  investors  get  bumel 
Free  markets  demand  cops,  just  as  a  fi-ee  society  requires  [| 
lice.  Fund  the  sec. 

It's  time  for  the  Bushies  to  return  to  first  principles. 
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'Can  you  hear  me  now? 


No  wonder  more  people  in  more 
places  choose  Verizon  Wireless  than 
any  other  network  in  America. 

Why  are  we  constantly  testing  our  service? 
Why  are  we  always  working  to  improve  our 
network?  Because  we're  out  to  make  sure 
your  call  goes  through  no  matter  where  you 
go.  We  already  cover  more  towns,  cities,  and 
places  than  anyone  else  and  connect  more 
people- 29  million  and  growing -than  any 
other  wireless  network  in  America.  But  that's 
not  good  enough.  We  won't  rest.  We  won't 
stop  building.  We'll  just  keep  growing,  giving 
you  a  better  wireless  network  every  day. 

And,  as  always,  you  can  count  on  us  for  great 
values,  the  latest  products,  and  24/7 
customer  service.  So  come  discover  how 
Verizon  Wireless  can  work  for  you. 

1.800.2  lOIN  IN 

verizonwireless.com 


Drive  responsibly. 
Call  with  care. 


Vetl  Onwireless 

We  never  stop  working  for  you. 


)rK  claim  based  on  industry  reports  of  carrier-operated  and  managed  covered  population. 
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54    FINALLY,  SKID  CONTROL  AT  Gl 

Although  he's  not  out  of  the  v 
yet,  CEO  Wagoner  cuts  costs,  ' 
talent,  and  launches  a  few  hit: 
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We  told  KPMG  Consulting: 
We  absolutely,  positively  had  to 
have  the  system  In  7  months..." 


"FedEx  depends  on  KPMG  Consulting 
to  know  their  business  and 
operations,  to  navigate  internally, 
and  get  things  done. 

We  are  an  integral  part  of  the  team 
inside  FedEx.  We  understand  how  to 
design,  facilitate,  and  execute  from 
strategy  through  integration. 

The  bottom  line,  we  help  reduce 
costs  and  deliver  efficiency 
breakthroughs  company-wide.  It's  a 
solid  partnership." 


YOU    CAN    HEAR    THEIR    STORY    @ 
www.kpmgconsulting.com/results 


BUSINESS    SYSTEMS:      STRATEGY      IMPLEMENTATION      RESULTS 


"...And  they  delivered.  A  new  Web- 
based  financial  system  in  just  7 
months.  It's  already  helping  us  cut 
costs,  improve  information 
availability,  and  boost  profitability. 

We  streamlined  the  financial 
processes  of  our  service 
organization.  We're  now  at  a  best- 
in-class,  2-day  close  process." 
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C  Copynght  2002,  KPMC  Consulting,  Inc  All  rights  reserved  KPMG  Consulting,  Inc  is  an  independent  consulting  company 


o 

s 


EDITED  BY  SHERIDAN  PRASSO 


THE  DEAL  MILL 

DOES  PAUL  ALLEN 
HAVE  MOXI  OR  WHAH 

IT  WAS  SUPPOSED  TO  BE  OXE 
of  the  new  highfliers  of  suc- 
cess-starved SiHcon  Valley. 
But  three  weeks  after 
BusinessWeek  revealed  that 
home-entertainment  startup 
Moxi  Digital  was  facing  a 
cash  crunch  and  other  trou- 
bles (BW — Mar.  4),  the  com- 
pany apjjears  on  the  verge  of 


ALL-IN-ONE  dream  machine 


being  acquired.  Sources  close 
to  the  companies  say  that 
Vulcan  Ventures,  Paul  Allen's 
investment  company,  is  nego- 
tiating to  buy  Moxi.  They're 
not  revealing  numbers,  but 
they'll  be  significantly  lower 


than  the  $267  million  the 
company  was  once  valued  at. 
That's  quite  a  comedown 
for  a  company  that  won 
heaps  of  praise  just  two 
months  ago  when  it  launched 
its  star  product:  a  home-en- 
tertainment console  that  com- 
bines TV,  video,  music,  and 
the  Internet.  But  a  cash 
crunch  and  the  Feb.  20  re- 
placement of  CEO  Steve  Perl- 
man  have  raised  doubts 
about  Moxi's  \iability.  Vulcan 
and  Moxi  declined  to  discuss 
the  talks. 

A  previous  offer  in  the 
last  few  months  by  AOL 
Time  Warner  for  around 
•SlOO  million  was  rejected, 
according  to  a  Moxi  exec  and 
a  source  close  to  AOL.  Other 
undisclosed  offers  from 
EchoStar  Communications 
and  even  from  Vulcan  also 
fizzled.  But  now,  with  its  cash 
rapidly  dwindling,  $100  mil- 
lion might  be  looking  pretty 
good.  Be7i  Elgin  and 

Linda  Himelstein 


EX  UBRIS 

TEH  AND 
THE  OITY 


THE  NATION  HAS  COME  DOWN 

with  reading  fever.  After 
Seattle  and  Chicago  started 
One  City,  One  Book — the 
project  that  picks  a  title  for 
everyone  in  the  city  to  read 
at  the  same  time — the  phe- 
nomenon spread  to  more  than 
.50  cities  from  coast  to  coast. 
While  mass  public  reading 
may  be  cause  for  snickers 
among  the  literati,  booksellers 
are  thrilled  with  the 
sales  boost.  "It's  the  •  ;,. 
greatest  thing  sin<< 
Oprah's  Book  Club 
says  Lori  Hile,  ma 
keting  manager  ; 
Borders  Chicago,  , 
where  sales  of  Elie  - 
Wiesel's  Night  ha\  < 


ASSIGNED  READING: 

Ayid  a  sales  boost 


shot  up  83%  since  Feb.  10, 
when  it  was  chosen  as  Chica- 
go's second  book,  following 
last  year's  To  Kill  a  Mock- 
ingbird. At  the  three  Chicago 
Barnes  &  Noble  outlets  and 
suburban  locations.  Mocking- 
bird climbed  to  the  Top  10 
list  in  the  seven  weeks  be- 
tween being  picked  and  being 
discussed  at  a  pubUc  event. 

Amazon.com  also  reported 
a  sales  spike.  In  Seattle, 
w^hich  started  it  all  in  1998, 
the  four  books  chosen  each 
year  became  city  best-sellers. 
Says  a  spokeswoman  for  Bor- 
ders: "Any  kind 
of  project  that 
gets  people  to 
read  is  obviously 
a  great  trend  and 
also  good  for  our 
sales."  Clearly  it's 
a  fever  bookstores 
want  more  and 
more  cities  to 
catch.  Pallavi 
Gogoi 


TOKllXA 


TALK  SHOW  ^Whether  or  not  we  get  to  low  [green],  I'm 
hopeful,  but  I  still  think  it's  years  away." 

— Homeland  Security  Director  Jbm  Ridge,  unveiling  the 
color-coded  terrorist  alert  system 


TISCH: 

Mr. 
Doom 


STREET  TALK 

ONE  BEAR  D0ESN7 
MAKE  IT  A  PICNIC 

THERE  .\RE  PESSIMISTS,  AND 
then  there  are  pessimists. 
Laurence  Tisch,  co-chair  of 
the  Loews  conglomerate 
whose  chronic  bearishness 
was  borne  out  in  1987  and 
2000,  is  trying  to  outdo  them 
all.  Tisch  recently  told 
Bloomberg  News  that  he 
"wouldn't  be  surprised"  to 


see  the  Nasdaq  Composit 
fall  to  1000— a  46%  dive. 

Are  things  really  as  ba 
as  Tisch  says?  Well,  other  bi 
names  in  the  investing  work 
including  chief  strategist 
Barton  Biggs  at  Morga 
Stanley  and  Jeffrey  Saut 
Raymond  James,  disagree 

On  the  one  hand,  they  saj 
Tisch's  assessment  that  tec! 
stocks  are  still  overvalued  i 
correct.  (The  tech-heavy  Naa 
daq  trades  at  86  times  e 
pected  earnings,  vs.  22  f( 
the  s&P  500.)  But  they  don 
think  the  Nasdaq  will  take 
huge  plunge.  Reasons  the 
cite:   The  economy  is  one 
again  gathering  steam,  profil 
are  expected  to  rise  in  200: 
and  cash-rich  hedge  fund 
seeking  places  to  put  thei 
money  are  unlikely  to  avoii 
tech  stocks  altogether.  "I 
everything's  right  with  th 
world,  the  Nasdaq's  not  goinj 
to  break  1,000,"  says  Biggs. 

Rather,  they  predict  the 
Nasdaq  is  likely  to  stay  flat 
"I'm  not  expecting  the  mar 
kets  to  make  new  lows,"  says 
Saut.  "I  just  think  the  upside 
is  going  to  be  muted."  Com 
pared  with  Tisch,  who 
wouldn't  comment  for  this 
story,  that's  not  such  a  bad 
outlook.        Kimberly  Weisui 


THE  LIST   SAYONARA, 


A  gaggle  of  high-profile 
personalities  has  left 
CNN  recently.  Here  are 
some*  of  the  biggies  and 
what  they're  doing  now: 


•/\W 


BOBBIE  BAHISTA 


GRETA  VAN  SUSTEREN 


Founded  public-relations  firm  Atamira  with  her 
husband  in  March 

Defected  to  Fox  News  in  February  to  host  daily 
show  On  the  Record 


STUART  VARNEY 


Hired  by  CNBC  in  January  after  leaving 
co-anchor  post  at  Moneyline 


STEVE  HARRIGAN  Defected  to  Fox  News  just  as  the  U.S.  launched 

the  war  in  Afghanistan 

EISA  kLENSCii  Downsized  in  2001;  now  hosts  World  Fashion 

Tour  on  USA  Networks'  Trio 

bMaRDSHAW Retired  in  200Tafter  20  years  at  CNN;  now 

writing  his  memoirs 

'Peter  Arnett  left  in  1999  after  Tailwind  reporting  controversy:  now  reporting 
on  the  war  for  independent  video  group  BNN 
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At  lt«tt  th«t'»  how  w«  •••  it,  In  f«ct,  our  long-«tandln{ 
ob«tt«ion  with  ttfct/  h««  resulted  in  tome  of  th« 
industry's  most  innovative  and  cost-sevini  epproeche* 
Teke  Performance  Benchmarking  Analysis  ^PBA)  PBA 
be|tns  by  compertnf  a  client's  loss  figures-including 
19  different  loss  prevention  factors-against  those 
of  Its  competitors  Our  experts  then  offer  specific 
suggestions  for  improving  taftrty  and  cutting  costs  PBA 
is  unique  in  that  t<  gives  companies-^o  matter  how 
specialized  they  itr9-»  crystal  clear  picture  of  how 
they  can  better  manage  their  loaaes  and  increase 
profitability,  Since  the  program  began,  it's  helped  our 
clients  save  millions,  Of  course,  we  like  to  think  that 
we've  empowered  them  in  other  ways  Like  setting 
higher  goals,  increasing  productivity  and  raising  loss 
prevention  awareness  at  the  highest  levels.  All  of 
which  goes  to  show  that  a  little  obsession  with  safety 
can  be  a  beautiful  thing.  Not  to  mention  a  profitable  one 
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Up  Front 


BLAME  ENRON 

PITY  THE  POOR 
OSCARS'  AUDITOR 

what's  a  shy  and  retiring 
accountant?  An  accountant 
who's  half  a  million  shy  and 
that's  why  he  or  she  is 
retiring. 

How  'bout  this  one: 
When  do  people  be- 
come accountants? 
When  they  realize  they 
don't  have  the  charisma 
to  be  undertakers. 

O.K.,  they're  bad.  But 
in  case  you've  been  hid- 
ing under  a  rock,  account- 
ing jokes  are  in  season  in 
this  post-Enron  world. 
And  with  the  Academy 
Awards  coming  up  on 
Mar  24,  bet  on  the  cer- 
emonies being  chock-full 
of  one-Uners  at  the  expense 
of  the  poor  Pricewater- 
houseCoopers  accountant 
handing  out  the  envelopes. 

Pricewaterhouse  not  onlv 


counts  the  Oscar  ballots  for 
the  Academy  of  Motion  Pic- 
ture Arts  &  Sciences,  it  also 
plays  the  increasingly  taboo 
dual  role  of  consulting  as  well 
as  auditing  for  the  Academy. 
Its  executive  director,  Bruce 
Da\is,  vouches  for  the  sys- 
tem, saying  Pricewater- 
house has  placed  the  names 
of  Oscar  winners  in 
sealed  envelopes  under 
famously  rmlitarj'-like  se- 
crecy since  1935  and  au- 
dited the  books  since 
1927.  The  results,  tallied 
in  an  undisclosed  location, 
are  kept  in  a  safe  untU  an 
auditor  hands  them  over 
from  the  wings  on  the  big 
night. 

This  year,  that  unluckj' 
soul  will  be  PHvC  part- 
ner Greg  Garrison, 
who's  been  trying  to  an- 
ticipate what,  exactly,  the 
jokes  will  be.  "I'm  bracing 
myself  now,"  he  says.  "I  fig- 
ure we're  going  to  get  a 
bunch  of  them."  Ron  Grover 


SEPTEMBER  11 

BALL  OF  YARN, 
PEACE  OF  MIND 

FIVE    YEARS    AGO,    TWENTY- 

somethings  were  out  s^^illing 
martinis.  Now  the\^re  spend- 
ing nights  with  fiiends  over 
yam  and  needles, 
gathered  at  each 
other's  homes  in 
knitting  circles. 

Yes,  knitting — 
that  folksy  craft 
practiced  mainly 
by  the  over-50  set, 
is  suddenly  popu- 
lar among  young 
women.  As  Amer- 
icans hunker  dowTi 
after  September 
11,  more  and  more 
are  seeing  it  as  a 

way    to    connect.   

"A  lot  of  things  were  going 
on  after  September  11,  and  I 
had  to  find  something  to  do 
with  my  pent-up  energy," 
says  Mamey  Ande:  son,  28,  an 
assistant  in  the  insurance  de- 
partment of  Morgan  Stanley 


IN  VOGUE:  Knitting 


Dean  Witter  who  took  up 
knitting  in  December. 

At  New  York's  Gotta  Knit, 
a  store  that  also  offers  classes, 
all  beginning  sessions  are 
booked  through  May,  mainly 
with  women  in  their  20s  and 
30s.  "People  are  spending 
more  time  at  home,  and 
they're  looking  for 
a  distraction,"  says 
Diane  Friedman, 
whose  wholesale 
yam  business,  Tah- 
ki  Stacy  Charles, 
saw  January-Feb- 
ruary sales  grow 
35%  over  that  pe- 
riod last  year. 

Mo\ie  stars  are 
helping  the  trend: 
Dani  Hannah,  Ju- 
lianne  Moore,  and 
Bridget  Fonda 
are  devotees. 
They're  contributing  squares 
to  celebrity  afghans  to  be 
auctioned  on  e-Bay  next 
month  to  raise  money  for  the 
New  York  City  Police  & 
Fireman's  Widows  &  Chil- 
dren's Fund.  Julia  Cosgrove 


DRAWN  &  QUARTERED 
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BOOMER  POWER 

MAD  AVE.  GOES 
ABSOLUTELY  MAD 

CAN  IT  BE  THAT  ALFRED  E. 
Neuman,  the  gap-toothed,  ap- 
ple-cheeked, freckle-faced 
moron  from  Mad  magazine, 
is  enjo\ing  a  renaissance? 

'Tis  true.  In  Jan- 
uary, Neuman  ap- 
peared in  a  "Got 
Milk?"  ad  sporting 
a  nulk  moustache — 
with  the  gap  in  his 
smile  replaced  by  a 
sparkling  incisor. 
This  month,  he 
popped  up  on  the 
Lands'  End  cata- 
log. (The  ad  exhorts,  "Look 
Smart.")  In  May,  he'll  grace 
bottles  of  a  chocolate  concoc- 
tion from  PepsiCo's  SoBe. 
There's  even  talk  of  a  tie-in 
with  the  World  Wrestling 
Federation. 


What  gives?  For  start 
Neuman's  "What— Me  \\ 
ry?"  credo  may  be  fillin 
void  at  a  time  when  the 
plenty  to  worry  about.  . 
to  that  the  Boomers  ^ 
grew  up  reading  Mad  ; 
now  hold  influential  job.- 
marketing.  Indeed,  each 
these  deals  has  at  its  he 
an  exec  who  adi 
to  having  been 
a\id  reader.  Sc 
even  credit 
ubiquitous  2 
campaign  caricat 
that  depicted  th 
candidate  Geoi 
W.  Bush  as  N.l 
man-like. 

"Lately      we 
getting  more   responses 
Mad  than  even  to  our  supl 
heroes,"  says  Joel  Ehrlich| 
senior  vice-president  at 
Comics.  In  a  world  now  fiilll 
real  heroes,  it  kinda  maki 
sense.  Gerry  Khemnoii\ 


THE  BIG  PICTURE 


MORE  NURSES!  STAT! 

One  in  seven  hospitals  faces  severe 
shortages  of  registered  nurses.  Be- 
low, the  percentage  of  nursing  jobs 
available  in  some  states  with  large 
concentrations  of  healthcare  services: 


CALIFORNIA                                                       20%  ' 

1 

FLORIDA                                            16^ 

1 

NEW  YORK               9%  ^^^^^H 

■HflHQ  MASSACHUSEHS 
■jjjljjjgj  MINNESOTA 

NATIONAL  AVERASE                 13%  ^H 

►  PERCENT 


Data:  American  Mospital  Assn 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront^"  businessweek.com 
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ERMENEGILDO  ZEGNA 

FINDS  THE  "VELLUS  AUREUM", 

THE  FINEST  WOOL  IN  THE  WORLD. 


4 


CONGRATULATIONS  TO 

HEIMN  &  BARRY  FINCH 

GLENN  INNES  NEW  SOUTH  WALES 

AUSTRALIA 

WINNERS  OF  THE  2002 
VELLUS  AUREUM  TROPHY 
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The  finest  wool  has  long  been  a  family 
tradition.  For  forty  years,  Zegna 
has  quietly  honored  the  best 
woolgrowers  in  the  world  with  its 
annual  Wool  Trophies.  Starting  from 
this  year  Ermenegildo  Zegna 
launches  the  Vellus  Aureum  Trophy. 
The  winning  wool  has  a  record 
of  11,7  micron.  It  is  even  finer  than 
cashmere  and  vicuna,  with  feather 
lightness,  unsurpassed  softness  and 
matchless  quality. 


^  G  ^ 


^  ^ 


Ermenegildo  Zegna 


www.zegna.com 
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Readers  Report 


WARREN  BUFFEn 
HAS  KEPT  THE  FAITH 


The  answer  to  the  qiiestion  about 
General  Re  Corp.  in  "Buffett:  Right 
again?"  (Finance,  Mar.  4)  is  Yes.  As  you 
quoted  Berkshire  Hathaway  Inc.  share- 
holder David  J.  Winters  as  saying,  "Gren 
Re  is  incredibly  well-positioned  for  the 
long  run,  and  it  wall  ultimately  prove 
to  be  a  shrewd  acquisition."  General  Re 
Corp.'s  underwriting  results  during  our 
first  three  years  under  the  Berkshire 
banner  have  been  awful,  and  as  then- 
CEO  I  feel  fully  accountable  and  respon- 
sible— and  I  am  offering  no  denials  or 
excuses  here. 

I  must,  however,  take  exception  to 
the  implication  that  Warren  E.  Buffett, 
while  justifiably  disappointed  with  our 
results,  has  lost  faith  and  confidence  in 
General  Re  or  in  me.  I  never  observed 
or  even  felt  that  to  be  the  case. 

I  had  for  some  time  thought  about 
retiring  at  60,  mainly  because  we  have 
an  incredibly  talented  team  to  take  the 
company  forward.  My  retirement  was 
foreshadowed  by  a  major  reorganization 
almost  two  years  ago  w^hen  Joe  Brandon 
became  CEO  of  our  North  American  op- 
erations and  two  of  our  major  Global 
Business  Units.  Ten  months  ago,  I  in- 
formed Mr.  Buffett  of  my  decision  and 
plans,  and  they  were  announced  on  Sept. 
5.  I  am  confident  that  the  company  now 
led  by  Joe  Brandon  will  prove  Mr.  Buf- 
fett and  Mr.  Winters  to  be  right. 

Ron  Ferguson 

Chairman 

General  Re  Corp. 

Stamford,  Conn. 

THE  MEDIA  HAVE  SOME 

CLEANING  UP  TO  DO,  TOO 

I  am  writing  to  correct  two  points 
of  fact  in  "A  cleanup  job  for  Corporate 


America"  (Editorials,  Mar.  4).  You  st 
"Tyco  International  is  but  one  of  md 
companies  w^hose  paper  is  being  dvimn 
for  its  accounting  sins."  To  what  "si^ 
are  you  referring?  Tyco's  accoimtinf 
sound,  properly  disclosed,  and  in 
accordance  with  the  letter  and  spirit] 
generally  accepted  accounting  prir 
pies.  While  there  has  been  no  short^ 
of  allegations  to  the  contrary,  mos 
from  avowed  short-sellers,  no  act^ 
wrongdoing  has  been  demonstrated 
them  or  anyone  else. 

Second,  you  state:  "When  the  StJ 
dard  &  Poor's  rating  agency  cut  lyco  [ 
three  notches  in  one  fell  swoop,  it 
fectively  shut  the  company  out  of 
commercial  paper  market.  Tyco  tl 
had  to  draw  on  its  $8  billion  bacl 
bank  lines  of  credit."  As  a  point  of  faj 
Tyco  drew  on  its  bank  lines  before 
lowered  its  credit  ratings. 

These  are  treacherous  times, 
good  reason,  investors  and  others 
skeptical  of  Corporate  America.  But 
indeed,  as  you  write,  "America  nee 
its  chief  executives  to  speak  out 
help  restore  credibility  to  the  natiol 
business  culture,"  then  the  media  mif 
also  do  its  part.  A  more  rigorous  J 
herence  to  the  facts  would  be  a  stepj 
the  right  direction. 

Brad  Mc( 
Executive  Vice-Presidt 
Tyco  Intematioi| 
Exeter,  N. 

ALL  QUIET 

ON  THE  EMC  FRONT 

"EMC:  Turmoil  at  the  top?"  (Info: 
tion  Technology,  Mar.  11)  suggests  t. 
"tensions  are  brewing"  between  E? 
Executive  Chairman  Mike  Ruettg 
and  President  and  CEO  Joe  T\icci.  I  w 
closely  with  both  of  them  and  see  tht 
relationship  firsthand.  This  characte 
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'  Arriving  at  a  smart  business 

decision  can  happen  anywhere. 
,  But  the  process  first  requires 
i  information;  information  that 
'  needs  to  be  gathered  from 
j  multiple  sources,  then  analyzed 
and  shared  before  it  can  be 


used  to  your  advantage. 
SAP,  the  world  leader  in  e-busi- 
ness platforms,  is  focussed  on 
finding  new  ways  to  help  their 
customers  lower  costs  and 


increase  revenues 


\ 


WHAT  KIND  OF  DECISIONS  DOES  SAP  MAKE? 
SMART  ONES. 


./:■' 


That's  why  SAP  chose 
Crystal  Decisions'.,  web  reporting 
technology  and  expertise  -to 
help  their  customers  better 
utilize  information  through 
formatted  reporting  for 
competitive  advantage. 


4v 


Crystal  Decisions,  makers  of 
Crystal  Reports',  met  SAP's  demand- 
ing standards.  We're  confident  we 
can  meet  yours.  To  see  how,  call 
us  at  1-866-821-3525  or  sign  up 
for  a  seminar  at: 
www.crystaldecisions.com/ent/005/ 


Access.  Analyze.  Report.  Share. 


crystal  decisions 
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CORRECTIONS  &  CLARIFICATIONS 

In  a  review  of  Yellow:  Race  in  America  Be- 
yond Black  and  White  by  Frank  H.  Wu 
(Books,  Feb.  25  in  some  editions),  Busi- 
nessWeek reproduced  an  error  contained 
in  the  book.  Los  Alamos  scientist  Wen  Ho 
Lee  pleaded  guilty  to  a  felony  charge,  not  a 
misdemeanor.  Wu  has  also  acknowledged 
the  mistake. 

"The  travel  agent  in  your  PC"  (Business- 
Week Investor,  Feb.  25)  incorrectly  referred 
to  consolidator  OneTravel  as  Travelone.  The 
correct  Web  site  is  onetravel.com. 


zation  is  entirely  inconsistent  with  my 
experiences. 

There  is  no  turmoil  at  the  top  of  EMC. 
The  turmoil  is  with  the  global  econo- 
my. Last  year  was  tough  for  the  entire 
information  technology  indiistry.  We  ex- 
perienced a  sjTichronized  global  reces- 
sion and  U.S.  info-tech  spending  suf- 
fered its  biggest  armual  decline  since 
1958.  Challenges  like  that  reveal  the 
true  character  of  leaders. 

In  such  an  en\irormrient  it  would  be 
easy  for  a  company's  leaders  to  dis- 
pute each  other's  decisions  and  priori- 
ties, yet  I  have  never  seen  or  heard  of 
that  with  Mike  and  Joe.  Instead,  what 
they  have  shown  us  over  the  past  year 
is  a  very  complementary,  highly  effec- 
tive relationship  based  upon  tremen- 
dous mutual  respect. 

They  have  also  pro\ided  leadership 
on  an  impressive  list  of  accomplish- 
ments: our  new  Autois  software  plat- 
form, partnership  with  Dell  Computer 
Corp.,  acceleration  of  our  networked 
storage  and  services  businesses,  and 
focused  cost  elimination.  We  at  EMC 
feel  very  fortunate  to  have  two  of  the 
industrj^'s  smartest  and  most  experi- 
enced leaders. 

WiUiam  J.  Teuber  Jr. 

Chief  Financial  Officer 

EMC  Corp. 

Hopkrnton,  Mass. 


CHICAGO.  CITY  OF 
THE  OPEN  AUCTIONS 


"Wake  up,  Chicago:  It's  the  Electron- 
ic Age"  (Finance,  Mar.  11)  was  simplis- 
tic and  missed  the  point  of  what  the 
Chicago  exchanges  are  accomplishing 
on  behalf  of  the-r  members  and  cus- 
tomers. The  Chicago  Board  of  Trade 
(cbot)  gives  customers  a  choice  by  of- 
fering electronically  assisted  and  effi- 
cient open-auction  and  electronic  trading 
platforms  with  a  pricing  schedule  de- 


signed to  balance  the  two.  Our  goal  is  to 
create  a  single,  deep  pool  of  liquidity 
and  pro\ide  a  market  where  overall  con- 
tract volumes  grow.  That  strategy  is 
working,  with  volume  currently  up  more 
than  14%  since  2001 — our  second-best 
year  ever. 

Open-auction  markets  ensure  the 
price  transparency  and  open  commimi- 
cation  necessary  for  the  level  playing 
field  the  cbot  offers  customers.  The  in- 
formation flow  in  an  open-auction  pit  is 
greater  than  w^hat  exists  in  the  screen 
environment.  "Who's  doing  w^hat?"  is 
asked  repeatedly  by  our  customers. 
Such  information  creates  tighter  mar- 
kets and  wider  participation. 

Technology  will  influence  the  speed 
of  product  development  and  introduc- 
tion. It  win  enhance  product  distribution 
as  it  provides  direct  market  access  at  a 
lower  cost  to  a  greater  number  of  users. 
It  win  lower  the  cost  to  participate  and 
increase  speed  and  efficiency  and  range 
of  services.  The  CBOT  is  applying  tech- 
nology to  each  of  these  areas  to  better 
position  ourselves  for  the  future. 

However,  when  you  compare  the 
CBOT  with  the  numerous  dot-coms  or 
electronic  platforms  that  were  supposed 
to  take  away  our  business,  none  of  them 
have  the  time-tested  surveillance  pro- 
grams, the  price  transparency,  or  a 
triple-A  credit  rating  backing  of  all  their 
trades  that  you  will  find  at  our  ex- 
change. Customers  Uke  our  liqviidity,  in- 
tegrity, and  flexibility,  and  w^e  will  con- 
tinue to  provide  it  for  them  in  our  open- 
auction  and  electronic  trading  platforms. 

David  P.  Prosperi 

Chicago  Board  of  Trade 

Chicago 

BOOSTING  BIOTECH 

AT  HARVARD 

LawTence  H.  Summers  has  the  op- 
portimity  to  build  up  the  biotech  indus- 
trv  while  reforming  higher  education 
("Harvard,"  Cover  Story,  Feb.  18). 
Biotech  needs  a  long-term  plan  and  pri- 
vate investment  ("In  biotech,  private 
cash  is  king,"  Finance,  Feb.  18).  He  can 
provide  both.  By  hiring  a  young  science 
faculty';  by  boosting  science  in  the  un- 
dergrad  curriculum,  by  more  interdisci- 
plinary studies  of  computer  sciences  and 
biologj',  by  erecting  a  biotech  complex, 
and  above  all  by  spending  some  of  that 
fat  and  fallow  Harv^ard  endowment,  he 
can  give  biotech  startups  the  leg  up 
they  need. 

Government  won't  do  it,  nor  will  the 
market,  but  private  cash  will.  Summers 
can  provide  the  mature  leadership.  His 
Wall  Street  colleagues  wiU  be  delighted. 


They  can  jump  on  board  when  eve 
thing  is  up  and  running  at  a  profit,  | 
like  the  oscillating  Web. 

Stephen  Un| 
Humble, 

SUPERCONDUCTORS: 
COST  REALLY  IS  NO  OBJECT 


"Moving   more   juice    through 
wires"  (Science  &  Technology,  Feb. 
might  lead  readers  to  conclude  that  c 
ing  requirements  of  motors  using 
generation  high-temperature  supe: 
ductor  wires  make  them  too  expe 
AH  HTS  motors  we  know  of  can  be  cocj 
with  off-the-shelf  cryogenic  systems 
can  do  far  more  than  copper,  in 
net  electrical  efficiency  of  generato: 
large  industrial  motors,  and  providl 
far  more  capacity  to  replace  aging,  ov 
taxed  powder  transmission  cables. 

Greg  Yurek,  ( 

American  Superconduc 

Westborough,  Mi 
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ffHE  NATURAL 
The  Misunderstood  Presidency  of  Bill  Clinton 

?y  Joe  Klein 
oubleday  230pp.  $22.95 


A  SQUANDERED 
PRESIDENCY? 


i^ 


hile  the  U.S.  has  emerged  as 

the  world's  sole  economic  and 

military  superpower,  the  na- 

ion  at  home  has  lived  through  an  era  of 

ailed  Presidencies.  Since  the  assassina- 

lon  of  John  F.  Kennedy,  only  Ronald 

FJeagan  has  left  office  with  his  reputa- 

ion  largely  intact.  Johnson  decided  not 

Lu  seek  reelection — amid  civil  strife  and 

a  bloody  quagmire  in  Vietnam.  Nixon 

'Tresigned  in  disgrace.  Ford,  Carter,  and 

''^'Bush  Sr.  were  voted  out  of  office.  The 

'^Inost  recent  retiree,  Bill  Clinton,  be- 

-Came  the  first  President  in  130  years 

to  be  impeached. 

When  it  comes  to  Clinton,  the  first 
draft  of  history — ^as  written  by  America's 
political  pundits  and  chattering  class — 
has  been  harsh.  Analysts  widely  describe 
the  42nd  President  as  reckless  and  self- 
destructive.  Admirers  write  of  wasted 
opportunities  and  squandered  talent. 
Those  who  despise  him  speak  of  moral 
bankruptcy  and  mushy  multilateralism. 

These  snap  judgments  offer  a  useful 
contemporary  assessment  of  the  Clin- 
ton Presidency.  But  they  lend  neither 
the  perspective  nor  the  intellectual  de- 
tachment needed  to  write  great  works 
of  history. 

Despite  the  challenges  facing  the  in- 
stant historian,  political  journalist  Joe 
Klein  gives  it  his  best  shot.  Barely  a 
year  after  the  man  from  Hope  headed 
for  Harlem,  Klein  has  cobbled  together 
the  first  revisionist  work  on  the  Clinton 
Presidency.  The  Natural:  The  Misun- 
'  derstood  Presidency  of  Bill  Clinton  is 
an  attempt  by  a  sometime  admirer  to 
delve  beneath  the  squalid  headlines  and 
tabloid  fodder  and  discuss  the  Adminis- 
tration's policy  successes  and  failures. 
His  effort  is  a  quaUfied  success:  It  wdll 
make  you  reconsider  Clinton's  eight 
years,  even  if  you  don't  altogether  agree 
with  the  assessment. 

The  book's  title  is  an  allusion  to 
Bernard  Malamud's  1952  novel  about  a 
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supremely  sMUed  baseball  player  whose 
career  is  nearly  cut  short  by  a  devilish 
woman.  But  Klein,  in  searching  for  the 
key  to  Clinton's  character,  also  evokes 
the  philosopher  George  Santayana's  de- 
scription of  William  James:  "He  was  so 
extremely  natural  that  there  was  no 
knowing  what  his  nature  was,  or  what 
came  next."  Klein  sees 
CHnton  as  a  similarly  tal- 
ented, inscrutable  figure. 

Tfie  Natural  is  more  of 
an  extended  essay  than  a 
definitive  history.  Klein — 
a  New  Yorker  wTiter 
known  to  many  as  Anony- 
mous, the  best-selling  au- 
thor of  Primary  Colors — 
no  doubt  intended  to 
provoke  a  broad  (and  rap- 
id) reassessment  of  the 
Clinton  years,  focusing 
more  on  policy  than  per- 
sonal peccadilloes.  But, 
rather  than  redeem  the  ex- 
President,  Klein's  analysis 
(and  occasional  psychoanalysis)  of  the 
dark  side  of  all  things  Clintonian  will 
probably  end  up  serving  to  reinforce  neg- 
ative evaluations. 

Damaging  material  is  liberally  sprin- 
kled throughout  the  book.  How's  this? 
In  reviewing  the  ex-President's  instant 
imprint  on  history,  Klein  mentions  that 
Bartlett's  Familiar  Quotations  includes 
three  Clintonisms  in  its  latest  edition. 
They  are:  "I . . .  didn't  inhale";  "I  did  not 
have  sexual  relations  with  that  woman, 
Miss  Lewinsky";  and  "it  depends  on 
what  the  meaning  of  the  word  'is'  is." 
So  much  for  pohcy  triimiphs. 

Klein,  a  veteran  observer  of  the 
American  political  scene,  is  obviously 
sympathetic  to  the  optimistic  tone  of 
Clinton's  New  Democrat  campaign  rhet- 
oric and  occasional  "third-w-ay"  style  of 
governing,  a  path  meant  to  be  inde- 
pendent of  the  ideological  orthodoxies 
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and  extremes  of  the  two  parties.  His 
basic  thesis  is  that  Chnton  had  great 
successes  (often  overlooked)  to  go  with 
his  stupendous  failures,  such  as  the  dis- 
astrous health-care  overhaul  of  1994, 
not  to  mention  his  private  life. 

Klein  praises  Clinton  for  his  efforts  to 
steer  the  American  economy  into  the 
Information  Age  and  for  restoring  fiscal 
discipline  to  the  federal  budget.  But 
the  book  could  have  used  a  detailed  sec- 
tion on  the  economic  boom  and  how 
much  credit  Clinton  deserves  for  it. 
Klein  lauds  the  thrust  of  Clintonian  for- 
eign policy,  from  trade  liberalization  to 
international  collaboration.  He  argues 
that  Clinton  reshaped  the  Democratic 
Party  from  its  Reagan-era  pessimism 
and  interest-group  domination,  while  de- 
feating the  Gingrich  revolution. 

It's  an  interesting  and 
thought-provoking  thesis,  if 
highly  suspect.  For  one 
thing,  almost  every  major 
Clinton  "achievement"  has 
come  imdone  in  just  a  year. 
The  budget  surplus  has 
vanished.  George  W.  Bush 
has  abandoned  Clinton's 
consensus-building  foreign 
policy  for  an  I'll-lead-you- 
follow  approach  to  allies. 
The  Democratic  Party  has 
returned  to  ideological 
squabbling,  with  congres- 
sional liberals  dominating 
the  debate  and  New^  Demo- 
crats on  the  defensive.  And  w^hile  Gin- 
grich himself  has  faded  fi-om  the  scene  in 
an  orgy  of  extremism  and  personal 
hypocrisy,  the  Republican  control  of  Capi- 
tol Hill  outlasted  Clinton  and  ended  in 
the  Senate  only  after  Bush  tacked  right 
in  his  first  five  months  in  office. 

Then,  there's  the  postscript  to  the 
Clinton  Presidency:  the  war  on  terrorism. 
In  the  aftermath  of  September  11,  the 
Clintonites'  earlier  failure  to  come  to 
grips  with  international  terrorism  looms 
as  a  major  shortcoming  of  the  peace-and- 
prosperity  era  over  w^hich  he  presided.  It 
win  take  more  historical  perspective  than 
we  have  today — and  a  resolution  of 
Bush's  open-ended  war  on  terrorism — 
to  assess  fairly  the  responsibility  for 
America's  lack  of  preparation.  Klein, 
though,  offers  some  fascinating  insights 
fi"om  inside  the  Clinton  White  House. 

Among  those  bearing  degrees  of  re- 
sponsibility, he  asserts,  are  former  IVea- 
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ALMOST  EVERY  MAJOR  CLINTON  ACHIEVEMENT 
HAS  COME  UNDONE  IN  JUST  A  YEAR 
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Stay  tuned. 


TechTV  has  the  most  connprehensive  coverage  of  technology,  including  insights 
from  BusinessWeek  editors.  In  fact,  it's  the  only  cable  television  network  covering 
technology  information,  news,  and  entertainment  24  hours  a  day  (call  your  satellite 
provider  or  cable  operator  for  details).  You  can't  afford  to  miss  it. 
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techtv 

television  about  technology 
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CHANGING     JOBS? 


Our  ROLLOVER  IRA  offers  you: 

Choice.  Value.  Service. 


Your  401(k)  may  be  the  most  important 
savings  you  have,  so  make  sure  you  roll  it 
over  with  the  right  investment  company. 
At  T.  Rowe  Price,  our  broad  range  of 
no-load  mutual  funds,  unwavering  commit- 
ment to  customer  service,  and  over  60 
years  of  experience  mean  you  can  invest 
with  confidence. 


Choice:  For  Rollover  IRAs,  we  offer  over 
60  no-load  mutual  funds.  No  wonder 
Morningstar  called  T.  Rowe  Price  a  "great 
place  for  investors  to  build  a  diversified 
portfolio."* 

Value:  With  no  sales  charges,  commissions, 
or  12b-1  fees,  more  of  your  investment 
works  for  you. 

Service:  Our  dedicated  Rollover  Specialists 
will  help  you  set  up  your  account,  from 
handling  paperwork  to  assisting  you  with 
your  investment  choices. 

For  more  information,  call  today  to  discuss 
your  rollover  options  and  to  receive  a  free  roll- 
over kit,  including  prospectuses  or  profiles. 


100%  no-load  mutual 
funds  covering  a  wide 
range  of  investment 
strategies,  including: 

•  Value  Stock  Funds 

Equity  Income 
Capital  Appreciation 
Mid-Cap  Value 
Small-Cap  Value 
Value 

•  Growth  Stock  Funds 

Blue  Chip  Growth 
Equity  Index  500 
Mid-Cap  Growth 

•  Industry-Specific  Funds 

Financial  Services 
Health  Sciences 
Science  &Technology 

•  International  Funds 

European  Stock 
International  Stock 

•  Bond  Funds 

HighYield 
Short-Term  Bond 
Spectrum  Income 


1-800-541-2497 

WWW.TR0WEPRICE.COM 


Invest  With  Confidence 

TRoweftice 


*Morningstar  Fund  Family  Report,  June  30, 2001 .  For  more  information,  including  fees,  expenses,  and 
risks,  read  the  fund  profile  or  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment 
Services,  Inc.,  Distributor.  IRAR063340 


sury  Secretaries  Robert  E.  Rubin  a^ 
Lawrence  H.  Sumnners.  Klein  clair 
they  opposed  "the  use  of  cyber-warfa| 
against  the  financial  assets  of  terrc 
ists"  on  the  grounds  that  "it  migl 
threaten  the  stability  of  the  intern) 
tional  financial  system."  Then  there  wf 
the  FBI,  led  by  Clinton  critic  Louis 
Freeh,  which  told  the  White  House  thl 
the  danger  posed  by  bin  Laden  was  el 
aggerated.  "Their  standard  line  was  thl 
Osama  bin  Laden  wasn't  a  serious  d| 
mestic  security  threat,"  Klein  quotes 
anonymous  Clinton  official  as  declarin| 
The  stoutest  anti-terrorism  warrior,  al 


A  sad  commentary 

on  Washington: 

It  was  obsessed  with 

Monica  Lewinsky- 

and  blind  to  bin  Ladei 


cording  to  Klein,  was  National  Secu 
Ad\iser  Samuel  "Sandy"  Berger,  wl 
fought  many  a  losing  battle  to  keep  tl 
endeavor  on  the  radar  screen  at  tl 
White  House. 

The  events  of  August,  1998,  rais| 
questions  about  the  motives  behind  tl 
Clinton  Administration's  limited  i 
terrorist  actions.  Bin  Laden's  minior 
bombed  the  U.S.  embassies  in  Kenyj 
and  Tanzania  just  days  before  CUnton  j 
infamous  grand  jury  appearance.  Hil 
retaliatory  attacks  on  Afghanistan  an[ 
Sudan  came  just  three  days  after  h| 
lashed  out  at  independent  counsel  Ker 
neth  Starr  on  nationwide  TV.  "Tl 
were  suspicions,"  Klein  writes,  "evel 
among  the  President's  foreign-policj 
team,  that  the  scandal  had  influencef 
Clinton's  decision  to  go  after  bin  Laden. i 
It  is  a  sad  commentary  on  the  Clintoil 
years  that  official  Washington,  fi^om  th| 
White  House  to  the  Clinton-haters  oil 
Capitol  Hill  to  the  Inspector  Clouseaul 
of  the  press  corps,  was  obsessed  with  I 
former  intern  and  blind  to  the  threa| 
posed  by  bin  Laden. 

You  might  not  agree  with  Klein'l 
point  of  view,  but  you  have  to  give  hinl 
credit.  He  makes  us  think.  And  to  judgJ 
Bill  Clinton  fairly,  Americans  will  hav<l 
to  get  past  their  gut  reactions  and  ponl 
der  the  complexities  of  a  supremely  tall 
ented  politician  and  deeply  flawed  hu| 
man  being. 

BY  RICHARDS.  DUNHANl 
Dunham  covers  the  \Miite  Hoiisel 
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You  want  your  work  done  faster,  you  want  it  done  better.  Brown 

can  do  that.  UPS  Online"  WorldShip;  software  and  UPS  Internet 

shipping  at  ups.com'  stores  and  accesses  your  customers' 

J     addresses,  verifies  their  ZIP  Code,  sends  an  e-mail  to  let  them 

know  their  packages  are  coming,  even  prints  the  label  right 

from  your  PC.  You'll  never  have  to  track  another  package,  you'll  never 

have  to  write  another  label.  Life  is  sweet.  WHAT  CAN  BROWN  DO  FOR  YOU?^ 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROM 

tech&you@  businessweek.com 


THE  WIRELESS  LAPTOP 
MADE  SIMPLE 


Verizon's  new 
AirCard  fits 
laptops  and 
Pocket  PCs  so 
they  can  tap  a 
nationwide 
data  network 


BusinessWeek  online 


LOOKING  FOR  THE 
ULTIMATE  LAPTOP? 

The  IBM  ThinkPad 
A31p  is  big  but  fast. 
Check  it  out  at 
Technology  &  You  at 
www.businessweek.com/ 
technology/ 
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"hen  I  took  a  first  look  at  a  new  wire- 
less data  service  from  VoiceStream 
Communications  (Tech  &  You,  Mar.  4), 
I  speculated  that  the  clumsy  computer-plus-phone 
setup  would  become  a  lot  more  practical  if  I 
only  had  to  deal  with  a  single  device.  It  didn't 
take  long  for  Verizon  W^eless  to  prove  me  right 
by  proxading  a  way  to  use  either  a  laptop  or  a 
Pocket  PC  on  Verizon's  Express  Net- 
work. The  direct  connection,  with  no 
cables  and  no  infrared  link  to  a 
handset,  made  all  the  difference 
in  the  world  in  ease  of  use. 

In  terms  of  basic  function, 
both  VoiceStream  and  Verizon 
provide     mobile     connections 
to  the  Internet  at  speeds 
roughly     equivalent     to 
a    standard    dial-up 
connection.  Verizon 
claims      speeds 
of      up      to 
144   kilobits 
per  second 
in      short, 
bursts,  but 

I    found    that    typical 
speed  was  around  50 
kilobits  per  second 
with  a  good  signal. 
That's  still  a  bit 
faster   than   Voice- 
Stream.   In  either  case, 
your  mileage  wiU  vary,  since 
all  wireless  networks  slow  down  dramatically  as 
signals  weaken  or  as  networks  get  jammed. 

Express  Network,  w^hich  is  based  on  Qual- 
comm's  CDMA  technology,  is  currently  available  on 
the  East  Coast  between  Norfolk,  Va.,  and  Port- 
land, Me.;  in  the  San  Francisco  Bay  area;  and 
aroimd  Salt  Lake  City,  with  most  major  U.S. 
cities  slated  to  be  added  in  the  course  of  the 
year.  Sprint  pes  plans  to  launch  a  similar  service 
nationwide  around  midyear. 

Unlike  the  VoiceStream  system,  Verizon  does 
not  offer  a  true  "always  on"  connection;  your 
laptop  or  handheld  actually  has  to  dial  a  call 
each  time  you  want  to  connect  to  the  Internet. 
In  practice,  this  difference  has  more  effect  on 
how  the  service  is  priced  than  on  how  it  w'orks. 

The  easiest  way  to  use  Express  Netw'ork  is 
with  a  $300  Sierra  Wireless  AirCard  555  PC  Card. 
The  alternative  is  an  $80  Kyocera  2235  handset, 
but  then  vou  are  back  to  awkward  cables  for 


data.  For  technical  reasons,  Verizon  (and  oncj 
its  service  starts,  Sprint)  cannot  bill  for  data 
the  byte.  Instead,  you  pay  for  the  time  you 
connected,  with  your  data  minutes  coming  out 
the  same  bucket  as  your  voice  minutes.  Expre^ 
Netw'ork  is  available  for  a  $30  surcharge  on 
calling  plan  costing  $35  a  month  or  more.  F( 
total  of  $65  a  month,  you  can  get  300  dajlinl 
minutes  (combined  voice  and  data)  and  3,000  mif 
utes  nights  and  weekends. 

I  tested  the  AirCard  with  both  a  'Windows  ?i 
laptop  and  a  Compaq  iPAQ  Pocket  PC.  Althouf 
the  iPAQ  with  its  PC  Card  adapter  sleeve  makt, 
for  a  hefty  IVA-oz.  package  nearly  IJ^  in.  thick, 
w^orked  very  well.  The  only  difficulty  I  ran  intj 
was  that  the  Verizon  network  does  not  cui 
rently  work  with  Microsoft's  virtual  private  ne| 
working  softw-are  (a  problem  Verizon  promise 
to  fix),  so  I  was  unable  to  get  through  Busines 

Week's  firewall  to  read 

mail.  The  AirCard  diak 

also  could  be  better 

tegrated  with  the  Pock 

PC's    software;    y 

have  to  open  a  c: 

using  Verizon's  so 

ware,  then  open  t 

mail  program  or  brov 

ser.    But    I    was    able    t 

send  and  receive  mail  from 

couple    of   Internet    e-ma 

accounts. 

Ising  the  AirCard  ; 
laptop  was  gener; 
ly  a  happy  exper 
ence,  but  reveal 
some  shortcomin 
in  software  for  t 
new  wireless  ag 
For  brow^sing  th| 
Web  and  handling  i 
mail,  it  felt  about  t 
same  as  a  good  dial 
connection,  and  I  was  evi 
able  to  log  on  to  our  corporat 
system  with  Nortel  Networks'  \ii| 
tual  private  network  software. 

The  biggest  problem  is  that  Microsoft  soflj 
ware — especially  its  Outlook  e-mail,  address  bool| 
and  contact  manager  program — is  not  well  sui 
ed  to  wireless  use.  The  AirCard  is  designed  tl 
minimize  charges  by  disconnecting  if  you  haven  | 
used  the  network  for  five  minutes.  But  Outlook 
a  hyperactive  netw^orker  and  will  keep  a  corl 
nection  open  unless  taken  offline  manually.  An  I 
Outlook  Express  tries  to  download  attachment:! 
no  matter  how  big,  whenever  it  connects.  At 
200  to  40c  per  excess  airtime  minute,  these  prcj 
grams  can  get  expensive  if  you  are  not  careful 
Windows,  Outlook,  and  Outlook  Express  all  bac| 
ly  need  a  special  wireless  mode. 

Verizon  and  Sprint  both  say  their  new  dati 
services  are  interim  steps  on  the  way  to  a  muc[ 
faster  always-on  network  due  in  2003.  But  even  il 
its  current  imperfect  state,  the  new  service  frorj 
Verizon  is  a  promising  sign  of  things  to  come. 
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Individually,  we 


Jhieve  a  lot. 


Collaboration— it  all  begins  with  a  shared  vision 

In  times  like  these,  you  can't  afford  to  partner  with  someone  who's  single-minded.  There  must 
be  a  shared  vision  and  shared  ideas  right  from  the  start.  We're  talking  about  collaboration. 
The  method  of  constant  dialogue  and  complementary  skills  interacting  to  create  better 
solutions.  Solutions  that  address  your  business  challenges,  make  the  most  of  your  existing 
infrastructure,  and  deliver  results  on  your  IT  investment.  At  Fujitsu,  we  work  very  closely 
with  our  clients  from  the  outset,  fostering  great  relationships  through  our  unique  approach 
to  consulting  and  services,  the  antithesis  of  prefabricated  solutions.  Information  technology 
is  not  the  panacea.  Collaboration  is.  Together,  we  can  accomplish  anything. 

It's  an  approach  that  further  benefits  from  the  expertise  and  resources  of  the  entire 
Fujitsu  group,  which  has  long  provided  world-class  technology  and  platform  products  all 
over  the  globe.  The  result?  Business  solutions  that  many  may  promise  but  few  can  deliver. 
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Fujitsu  Consulting 

With  a  global  economy  and  fierce  competition  pressuring  their  bottom  line,  most 
companies  today  seek  a  more  rapid  and  measurable  return  on  their  IT  investment. 

Knowing  this,  Fujitsu  has  been  building  a  results-focused,  global  consulting 
organization  to  be  known,  starting  in  April,  as  Fujitsu  Consulting.  This  new 
organization-comprising  what  is  currently  DMR  Consulting,  Fujitsu  Systems 
Business  of  America  and  other  businesses  within  Fujitsu-provides  a  full  breadth 
of  consulting  and  services  that  help  clients  design,  integrate  and  maintain 
high-impact,  strategic  business  solutions. 

Industry  and  business-process  knowledge 

Whether  it's  core  back  office,  front  office  or  extended  functions,  Fujitsu 
Consulting  has  an  excellent  track  record  in  building  relevant  solutions  that 
enable  companies  to  better  serve  their  customers  and  collaborate  with  their 
extended  supply  chain  of  employees,  vendors  and  partners. 

Customer  solutions 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries,  such 
as  enhanced  billing  systems  for  telecommunications  clients,  "straight-through 
processing"  to  reduce  risk  and  lower  costs  for  financial  services  clients, 
and  e-business  strategies  and  innovative  business  intelligence  solutions  for 
government.  Through  our  Application  Portfolio  Management  service,  we 
enable  clients  to  reduce  their  IT  costs  and  free  up  resources  to  focus  on  their 
core  business. 

Unique  ROI-focused  methodology 

Fujitsu  has  a  long  history  of  delivering  ROI  for  its  clients.  Our  unique,  proven 
methodology  enables  the  delivery  of  tangible  business  results.  The  methodology 
starts  by  focusing  on  the  results  the  client  expects  to  achieve  from  their 
investment.  It  then  provides  a  road  map  through  the  design,  implementation 
and  operation  of  the  solution  to  ensure  the  achievement  of  the  desired  results. 

Fujitsu— a  different  way  of  working 

At  Fujitsu  Consulting,  we  live  and  breathe  three  simple  but  revolutionary  ideas: 
deep  collaboration  with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for 
rolling  up  our  sleeves  and  getting  the  job  done.  It  is  the  unique  combination  of 
global  scope  and  human  scale  that  sets  us  distinctly  apart  from  our  competitors 
and  makes  us  so  attractive  to  our  clients. 
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INFO  TECH:  THE  PAYOFF 
IS  BIGGER  THAN  YOU  THINK 


NEW  DEAL: 

Output 
declined  but 
productivity 
growth 
remained 
positive 
during  the 
slowdown,  a 
combination 
not  seen  in 
previous 
recessions 


Laura  D'Andrea  Tyson  is 
dean  of  London  Business 
School. 


Just  in  time  for  spring,  the  U. S.  economy  is 
sprouting  buds  of  economic  recovery.  The 
consensus  among  the  nation's  economists, 
including  Alan  Greenspan,  the  scion  of  economic 
forecasters,  is  that  the  recession — ^if  indeed  there 
ever  was  one — ^is  over  and  a  moderate  recovery 
is  taking  hold.  Hit  by  a  breathtaking  drop  in 
equity  values  and  a  horrifying  terrorist  attack, 
the  U.  S.  economy  is  demonstrating  remarkable 
resilience.  What's  the  explanation  for  this  far- 
better-than-expected  performance? 

Certainly,  the  Federal  Reserve  deserves  some 
credit.  The  Fed  moved  aggressively  as  the  econ- 
omy deteriorated,  slashing  short-term  rates  by  a 
record  amount  within  a  year.  Fed  officials  believe 
that  both  faster  access  to  real-time  information 
and  greater  interdependence  wrought  by  the 
revolution  in  information  technologies  have  ac- 
celerated the  pace  at  which  changes  in  economic 
conditions  take  hold  and  reverberate.  The  dra- 
matic series  of  rate  cuts  reflected  this  belief, 
and  the  economy's  reaction  confirmed  it,  provid- 
ing compelling  evidence  that  monetary  policy  is  a 
powerful  counter-cyclical  tool.  The  authorities  of 
the  European  Central  Bank,  and  others  who  ar- 
gue that  central  banks  should  limit  their  policy 
interventions  to  maintain  price  stability,  would  be 
well  advised  to  heed  this  lesson. 

Improvements  in  business  decision-making 
rendered  possible  by  information  technology  also 
deserve  some  of  the  credit  for  the  quick  re- 
bound. Today,  real-time  data  systems  allow  com- 
panies to  identify  and  correct  imbalances  be- 
tween supply  and  demand  far  more  rapidly  than 
in  the  past.  In  previous  business  cycles,  inventory 
imbalances  inadvertently  were  aDowed  to  build  to 
such  an  extent  that  their  correction  necessitated 
deep,  prolonged  slowdowns.  Contrary  to  what 
some  New  Economy  enthusiasts  were  claiming 
just  two  years  ago,  the  power  of  it  does  not 
mean  that  the  business  cycle  is  dead.  The  human 
beings  using  these  technologies  continue  to  be 
subject  to  errors  of  judgment,  animal  spirits, 
and  herd  mentality,  all  of  which  shape  a  business 
cycle.  But  the  new  technologies  may  well  make 
these  cycles  shorter  and  shallower.  The  resulting 
reduction  in  volatility  could  mean  lower  risk  and 
equity  premiums  and  improved  growth  prospects. 

The  remarkable  performance  of  the  U.  S.  econ- 
omy in  the  previous  year  also  suggests  that  a 
virtuous  cycle  of  strong  investment  in  IT  and 
greater  competition  has  fostered  a  significant 
and  sustainable  improvement  in  productivity. 
From  1995  to  2000,  productivity  in  the  nonfarm 
business  sector  grew  at  an  annual  rate  of  2.5%, 


compared  vdth  1.4%  fix)m  1972  to  1995.  When  the 
economy  stumbled  and  New  Economy  euphoria 
faded,  there  was  growing  concern  that  the  pro- 
ductivity gains  of  the  second  half  of  the  1990s 
would  prove  to  be  temporary.  The  productivity 
record  during  the  economic  slowdown  provides  a 
much  brighter  picture.  Even  as  output  decUned, 
productivity  growth  remained  positive  every 
quarter,  a  combination  not  experienced  in  other 
recessionary  periods  of  the  past  half-century. 
Based  on  the  latest  estimates,  productivity  grew 
at  nearly  2.0%  in  2001,  lower  than  its  3.3%  rate 
in  2000,  but  far  higher  than  the  rate  expected  on 
the  basis  of  previous  cychcal  slowdowns. 

A  growing  number  of  research  studies  strong- 
ly suggest  that  at  least  some  of  the  pickup  in 
productivity  groMi;h  in  the  1995-2000  period  will 
be  sustained.  First,  scientists  expect  the  techni- 
cal power  of  IT  to  continue  to  grow  at  an  aston- 
ishing pace.  Moore's  Law — that  the  power  of 
computer  chips  doubles  every  18  months — ap- 
pears likely  to  stay  in  force  for  at  least  another 
decade.  Second,  IT  investments  in  the  late  1990s 
are  driving  changes  in  business  organization  and 
behavior.  These  will  take  years  to  fully  develop. 
Third,  according  to  a  study  by  Hal  R.  Varian  of 
the  University  of  California  at  Berkeley,  only 
some  60%  of  U.S.  companies  have  introduced 
Internet  business  solutions,  and  many  of  these 
companies  have  not  yet  fully  implemented  them. 

Many  business  leaders  do  not  share  the  sense 
of  optimism  expressed  by  economists.  The  di- 
vergence in  views  is  understandable.  For  many 
companies,  the  returns  on  expensive  investments 
in  IT  have  failed  to  materialize.  The  rapid  diffu- 
sion of  information  technology  has  rendered  over- 
all markets  more  harshly  competitive  and  un- 
dermined pricing  power.  While  productivity  held 
up  surprisingly  well  in  2001,  corporate  earnings 
plummeted  by  more  than  20%,  compared  with 
the  year  before.  Even  the  forecasters  who  are 
most  bullish  about  the  pace  of  recovery  this  year 
do  not  anticipate  a  return  to  the  earnings  growth 
or  equity  values  realized  in  the  last  two  years  of 
the  roaring  1990s. 

Like  previous  technological  upheavals,  the  IT 
revolution  is  likely  to  yield  the  greatest  benefits 
not  to  investors  but  to  workers,  in  the  form  of 
higher  real  wages,  and  to  consumers,  in  the  form 
of  enhanced  product  selection,  quality,  service, 
and  lower  prices.  No  wonder  so  many  of  Amer- 
ica's investors  and  chief  executives  remain  anx- 
ious about  the  future,  even  as  economists — not 
usually  known  for  their  optimism — celebrate  the 
economy's  remarkable  performance.  ■ 
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THE  GLUT  OF 
MANAGERS 

Why  their  ranks  have  expanded 

With  profits  tumbling  13.5%  in  2001, 
could  Corporate  America  have 
overlooked  any  costs  to  cut?  How  about 
the  people  who  make  head-count  deci- 
sions to  begin  with?  Unlike  in  past  re- 
cessions, employment  last  year  surged 
among  the  managers  and  execs  who  run 
companies,  while  employment  contracted 
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in  nonmanagerial  ranks,  notes  Stephen 
S.  Roach,  chief  global  economist  at  Mor- 
gan Stanley  Dean  Witter  &  Co.  "I  guess 
it's  hard  to  wake  up  in  the  morning, 
look  in  the  mirror  and  say,  'You're 
next,' "  he  says,  only  half-jokingly. 

Indeed,  Bureau  of  Labor  Statistics 
data  shows  that  managerial  employment 
rose  by  2.9%  in  2001,  nearly  triple  the 
prior  year's  growl^h  rate.  Meanwhile, 
nonmanagerial  employment  fell  0.5%, 
with  blue-collar  workers  taking  the 
biggest  hit  with  a  decUne  of  2.0%.  That 
stands  in  sharp  contrast  to  1990,  the 
year  the  previous  recession  started, 
when  both  managerial  and  blue  collar 
employment  declined.  And  the  increase 
has  pushed  the  share  of  the  total  work- 
force held  by  managers  to  an  all-time 
high  of  15.3%  of  nonfarm  employment. 

Roach  suspects  that  the  increase  in 
managerial  jobs  is  a  legacy  of  the  In- 
ternet bubble.  As  companies  added  Net 
operations  in  the  late  1990s,  there  was  a 
growing  belief  that  business  had  be- 
come more  complex,  requiring  more 
management.  Nowhere  is  this  legacy 
more  pronounced  than  in  the  service 
sector  The  bulk  of  managerial  hiring  in 
2001  occurred  in  service-related  indus- 
tries such  as  banking,  consulting,  secu- 
rities, accounting,  health  care,  educa- 
tion, and  retail. 


But  Roach  doesn't  believe  this  man- 
agement overhang  can  last.  For  the 
most  part,  the  management  structures 
put  in  place  were  geared  to  the  high 
growth  rates  of  the  late  1990s.  As  earn- 
ings remain  sluggish,  Roach  expects  a 
managerial  shakeout  to  begin  this  year 
or  early  the  next.  This  could  slow  con- 
sumer consumption,  according  to  Roach, 
given  that  managerial  hiring  accounted 
for  the  largest  share  of  job  growth  the 
past  three  years. 

By  Robert  Bemer 


UNCLE  SAM-OR 
SANTA  GLAUS? 

Tax  refunds  give  the  economy  a  lift 

Although  the  economic  recovery  in 
the  U.S.  is  still  vulnerable  to  a 
shakeout,  there  are  plenty  of  surprises 
on  the  positive  side.  Among  these  are 
personal  tax  refunds.  Since  early  Feb- 
ruary, when  tax  season  traditionally 
starts,  taxpayers  have  received  money 
back  from  the  government  at  an  unex- 
pectedly rapid  rate.  According  to  econ- 
omists at  Goldman,  Sachs  &  Co.,  tax 
refunds  through  Mar.  8  were  up  26% 
over  2001  levels,  which  has  helped  hold 
up  consumer  spending. 

There  are  several  reasons  for  this. 
For  one,  companies  are  still  adjusting 
their  payroll  systems  to  take  President 
George  W.  Bush's  tax  cuts  into  account, 
notes  Goldman  economist  John  M. 
Youngdahl.  WWle  the  lower  tax  rates 
took  effect  last  July,  some  companies 
didn't  adjust  their  withholding  on 
time,  which  means  ■— "i"— ^^-^^^^^ 


TAX  REFUNDS  SOAR 


CHANGE  IN  TAX 
REFUNDS  COMPARED  I 
20  WITH  A  YEAR  EARLIER  I 


workers  gave  too 
much  to  Uncle 
Sam  last  year.  In 
addition,  more 
people  are  filing 
tax  returns  elec- 
tronically, which 
speeds  up  refunds. 

Last  year's 
weak  economy  has 
had  an  impact, 
too.  Bonuses  were 
lower,  and  sagging 
stock  prices  have 
left  investors  with 
lower  capital-gains 
tax  liabilities  than  they  had  last  year.  So 
if  taxpayers  withheld  too  much  from 
their  paychecks  to  offset  expected  stock 
market  gains  or  big  bonuses,  they'd  be 
getting  money  back  from  the  Treasuiy. 

Youngdahl  expects  high  levels  of  tax 
refunds  to  increase  personal  income  by 
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about  $3  billion  per  month.  There 
already  signs  that  higher  refiinds  a| 
boosting  the  economy.  Weekly  chain-s 
sales  have  soared  in  recent  weeks, 
upward  explosion  in  tax  refunds  t\ 
year  is  one  reason  why  consumer  spen| 
ing  has  held  up  nicely,"  Youngdahl  saj 

By  Laura  ( 


A  CRACK  IN  THE 
FED'S  SECURITY 

September  11  exposed  some  flaw^ 

The  Federal  Reserve  is  rethin 
how  it  protects  the  financial  sys 
from  a  meltdown  in  light  of  its  expe: 
ences  in  the  chaotic  days  after  Septei 
ber  11.  Fed  loans  to  banks  through 
discount  window  shot  up  to  $45  billion 
Sept.  12,  from  a  daily  average  of  aroi 
$200  million.  Those  loans  were  secur( 
by  collateral  posted  by  the  banks. 

But  the  newly  released  February  i; 
sue  of  the  Federal  Reserve  Bulletin  n 
veals  that  in  the  two  weeks  after  tK 
terrorist  attacks,  the  Fed  was  making 
large  volume  of  imcollateralized  loar 
to  banks  as  well,  reaching  a  peak  ( 
$150  billion  on  Sept.  14,  a  record  lev^ 
and  more  than  60%  higher  than  usua 
The  unsecured  loans  came  in  the  fori 
of  so-called  "daylight  overdrafts."  Typ 
cally,  banks  use  these  overdrafts  whe 
they  must  pay  money  out  in  the  morr 
ing  and  don't  expect  receipts  until  th 
afternoon.  They  carry  an  interest  rate  c 
just  0.36%— that's  $10  a  day  on  $1  mi 
Uon — and  they  are  expected  to  be  rt 
paid  by  the  end  of  the  business  day. 

Because  dayhght  overdrafts  are  ur 
secured,  they  leave  the  Fed  exposed  t 
default  risk.  Requiring  collateral  for  daj 
light  overdrafts  would  better  protec 
the  Fed — ^and,  indirectly,  taxpayers.  Fe 
staffers  found  that  more  than  98%  c 
eligible  banks  would  have  no  troubl 
posting  full  collateral.  But  they  foum 
that  a  collateral  requirement  would  b 
an  issue  for  some  large  banks  that  ar 
among  the  heaviest  users  of  such  over 
drafts.  "These  institutions  could  find  th 
level  of  their  access  to  daylight  credi 
dramatically  reduced  or  could  incur  ad 
ditional  costs  to  acquire  assets  for  col 
lateral  purposes,"  says  the  article 

The  American  Bankers  Associatioi 
says  it  would  oppose  any  attempt  tt 
require  coUateral  for  daylight  overdrafts 
and  the  Fed  hasn't  proposed  doing  so 
Even  if  the  Fed  did  require  coUatera 
for  intraday  loans,  it  could  waive  th« 
rules  in  an  emergency. 

By  Peter  Coj 
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24  CITIES  IN  ASIA. 
ONE  EXTRAORDINARY  FARE 
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INTRODUCING    THE 


The  Malaysia  Airlines'  AccessAsia  Pass  lets  you  fly  to  any  or  all  of  24  great  destinations  in 
Southeast  Asia  for  one  extraordinarily  low  fere  of  $747*  per  person.  Price  includes  round 
trip  Economy  Class  fere  aboard  our  luxurious  B747's  between  Los  Angeles  and  Kuala  Lumpur, 
plus  Economy  Class  travel  to  any  or  all  of  the  other  23  listed  cities  you  want  to  fly  to  within 
a  30-day  period.You  can  add  cities  in  Australia,  India,  New  Zealand  and  South  Africa  for  a  small 
additional  charge.You  can  even  extend  the  30  day  period  or  upgrade  to  First  or  Business  Class 
at  a  special  low  rate  as  well.  Check  out  our  web  site  for  details,  then  call  your  travel  agent 
or  Malaysia  Airlines  at  800-552-9264. Then  pack  your  bags  for  the  trip  of  a  lifetime. 

FLY  TO  ANY  OR  ALL  OF  THESE  CITIES  FOR  ONLY  $747*  

Bali  (Denpasar)  •  Bandar  Seri  Begawan  •  Bangkok  •  Beijing  •  Cebu  •  Hanoi  •  Ho  Chi  Minh  City 
(Saigon)  •  Hong  Kong  •  Jakarta  •  Kota  Kinabalu  •  Kuala  Lumpur  •  Kuching  •  Langkawi  •  Manila  • 
Medan  •  Penang  •  Phnom  Penh  •  Phuket  •  Shanghai  •  Singapore  •  Surabaya  'Taipei  'Tokyo  'Yangon 


'AccessAsia  Pass  is  available  only  to  North  American  residents  and  is  priced  at  USD  $747.00  per  person.  Applicable  local  taxes/lees  are  additional.  Rate 
applies  to  travel  dates  between  January  15  and  May  31, 2002,  or  August  15tti  to  November  15, 2002.  For  travels  between  June  1  to  August  14, 2002  or 
between  November  16, 2002  to  January  14, 2003  a  peak  season  surcharge  of  $150.00  will  apply.  Space  is  limited  and  some  restrictions  apply.  This  otter 
cannot  be  combined  with  any  other  promotional  offer  See  www.malaysiaairlines.com  for  complete  fare  rules  and  details.  ©2002  Malaysia  Airlines. 
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Standard  &  Poor's  MMS  voted 

Best  Screen-Based 

FX  Analysis  &  Commentary  Service 
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FX-\^eek 

Best  Banks 
Awards 

2001 

WINNER 


FXweek's  annual  survey  of  the  global  foreign 
exchange  markets  provides  the  leading  benchmark 
for  performance  in  the  global  FX  industry. 

Bank  on  us  for  the  best  combination  of  analysis, 
news  and  views  of  the  global  currency  market, 
including  FX  options.  Tap  in  to  our  global  network 
of  over  300  analysts  and  market  experts  based  in 
11  financial  centers  around  the  world,  for  truly 
independent,  value-added  fundamental  and  technical 
analysis  -  24  hours  a  day. 


For  Standard  &  Poor's 
MMS  forex  analysis,  visit 

www.GLOBALMARKETS.com 
Reuters  MMSFX 
Bloomberg  FXA 
Moneyline  Telerate  7750 


STANDARD 
&  POORS 

Setting  the  Standard 


For  more  information  contact  us  at: 

New  York      -t-l  212  438  4343      ims_americas@standardandpaors.com 
Hong  Kong     ■I-852  2532  8000       ims_asia@standardandpoors.com 
Paris  +33 1  40  75  25  85    ims_europe@standardandpoors.com 

London  +44  20  7312  7088     ims_europe@standardandpoors.com 

or  visit  us  at  www.GLOBALIVIARKETS.com 
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Business  Outlook 


BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


GET  READY  FOR 
REBOUNDING  PROFITS 

Cost-cutting  and  a  surge  in  productivity  will  lead  to  rosier  earnings 


U  S.  ECONOMY 


PROFITS  ARE 
TURNING  THE  CORNER 

900   ,   ■   ■ 


The  economic  surprises  just 
keep  on  coming.  The  latest  bit 
f  good  news  is  from  the  labor  markets:  Payrolls  in 
February  posted  their  first  increase  in  seven  months, 
and  the  unemployment  rate  edged  lower — not  higher,  as 
was  widely  expected.  Moreover,  fourth-quarter  pro- 
ductivity rose  at  the  fastest  rate  in  a  year  and  a  half. 
That's  not  supposed  to  happen  during  a  recession. 

The  message  is  clear:  The  economy  is  gaining  ground 
on  several  fronts.  Steadfast  consumer  spending  will 
continue  to  pull  manufacturing  out  of  its  slump;  pro- 
ductivity gains  Avill  help  businesses  cut  costs,  laying  the 
groundwork  for  renewed  profit  growth  (chart);  the  im- 
proving outlook  for  profits  and  revenues  will  feed  a 
pickup  in  capital  spending;  and  the  recent  broad  rise  in 
commodity  prices  signals  firmer  global  demand. 

Consumers  continued  their 
spending  ways  in  February. 
Retail  sales  increased  0.3% 
from  January,  and  excluding 
the  ups  and  downs  in  car  buy- 

1450  BBBbBBBB         ing,  February  sales  rose  0.2%, 
^o"  "I  opeSg°profits^  I"       after  surging  1.2%  in  January. 
'^°  1  B  1  B  1 1  B  B        Although  auto  sales  will  sub- 
"  00 1  II  III  IV  01 1  II  III  IV         tract  from  overall  consumer 
A  BILLIONS  OF  ooLURs,  ANNUAL  RATES       spending  In  the  first  quarter, 

strong  demand  elsewhere 
means  that  consumer  outlays 
are  growing  at  an  annual  rate  of  at  least  2%.  A  month 
or  two  ago,  economists  had  expected  consumer  spend- 

I  ing  this  quarter  to  drop. 

But  the  real  story  for  2002  is  in  the  labor  markets, 
and  it's  not  just  their  surprisingly  upbeat  showing  in 
February:  They  are  telling  us  that,  because  businesses 
are  keeping  productivity  up  and  costs  down,  the  outlook 

•'  for  profits  is  a  lot  better  than  you  might  think.  Job-mar- 
ket improvement  this  year  will  very  hkely  come  slow- 
ly, and  the  jobless  rate  may  even  pick  up  again,  al- 
though not  by  enough  to  slam  consumer  confidence  or 
spending.  But  that's  a  reflection  of  businesses'  strategy 
to  lift  their  bottom  lines — a  strategy  that  will  add  mo- 
mentum to  the  overall  recovery  because  it  will  help  to 
drive  future  growth  in  capital  spending. 

AGGRESSIVE  COST-GUTTING  and  swelling  produc 
tivity  are  already  starting  to  pay  off  for  many  busi- 
nesses. Don't  look  for  the  benefits  in  company  earnings 
reports.  It's  not  there  yet,  but  it  will  be.  For  example. 
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▲  BILLIONS  OF  OOLURS,  ANNUAL  RATES 

■REFLECTS  STANDARDIZED  INVENTORY 

VALUES  AND  DEPRECIATION  ALLOWANCES 

Data:  Commerce  Dept .  Federal  Reserve 
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the  Commerce  Dept.'s  roundup  of  fourth-quarter  prof- 
its, to  be  reported  on  Mar.  28,  will  likely  show  that 
economyvride  operating  earnings  of  companies  large 
and  small  rose  from  the  third  quarter. 

Commerce  seasonally  adjusts  earnings  so  that  quar- 
ter-to-quarter comparisons  are  meaningful,  and  it  stan- 
dardizes reports  from  some  5,000  companies,  especially 
with  regard  to  inventory  values  and  depreciation  al- 
lowances. Although  Commerce's  accounting  always  lags 
behind  the  typical  quarterly  earnings  reports,  it  is  ac- 
tually a  more  consistent  and  broader  measure  of  cor- 
porate profits.  Based  on  a  Federal  Reserve  estimate  of 
Commerce  data,  fourth-quarter  operating  earnings  rose 
6.9%  from  the  third-quarter  level. 

Although  that  would  still 
leave  this  measure  of  earnings 
more  than  12%  below  the 
fourth  quarter  of  2000,  the 
point  here  is  that  profits  are 
already  turning  the  corner. 
That's  because  the  fourth 
quarter's  5.2%  jump  in  pro- 
ductivity more  than  offset  the 
quarter's  2.3%  advance  in  com- 
pensation, resulting  in  a  steep 
2.7%  drop  in  unit  labor  costs. 
By  definition,  when  prices  increase  faster  than  unit 
costs,  as  they  did  during  the  fourth  quarter,  profit 
margins  rise. 

It  was  not  just  a  one-quarter  fluke:  Productivity  is 
set  to  post  another  sizable  advance  in  the  first  quarter. 
The  February  job  report  says  that  hours  worked  this 
quarter  are  below  the  fourth-quarter  level.  That  means 
any  increase  in  gross  domestic  product  will  translate 
fully  into  productivity  growth,  and  current  expecta- 
tions for  real  GDP  are  in  the  3%  to  4%  range.  Since 
compensation  is  slowing,  there  will  be  another  sharp 
drop  in  unit  labor  costs,  perhaps  adding  up  to  the 
largest  two-quarter  decline  since  1983.  The  upshot  is 
another  boost  for  profit  margins. 

CORPORATE  AMERICA'S  PUSH  for  profitability  win 

continue  to  scramble  job  growth  in  coming  months. 
To  be  sure,  February's  66,000  increase  in  payrolls  was 
good  news,  following  losses  averaging  240,000  per 
month  since  September.  Service-sector  payrolls  in- 
creased for  a  second  consecutive  month  (chart),  and 
even  temporary  workers  posted  a  gain  after  months  of 
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large  losses,  a  sign  that  many  businesses  are  looking  for 
extra  help.  Manufacturing  pa^TolIs  fell  by  50,000,  but 
that  was  the  smallest  decline  since  December,  2000. 

Still,  the  February  gains  were  meager.  Typically, 
overall  payrolls  must  increase  by  about  150,000  per 
month  just  to  keep  the  unemployment  rate  from  rising 
further  If  the  economy  grows  3%  to  4%,  that  pace 
will  be  achievable  in  coming  months,  but  the  drop  in 
the  unemployment  rate — to  5.5%  in  February,  fi-om 
5.6%  in  January  and  5.8%  in  December — ^is  inconsistent 
with  the  recent  weak  pace  of  job  gains. 

Right  now,  the  Labor  Dept.'s  count  of  payrolls,  tak- 
en from  a  survey  of  businesses,  seems  to  be  a  more  re- 
liable yardstick  for  the  job  markets  than  Labor's  survey 
of  households,  from  which  the  jobless  rate  is  derived. 
The  recent  dip  in  that  rate  may  reflect  quirks  in  the 
data,  which  have  been  exceptionally  volatile  recently. 
The  February  household  survey  showed  one  of  the 
largest  monthly  jumps  in  employment  on  record — ^hard- 
ly believable — along  with  unusually  large  ups  and 
downs  in  the  labor  force  since  December. 

FUELED  BY  PRODUCTIVITY  GAINS  and  cost  cutting, 

a  turnaround  in  profits  will  allow  businesses  to  in- 
crease their  capital  spending  as  demand  picks  up. 
Thanks  to  record  cutbacks  in  outlays  last  year  and  in- 
herently faster  depreciation  of  tech  equipment,  some  ex- 
cess production  capacity  has  been  reduced  (with  the  ex- 


.  AUSTRALIA 


ception  of  teleconununications  equipment).  Plus,  sharj 
declines  in  interest  rates  have  created  better  financing 
conditions,  even  as  companies  have  reduced  their  neec 
to  tap  into  the  credit  markets. 

For  example,  the  corporate 
financing  gap — the  amount  by 
which  capital  expenditures  ex- 
ceed companies'  internally 
generated  funds — has  nar- 
rowed enormously.  It's  down 
to  its  lowest  level  since  1997, 
according  to  estimates  by  the 
Federal  Reserve  (chart).  That 
implies  less  pressure  on  com- 
panies to  seek  outside  financ- 
ing for  new  projects.  As  a 
percentage  of  capital  spending,  the  gap  has  been  cui 
fi'om  about  30%  a  year  ago  to  about  15%  by  the  end  o 
last  year.  Improving  profits  and  cash  flow  will  shrinl- 
the  gap  even  further  this  quarter — even  as  lower  bor- 
rowing costs  make  outside  financing  more  attractive. 

Of  course,  the  proof  is  in  the  pudding,  which  in  this 
case  is  the  bottom  line.  It's  not  there  yet,  but  bettei 
news  on  earnings  may  well  be  the  economy's  next  sur- 
prise. Watch  for  an  increasing  number  of  earnings  re- 
ports  that  beat  expectations  as  first-quarter  numbers 
come  out.  If  that  starts  happening,  it's  another  impor- 
tant sign  that  this  recovery  is  on  solid  ground.  I 
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DOWN  UNDER,  GROWTH  IS  WAY  UP 


You  want  resiliency?  Forget  the 
U.  S.  Look  to  Australia,  which 
posted  the  strongest  growth  of 
the  major  world  economies  in 
2001.  The  country  should  be  a 
growth  leader  in  2002,  also. 

In  2001's  fourth 
quarter,  real  gross  do- 
mestic product  grew  at 
a  startling  5.2%  annual 
rate.  Unlike  most  oth- 
er economies,  Aus- 
tralia's real  gdp  actual- 
ly accelerated  in  each 
quarter  of  2001  (chart). 

Yearend  growth  was 
boosted  by  a  25.4% 
jump  in  homebuilding, 


ENDING  2001 
WITH  A  BANG 


AUSTRALIAN 
■  REAL  GDP  ■ 


'00!  II  III  IV 

QUARTERLY  PERCENT  CHANGE. 
AT  ANNUAL  RATES 

Data:  DRI-WEFA 


into  GDP,  but  the  most  serious 
weakness  came  from  net  exports. 
Strong  domestic  demand  brought 
in  more  imports,  while  the  sag- 
ging global  economy  meant  that 
exports  fell.  The  trade  sector  sub- 
tracted 0.7%  from 
growth  last  quarter. 
Even  so,  Australia 
has  weathered  the 
global  downturn  even 
as  major  trading  part- 
ners such  as  Japan, 
Southeast  Asia,  and 
the  U.S.  fell  into  re- 
cession. The  economy 
benefited  from  a  weak 
Australian  dollar  and 


thanks  to  a  government  subsidy  from  stimulative  economic  policies, 

of  14,000  Australian  dollars  (U.  S.  In  addition  to  the  housing  pro- 

$7,350)  for  first-time  buyers.  Busi-  gram,  the  government  cut  taxes, 

ness  investment  and  consumer  and  the  Reserve  Bank  of  Aus- 

spending  also  increased.  tralia  trimmed  interest  rates  by 

Slower  inventory  growth  cut  two  percentage  points  six  times  in 


2001.  While  some  fiscal  policies 
were  politically  motivated  in  an 
election  year,  the  judiciously 
timed  stimulus  did  help  the  coun- 
try avoid  recession. 

For  2002,  Australia's  economy 
is  expected  to  grow  about  3%,  on 
par  with  forecasts  for  the  U.  S. 
but  above  those  for  Europe  and 
Asia.  January  data  were  encour- 
aging. Retail  sales  were  strong, 
and  payrolls  rose  by  64,000.  The 
jobless  rate  stayed  at  7%,  and  the 
trade  deficit  narrowed  thanks  to 
higher  commodity  prices. 

Australia  can  count  on  accom- 
modative monetary  policy  and 
better  exports  to  boost  growth. 
Yearly  consumer  inflation  stood  at 
only  3.1%  in  the  fourth  quarter,  so 
the  RBA  won't  rush  to  raise  rates 
to  fight  inflation.  And  the  global 
recovery  will  mean  a  rebound  in 
Aussie  exports  this  year.  ■ 
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"I  dont  mind 
paying  taxes. 

I  just  dont 
wanttops^y 
more  than 
niy  share." 
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A  good  portfolio  needs  a  good  tax  strategy. 

Prudential  Financial  can  help. 

Tax  planning  is  an  important  step  in  managing  wealth.  Without  it,  your  portfolio 
could  lose  a  large  portion  of  its  earnings.  A  Prudential  Financial  professional 
can  help  create  a  strategy  with  the  goal  of  protecting  your  investments  from  tax 
surprises  while  identifying  growth  opportunities  for  you. 


Call  for  your 
FREE  guide! 

The  new  tax  laws  may  have 
important  implications  for 
your  retirement,  education, 
and  estate  planning.  Ask  for 
your  free  copy  of  Prudential 
Financial's  report  on  the 
new  tax  legislation,  a 
practical  guide  to  growing 
and  protecting  your  wealth 
under  a  new  set  of  rules. 
The  guide  also  discusses 
the  "sunset  provision" 
under  which  new  tax  laws 
will  expire  after  2010,  unless 
new  legislation  is  enacted. 


Maximize  your  tax-deferred  opportunities. 

We  can  help  you  develop  a  smart  financial 
strategy  that  may  include  tax-advantaged 
vehicles  such  as  variable  annuities,  variable 
life  insurance  and  Section  529  education 
savings  plans.  We'll  also  show  you  how  to  fully 
benefit  from  the  new  tax  laws  which  increase 
savings  opportunities  for  your  401(k)  and  your 
IRA.  And  Prudential  Financial  can  provide 
you  guidance  on  how  to  preserve  your  IRA's 
tax-deferral  status  for  another  generation. 

Consider  tax-managed  mutual  funds.  If 

distributions  from  your  mutual  funds  present 
unwanted  tax  liability,  consider  investing  in 
tax-efficient  equity  funds  or  index  funds.  At 
Prudential  Financial,  you  have  access  to  a  wide 
range  of  tax-smart  funds  to  help  diversify  and 
reduce  the  impact  of  taxes  on  your  portfolio. 

Move  some  of  your  assets  into  municipal 
bonds.  Municipal  bonds  generally  provide 
attractive  yields.  In  addition,  they  are  generally 
free  from  federal  income  taxes  and  some- 
times state  taxes,  too!  But  with  over  50,000 


issuers  to  choose  from  and  no  central  trading 
exchange,  making  a  smart  selection  can  be 
complex.  Prudential  Financial's  award-winning 
research  team  provides  sophisticated  credit 
analysis  to  help  you  pinpoint  the  best  prospects. 

Limit  your  portfolio's  capital  gains  tax  liability. 

Excessive  turnover  can  lead  to  unwanted  taxation. 
Prudential  Financial  can  help  reduce  your  annual 
purchase  and  sell  orders  by  guiding  you  to  attractive 
long-term  stocks.  We  can  also  introduce  you  to 
strategies  such  as  tax-efficient  reallocation  and 
tax-loss  selling  which  can  reduce  your  tax  bite. 

Call  Prudential  Financial  today  and  get 
a  FREE  guide.  With  new  tax  legislation  in 
effect  until  the  end  of  2010,  it's  wise  to  have  a 
Prudential  Financial  professional  review  your 
portfolio  annually.  With  your  tax  advisor,  we'll 
help  ensure  that  your  financial  goals  are 
protected  by  a  smart  plan. 

1-800-THE-ROCK  ext.926o 

prudential.com 


Prudential  (^  Financial 

Crowing  and  Protecting  Your  Wealth'*" 

Neither  Prudentiol  nor  its  companies  or  finoncial  professionals  ore  tax  advisors.  'Income  is  generally  tree  from  federal  taxes  and  state  toxes  for  residents  of  the  issuing  state.  While  the  interest  income  is  tax-free,  capital  gains, 
if  any,  will  be  subject  to  toxes.  Income  for  some  investors  may  be  subject  to  the  federal  Alternative  Minimum  Tax  (AMI).  Securities  products  and  services  are  offered  through  Prudential  Securities,  199  Water  Street, 
New  York,  NY  10292  (member  SiPC),  a  Prudenhol  company. 

Prudential  Financial  is  o  service  mork  of  Tlie  Prudential  Insurance  Company  of  Americo,  Newark,  NJ  and  its  affiliotes.  A059579 
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A  NEW  RISK: 

CEO  GLOOM 


Many  top  execs 
beg  to  differ  with 
economists' 
recent  cheer 


To  a  growing  chorus  of  econo- 
mists, the  signs  of  recovery 
couldn't  be  clearer:  Manufactur- 
ing orders  are  rebounding 
strongly.  Consumer  spending  re- 
mains buoyant.  Unemployment 
slipped  further  in  February.  And  tech 
spending  has  started  to  crawl  out  of  a 
deep  hole.  Add  it  up,  and  gross  domestic 
product  is  on  track  to  grow  a  healthy 
3%  to  4%  in  the  first  half. 

But  that  rosy  view  isn't  shared  by 
many  in  the  corner  office  these  days. 
CEOS  around  the  country  remain  decid- 
edly cautious,  even  downright  gloomy, 
about  the  state  of  the  U.S.  economy. 
That's  true  of  execs  from  electric  utilities 
to  commercial  banks,  but  perhaps 
nowhere  more  so  than  in  manufacturing. 
According  to  a  survey  of  90  corporate 
leaders  released  on  Mar.  11  by  the  Na- 
tional Association  of  Manufac- 
turers, three-quarters  expect 
GDP  to  grow  no  faster  than  2% 
during  the  first  half  of  the  year. 
"The  good  news  is  the  dowTi- 
draft  is  over,"  says  WilMam  R. 
Timken  Jr.,  chairman  and  CEO 
of  Timken  Co.,  a  Canton  (Ohio) 
maker  of  ball  bearings  and  spe- 
cialty steels.  But,  he  adds,  "the 
economists  are  getting  ahead  of  reality." 
For  growth  to  be  sustainable,  corpo- 
rations will  need  to  loosen  their  purse 
strings  in  the  coming  year  and  expand 
capital  spending  and  hiring.  But  in  man- 
ufacturing, the  capacity  utilization  rate 
is  at  about  73%,  the  lowest  since  1983.  So 
companies  can  handle  a  significant  uptick 
in  demand  before  they  need  to  think 


about  adding  capacity.  While  there  are 
signs  companies  may  be  starting  to  hike 
spending  for  technology  that  enhances 
productivity,  it  hardly  looks  like  a  boom. 
A  Mar.  11  Merrill  Lynch  surv'ey  found 
that  most  chief  information  ofBcers  don't 
expect  a  surge  in  tech  spending  until 
2003.  The  problem  is,  without  a  pickup  in 
investment  and  hiring,  warns  John  M. 
Youngdahl,  senior  economist  at  Goldman, 
Sachs  &  Co.,  "growth  could  downshift 
later  this  year  or  early  next  year." 

Companies  may  find  that  too  much 
pessimism  could  come  back  to  bite  them. 
A  recent  PricewaterhouseCoopers  sur- 
vey shows  that  75%  of  405  fast-growing 
companies  poUed  found  it  even  more  dif- 
ficult to  forecast  customer  demand  in 
2002  than  2001.  That  is  forcing  them  to 
stick  tightly  to  conservative  budgets, 
faster  GDP  growth  or  not.  But  if  those 
spending  plans  aren't  flexible,  Pricewa- 
terhouseCoopers partner  Paul  Weaver 
notes,  such  caution  could  crimp  sales 
growth  if  demand  picks  up. 

CEOS  have  missed  turns  in  the  business 
cycle  before.  In  the  spring  of  1980,  a 
BusinessWeek  survey  of  corporate  execs 
found  that  most  saw  little  sign  of  an  im- 
minent recession — even  though  one  had 
already  begun.  In  early  1991,  economists, 
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FRAGILE   The  problem,  says 
a  Goldman  Sachs  economist, 
is  that  without  a  pickup  in  corporate  investment 
and  hiring,  "growth  could  downshift  later  this  year" 


consumers,  and  executives  alike  remained 
in  sync — everyone  was  pessimistic  well 
past  when  the  economy  began  to  im- 
prove. Says  Ken  Goldstein,  an  economist 
at  the  Conference  Board:  "[cEOs]  tend 
to  be  lagging  indicators." 

It's  easy  to  see  why  top  execs  are 
edgy.  For  one  thing,  with  much  of  the 
current  rebound  stemming  from  replen- 


ishing inventories,  CEOs  remain  worried 
that  once  those  stockpiles  get  back  to 
normal,  demand  could  dry  up.  Consider 
steel.  While  inventories  held  by  distrib- 
utors have  been  falling,  demand  for  steel 
used  in  commercial  construction  "is  still 
in  the  pits,"  says  Daniel  R.  DiMicco, 
CEO  of  Nucor  Corp.  "We  don't  see  any- 
thing right  now  that  says  there  is  even 
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an  intermediate  recovery  in  the  works." 
That  downbeat  feeling  exists  even  in 
robust  industries.  Appliance  maker  May- 
tag Corp.  announced  on  Mar  12  that 
sales  for  the  first  two  months  of  2002 
were  surprisingly  strong  due  to  invento- 
ry restocking  by  some  dealers.  It  turns 
out  dealers  who  had  expected  home  sales 
to  slow  after  Christmas  needed  to  re- 
plenish their  showrooms  when  that 
dropoff  never  materialized.  But  Maytag 
warned  2002's  strong  start  would  be  a 
one-time  boost.  The  company  figures  that 
once  those  inventories  have  been  refilled. 


orders  will  slow  again. 
And  profits?  After  last 
year,  you  would  expect  ex- 
ecs to  be  overjoyed  by  the 
prospect  of  a  17%  earnings 
rise  for  the  Standard  & 
Poor's  500-stock  index,  the 
current  Wall  Street  consen- 
sus, according  to  Thomson 
Financial/First  Call.  But 
they're  not.  Since  earnings 
are  coming  back  from  ex- 
tremely depressed  levels,  a 
17%  jump  would  only  bring 
profits  back  to  1999  levels — 
hardly  reason  for  cheer  in 
executive  suites. 

And  with  CEOs  taking  a 
beating  on  Wall  Street  for 
overpromising  on  earnings, 
there's  also  little  upside  in 
getting  out  ahead  of  the  re- 
covery. Lingering  anxiety 
about  future  terrorist  at- 
tacks also  makes  some  execs 
cautious.  "There's  this  feel- 
ing that  terrorism  could  in- 
terrupt things,"  says  Tim 
Sheesley,  corporate  econo- 
mist at  Xcel  Energy,  a  large 
utility  serving  12  states.  "So 
[execs]  are  reluctant  to 
move  to  expand." 

Moreover,  many  compa- 
nies are  still  wrestling  with 
excess  capacity.  So  while 
auto  sales  are  holding  up. 
Ford  Motor  Co.  and 
Chrysler  Group  lost  2.3 
points  of  market  share  to 
foreign  rivals  last  year,  and 
the  slide  continues.  Both  are 
shaving  capacity  by  closing 
plants  and  idling  workers. 
And  while  General  Motors 
Corp.  is  holding  on  to  most 
of  its  share,  a  weak  balance 
sheet  has  GM  slicing  costs, 
including  an  11%  cut  in  cap- 
ital spending  for  2002,  to 
$7.1  billion. 

If  capital  spending  isn't 
surging  ahead,  at  least  the  big  cuts  most 
industries  endured  last  year  appear  to 
be  coming  to  an  end.  While  government 
figures  for  total  business  investment  in 
equipment  showed  a  decline  of  4.8%  in 
the  fourth  quarter  of  2001,  the  pace  had 
slowed  considerably  from  the  15.4%  de- 
cline in  the  second  quarter.  Chemical  gi- 
ant DuPont  expects  capital  spending  in 
2002  to  be  in  Une  ^\^th  2001's  $1.6  bUlion 
after  several  years  of  reductions. 

StUl,  many  companies  are  using  their 
capital-spending  budget  to  tiptoe  back 
into  productivity-boosting  technology  in- 


vestments. James  W.  Keyes,  CEO  of  re- 
tailer 7-Eleven  Inc.,  is  upping  capital  out- 
lays this  year  by  over  40%,  to  just  above 
$500  million.  The  hike  will  go  mostly  for 
information  technology,  including  systems 
that  tie  the  company  directly  to  suppliers 
for  better  inventory  management.  Keyes 
says  he  became  optimistic  late  last  year, 
when  lower  energy  prices  left  his  cus- 
tomers with  more  discretionary  income. 
A  few  are  starting  to  see  the  signs 
of  an  economic  upswing  that  most  CEOs 
are  still  waiting  for.  Daniel  J.  Warmen- 
hoven,  CEO  of  Network  Appliance  Inc.,  a 
Sunnyvale  (Calif.)  maker  of  computer 


WHY  THEY  WORRY 

Despite  a  wave  ofeneoiiragiHf/ 

data,  other faefors  make  CEOs 

relitetant  to  aet  on  the  good  tteies 


UNCERTAIN  DEMAND 

►  While  the  economy  could  grow 
3%  to  4%  in  the  first  half  of 

the  year,  inventory  replenishment 
is  driving  much  of  that  rise.  Many 
execs  fear  that  growth  will  slow 
in  the  second  half  once  shelves 
are  restocked. 

WEAK  PROFITS 

►  Corporate  earnings  have  suffered 
one  oif  the  worst  declines  since 
World  War  II.  Even  if  the  current 
17%  consensus  earnings  estimate 
for  the  S&P  500  is  right,  that 
would  only  get  profits  back  to 
their  1999  levels. 

MARGIN  PRESSURE 

►  Consumer  demand  remains 
strong.  But  with  steep  discounts 
fueling  much  of  that  demand, 
margins  remain  thin.  That  is 
forcing  CEOs  to  rein  in  costs  and 
continue  implementing  layoffs 
and  wage  reductions. 

IDLE  PLANTS        4^1 

►  Capacity  utilization  in  manufac- 
turing was  just  73%  in  January, 
the  lowest  since  1983.  Most 
managers  won't  feel  things  are 
really  humming  until  they  see  a 
much  bigger  upturn  in  demand. 

MANAGING  EXPECTATIONS 

►  Many  CEOs  got  walloped  by  Wall 
Street  for  posting  weak  earnings. 
So  most  would  rather  under- 
promise  now  and  benefit  later  if 
profits  improve  toward  yearend. 
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storage  systems,  says  the  economic  up- 
tiim  is  part  of  the  reason  the  company's 
sales  for  the  fiscal  fourth  quarter,  ending 
Apr.  26,  will  be  up  2%  to  5%,  the  first 
gain  in  four  quarters.  "I'm  pretty  confi- 
dent the  decline  has  stopped,"  he  adds. 
"Companies  have  stopped  the  meat-ax 
approach  to  [technology]  budgets." 

Another  potential  boost:  The  stimulus 
bill  passed  by  Congress  on  Mar.  8  gives 
companies  an  extra  30%  first-year  tax 
deduction  for  new  equipment.  Economists 
don't  expect  the  credit  to  have  a  major 
impact  on  the  economy.  But  it  could  help 
re\ave  tech  spending  since  the  break  is 
especially  valuable  for  short-lived  gear 
such  as  computers. 

Capital  spending  isn't  the  only  area 
where  companies  are  holding  off.  Faster 
growth  or  not,  few  are  ready  to  start 


cranking  up  hiring  yet.  Diesel  engine 
maker  Cummins  Inc.  has  seen  demand 
pick  up  for  some  of  its  smaller  engines. 
But  engines  for  big  rigs  are  still  in  the 
dumps.  And  the  company,  which  lost 
money  last  year,  vdU  post  another  loss  in 
the  first  quarter,  so  hiring  is  stiU  on  hold. 
Alfred  Hoffman  Jr.,  CEO  of  residential 
homebuilder  wci  Communities  Inc.  in- 
Bonita  Springs,  Fla.,  has  come  to  the 
same  conclusion.  Although  sales  and  traf- 
fic levels  have  recovered  from  their  post- 
September  11  dip,  he's  hesitant  about 
removing  a  hiring  freeze  in  place  last 
fall.  "We'll  probably  wait  another  month 
or  two  to  get  confident,"  says  Hoffman. 
Some  pockets  of  hiring  are  heating 
up.  As  foreign  carmakers  grab  share, 
they  are  expanding.  Toyota  Motor  Corp. 
is  taking  applications  for  2,000  new  jobs 


at  its  Indiana  truck  plant.  And  airlines 
such  as  United  Airlines  Inc.,  which  are 
scrambling  to  adjust  to  the  rebound  ii 
travel,  have  been  adding  flights  and  re 
calling  furloughed  workers. 

Still,  for  the  most  part,  companies  wil 
only  start  adding  new  employees  wher 
rising  demand  makes  it  absolutely  nee 
essary.  That  makes  perfectly  good  biasi 
ness  sense.  Ditto  for  holding  back  or 
capital  expenditures  and  staying  cautious 
on  profit  projections.  So  until  CEOs  set 
solid  signs  of  recovery  in  their  own  in 
dustries,  they  aren't  likely  to  start  spend 
ing  freely  again,  rosy  economic  pro 
nouncements  or  not. 

By  Amy  Ban-ett  in  Philadelphia  ana 
Michael  Amdt  in  Chicago,  tuith  Wendy 
Zellner  in  Dallas,  Kathleen  Kerwin  in 
Detroit,  and  bureau  reports 
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TOUGHER  PROSPECTS 

Graduating  MBAs  with  job  offers 


COLUMBIA 


When  they  first  hit  the  books  in 
the  fall  of  2000,  the  business- 
school  students  set  to  gradu- 
ate this  spring  must  have  thought 
they  had  it  made.  A  record  97%  of 
the  just-graduated  class  of  2000  had 
landed  plum  jobs  replete  with  five- 
figure  signing  bonuses  and  six-figure 
salaries.  And  the  class  of  2001  was 
being  wooed  just 
as  aggressively. 
But  when  the 
rest  of  the  econ- 
omy burst,  so 
did  the  MBA 
bubble.  The  re- 
sult: The  MBA 
class  of  2002  is 
facing  the 
toughest  hiring 
enxoronment  of 
any  since  the 
mid-1990s— 
even  with  the 
economy's  recent 
turn.  Although 
smaller  compa- 
nies and  once- 
snubbed  industrials  have  picked  up 
some  of  the  slack  created  by  the 
dearth  of  jobs  at  consulting  firms  and 
investment  banks,  there's  little  doubt 
that  this  year's  mbas  hs  e  worked 
harder  to  land  a  job.  "I  have  had  to 
reset  my  expectations,"  says  Oliver 
Churchill,  a  second-year  s^tudent  at 
the  University  of  Pennsyivania's 
Wharton  School. 

The  numbers  tell  the  stoiv:  At 


many  of  the  top  15  schools,  an  esti- 
mated 55%  to  60%  of  the  class  of 
2002  now  have  job  offers,  down  from 
65%  to  70%  at  this  time  in  2000  and 
2001  (page  108).  Students  and  career- 
services  directors  also  report  that 
pay  for  everyone  from  analysts  to 
consultants  has  dropped  5%  to  10% 
from  early  2000.  Signing  bonuses, 
previously  as  high  as 
$40,000,  have  also 
shrunk:  $5,000  to 
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$20,000  for  investment 
banking  and  consulting 
jobs  is  now  the  norm. 

Corporate  job  cutbacks 
explain  a  big  part  of  the 
drop.  This  past  fall — ^typi- 
cally the  height  of  the 
hiring  season  for  upcom- 
ing MBAS — big  recruiters 
such  as  consultants  and 
investment  banks  can- 
celed or  scaled  back  cam- 
pus visits  in  droves. 
Consultants  alone  cut 
hiring  by  25%  to  50%; 
they  generally  snap  up 
about  30%  of  MBAS. 
They  weren't  the  only  ones  trim- 
ming jobs.  General  Motors  Corp. 
slashed  the  number  of  MBA  hires  70% 
from  2001,  to  25  grads — about  the 
same  number  as  in  the  mid-1990s. 
And  chipmaker  Intel  Corp.  cut  its 
MBA  hiring  by  50%. 

Still,  the  reductions  by  consult- 
ants, banks,  and  high-tech  companies 
that  have  recently  dominated  MBA 


hiring  created  opportunities  for  oth- 
ers. Recruiters  from  industrial  com- 
panies such  as  3M,  Deere,  and  GE 
used  to  be  shunned  by  MBAs.  Now, 
these  old-line  behemoths  are  improv- 
ing their  talent  pool  by  cherry-pick- 
ing top  B-school  candidates.  "Being  a 
124-year-old  company  suddenly  looks 
pretty  sexy,"  General  Electric  Co. 
CEO  Jeffrey  R.  Immelt  recently  told 
a  group  of  MBAS  at  the  Wharton 
School.  This  spring,  GE  recruiters  are 
even  making  two  trips  to  Dart- 
mouth's Amos  Tuck  School  of  Busi- 
ness— the  first  time  they  have  hit 
the  campus  in  years. 

The  downturn  has  also  made  it 
easier  for  smaUer  employers  such  as 
regional  banks  and  boutique  firms  to 
nab  top  talent.  Sprout  Group,  a  ven- 
ture-capital fund  in  Menlo  Park, 
Calif.,  is  getting  its  choice  of  star  stu- 
dents at  Stanford  University's  Gradu- 
ate School  of  Business — at  a  10%  dis- 
count from  the  boom. 

Of  course,  with  the  economy  on 
the  mend,  the  worst  may  finally  be 
over  for  mbas.  Schools  report  that 
calls  from  companies  wanting  to 
schedule  interviews  or  post  jobs  are 
up  as  much  as  50%  from  last  fail. 
Even  the  likes  of  Goldman,  Sachs  & 
Co.  and  McKinsey  &  Co.  are  telling 
students  that  hiring  could  start  up 
again  this  summer.  Just  in  time  for 
the  class  of  2003  to  benefit. 

By  Michelle  Conlin  and  Jennifer 
Merritt,  vnth  Diane  Brady  and 
David  Welch  in  New  York 
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THIS  TIME.  THE  FED  MAY  RESIST 
THE  URGE  TO  TIGHTEN 
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FEDERAL  FUNDS 
FUTURES  RATE* 


MAR.  '02 
▲  PERCENT 


When  it  comes  to  raising  inter- 
est rates,  Federal  Reserve 
Chairman  Alan  Greenspan  has 
a  certain  modus  operandi:  Once  he 
starts  to  ratchet  up  rates,  he  tends 
to  keep  right  on  going.  That's  the 
strategy  Greenspan 
followed  in  1988-89, 
when  he  pushed  up 
rates  to  nearly  10% 
after  the  economy 
shrugged  off  the  '87 
Wall  Street  crash;  in 
1994-95,  when  he 
doubled  rates  as  the 
recovery  gathered 
steam;  and  again  in 
1999-2000,  when  he 
tightened  credit  six 
times. 

So  it's  no  surprise 
that  investors  are 
betting  that  Greenspan  will  follow 
the  same  strategy  now  that  he's  de- 
clared the  recession  over  After  hold 
ing  rates  steady  at  its  next  meeting 
on  Mar.  19,  the  Fed  is  expected  to 
begin  tightening  credit  as  early  as 
May  and  to  doggedly  raise  the 
overnight  interbank  federal  funds 
rate  from  its  current  40-year  low  of 
l%%  to  3M%  by  yearend. 

But  this  time  could  be  different. 
Why?  Because  Greenspan  wants  to 
make  sure  the  recovery  sticks.  So 
the  Fed's  rate  hikes  in  2002  could 
come  later  than  investors  think  and 
end  up  being  just  half  as  much  as 
the  market  expects.  "What  vdll 
make  this  year  unique  are  the 
Fed's  concerns  over  the  durabili- 
ty of  the  recovery  and  very  low 
inflation,"  says  Thomas  D.  Gal- 
lagher, senior  managing  direc- 
tor of  consultants  Internation- 
al Strategy  &  Investment. 

Yes,  the  economy  is  bounc- 
ing back  from  last  year's  mini- 
recession  quicker  than  the  Fed 
expected.  In  just  the  past 
month,  Fed  officials  have 
raised  their  forecast  for  first- 
quarter  growth  to  close  to 
4% — a  far  cry  from  the  1%  to 
2%  they  were  anticipating  in 
early  February.  But  like 
many  a  ceo,  they  worry  that 
the  economy's  strength  won't 


PROS  EXPECT  A  RISE 

Investors  think  the  Federal 
Reserve  will  steadily  boost  rates 


Data:  Chicago  Board  of  Trade 


carry  through  the  second  half  of  the 
year  After  all,  much  of  the  momen- 
tum is  coming  from  a  spate  of  inven- 
tory rebuilding  that  can't  last.  And 
with  consumers  already  deep  in  debt, 
there  isn't  much  room  for  a  fresh 
burst  of  spending. 

That  means  it  will 
be  up  to  Corporate 
America  to  propel  the 
economy  forward, 
which  will  be  tough. 
Facing  paltry  profits, 
a  flock  of  topflight 
CEOS  have  been 
complaining  to  the 
Fed  about  linger- 
ing weakness  in 
their  businesses. 
Greenspan  &  Co. 
consider  a  revival 
of  corporate  confi- 
dence and,  with  it,  capital  invest- 
ment, critical  to  ensuring  that 
the  recovery  stays  robust  in  the 
second  half. 


DEC.  '02 
AS  OF  MAR.  11 


What's  more,  with  inflation  low, 
there's  little  reason  for  the  Fed  to 
rush  ahead  with  a  series  of  poten- 
tially debilitating  rate  hikes.  In 
their  semi-annual  report  to  Con- 
gress on  Feb.  27,  Fed  policymakers 
forecast  that  inflation,  as  measured 
by  the  personal  consumption  price 
index,  would  be  little  changed  this 
year  at  a  mere  VA%.  When  it  comes 
to  inflation,  the  U.  S.  is  "very  much 
in  the  neighborhood  of  what  makes 
sense  for  the  economy  in  the  long 
haul,"  St.  Louis  Fed  President 
William  Poole  told  reporters  on  Mar. 
11.  Moreover,  some  Fed  officials  are 
saying  privately  that  inflation  could 
even  ebb  this  year  thanks  to  contin- 
ued strong  productivity.  If  they 
are  right,  real  short-term  interest 
rates  will  wind  up  higher  relative 
to  inflation,  even  if  the  Fed  does 
nothing. 

None  of  which  is  to  say  that  Fed 
policymakers  don't  consider  the  VA^c 
fed  ftinds  rate  to  be  abnormally  low. 
But  they're  also  aware  that  other  fac- 
tors are  canceling  out  what  would 
normally  be  stimulus  from  the  low 
funds  rate.  The  dollar  is  strong,  curb- 
ing exports,  and  long-term  interest 
rates  are  rising,  threatening  to  under- 
cut what  until  now  has  been  a  robust 
housing  market.  In  fact,  an  index 
compiled  by  Wall  Street  brokerage 
Goldman,  Sachs  &  Co.  shows  that 
overall  financial  conditions — taking  ac- 
count of  long  and  short  rates,  the  dol- 
lar, and  the  stock  market — are  only 
slightly  more  stimulative  now 
than  they  were  at  the  start  of 
2001,  when  the  Fed  began 
cutting  rates. 

Given  the  uncertainties 
about  the  outlook  and  the 
quiescence  of  inflation, 
Greenspan  may  be  ready 
to  rethink  his 
M.O.  and 
take  a 
more  re- 
laxed ap- 
proach to 
raising 
rates.  That 
will  give 
the  economy 
time  to  blossom, 
not  just  with  the 
spring  flowers,  but 
through  the  rest  of 
the  year. 

Miller  covers  the 
economy  from 
Washington 
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ANTITRUST 


GRIPING  OVER 
MICROSOFT'S  FUTURE  GRIP 

Sun  sues  to  foil  a  Web-services  dominance  that  doesn't  yet  exist 


Mi 


Iicrosoft  Corp.'s  legal  quagmire 
just  got  a  lot  more  complicated. 
Now  Sun  Microsystems  is  chal- 
lenging the  mighty  software  giant  in  a 
lawsuit  filed  March  8,  becoming  the 
third  Microsoft  rival  to  accuse  it  of 
throwing  its  monopolistic  weight 
around,  following  suits  by  aol  Time 
Warner  and  defunct  operating  system 
maker,  Be  Inc.  But  Sun  Microsystems 
Inc.'s  suit  is  very  different — and  poten- 
tially far  more  threatening  to  Microsoft. 
While  the  other  suits  seek  damages  for 
alleged  antitrust  violations,  Sim's  suit  is 
about  the  future. 

Sun  is  asking  a  federal  court  in  San 
Jose,  Calif.,  to  block  Microsoft  from 
leveraging  its  Windows  monopoly  into 
so-called  Web  services.  That's  the  same 
tactic  that  got  it  into  hot  water  with 
federal  trustbusters.  Web  services  is  at 
the  heart  of  Microsoft's  .Net  strategy. 
Without  antitrust  protection,  Sun  wor- 
ries that  Microsoft  will  use  its  Widows 
monopoly  to  keep  rivals  out  of  the 
emerging  business. 

It's  a  huge  market  that  Microsoft  is 
aggressively  going  after  by  weaving 
.Net  into  every  piece  of  software  it  sells, 
including  Windows  and  its  server  soft- 
ware, which  competes  with  Sim's  server 
business.  Microsoft  wants  corporations 
that  use  Web  services  to  buy  servers 
that  run  its  software;  that  way,  those 
machines  will  connect  more  smoothly 
with  Windows-equipped  PCs. 

Not  so  fast,  says  Sun.  If  Microsoft 
proceeds  with  its  .Net  rollout  unimped- 
ed, Sun  argues  that  those  smooth  con- 
nections to  Microsoft's  monopoly  ^^%i- 
dows  operating  systems  will  give  it  an 
unfair — and  illegal — advantage.  Sim  and 
others  could  be  cut  out  of  large  swaths 
of  the  lucrative  business  of  selUng  the 
technical  plumbing  of  the  Web.  Sun's 
solution:  yank  .Net  technology  out  of 
Windows.  "If  they  are  allowed  to  con- 
tinue their  bxmdling  with  .Net,  they're 
going  to  control  the  on-ramps  and  the 
exit  ramps  to  the  Internet,"  charges 
Sim  general  counsel  Michael  Morris.  Mi- 
crosoft denies  that.  But  if  successful, 
Sun's  legal  moves  could  cripple  Mi- 
crosoft's .Net  strategy. 

But  does  Sun  have  any  chance?  The 
suit  starts  on  solid  legal  footing.  It  re- 


lies largely  on  an  appeals  court  ruling 
last  June  that  found  that  Microsoft 
used  illegal  tactics  to  thwart  the 
growth  of  Sim's  Java  programming  lan- 
guage. Java  was  designed  to  allow  soft- 
ware developers  to  create  programs 
that  work  on  multiple  operating  sys- 
tems, not  just  one  system  such  as  Win- 
dows. Now  Sun  wants  the  courts  to 


iHY 


Moving  the  case  beyond  that 
also  be  a  stretch.  Sun  argues  that 
crosoft  illegally  bundles  features  in 
Windows  to  gain  advantage  in  the  lo 
end  server  equipment  business,  a  cl 
that  wasn't  a  piece  of  the  antitru 
case.  The  company  accuses  Microsoft 
building  features  into  Windows  thi 
drive  customers  away  from  buying  Si    ^' 
servers,  costing  it  nearly  $1  billion 
lost  sales.  But  Sun  needs  to  establis 
that  Microsoft's  desktop  dominance  hj   ^, 
given  it  an  advantage  in  the  servt 
world,  a  tough  connection  given  th< 
Sun  is  losing  ground  on  the  low^-en 
server  business  not  just  to  Microso    '*' 
but  to  companies  that  make  server 
running  Linux  software  as  well,  sue 


as  IBM.  Moreover,  Sun  was  also  lat 


[fil 


!t^. 


COURT  ACTION 

As  Microsoft  races  to  launch  .Net,  its 

grand  strategy  for  redesigning  the 

way  the  Web  works,  Sun  wants  to  ensure 

that  the  software  giant  doesn't  shut 

rivals  out  of  potentially  lucrative 

new  markets.  On  Mar  8,  Sun  filed 

suit  demanding: 


JAVA 
DISTRIBUTION 


Microsoft  dropped  Sun's 
Java  programming  lan- 
guage from  Windovi^s  XP, 
a  key  part  of  .Net.  Without 
court-ordered  inclusion, 
Sun  loses  a  wedge  into 
Web  services. 


UNBUNDLING  OF 
WINDOWS 


Sun  argues  Microsoft  is 
using  Windows  to  gain  an 
unfair  advantage  in  Web 
services.  It  wants  the 
courts  to  force  Microsoft 
to  remove  .Net  technolo- 
gies from  Windows. 


Microsoft  rivals  struggle 
to  compete  when  they 
don't  have  all  the  techni- 
cal details  about  how 
Windows  works.  Sun  is 
asking  the  courts  to 
force  broad  disclosure. 


force  Microsoft  to  include  support  for 
Java  in  Windows,  something  the  com- 
pany dropped  when  it  launched  Win- 
dows XP  last  October.  "Sun  goes  into 
court  with  the  enviable  position  of  hav- 
ing the  nugget  of  its  case  already  es- 
tablished," says  Howard  University  law 
professor  Andrew  I.  Gavil. 

Even  so.  Sun  still  has  to  prove  that 
Microsoft's  actions  caused  financial  dam- 
age. That's  a  tall  order.  Despite  Mi- 
crosoft's actions,  Java  is  one  of  the  most 
popular  corporate  computing  languages. 


to  market  with  its  Web-services 
strategy. 

Microsoft,  predictably,  accuses  Sun  of 
using  the  courts  to  make  up  for  its 
shortcomings  in  the  marketplace. 
"They'd  rather  litigate  than  compete," 
says  Microsoft  spokesman  Vivek  Var- 
ma.  But  in  the  hardball  world  of  soft- 
ware makers,  litigation  and  competition 
increasingly  go  hand  in  hand. 

By  Jay  Greene  in  Seattle,  nnth  Dan 
Carney  in  Washington  and  Peter 
Burrows  in  San  Mateo,  Calif. 
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ROXY  FIGHTS 


THE  HP  FIGHT  IS  STILL 
TOO  CLOSE  TO  CALL 

Nieither  Fiorina  nor  Ilciwlcil  is  in  a  [)osition  of  strength 


F 


or  an  investor  who  controls 
less  than  two-tenths  of*  one 
percent  of  Hewlett-l'ackanl 
i  '().  stock,  Kevin  M.  Kendino  is 
ctting  a  lot  of  attention  these 
ays.  As  the  bitter  i'\i>;h\.  over 
he  company's  phm  to  rnerj^e 
ith  (Compaq  (Computer  dorp. 
liaws  to  a  close,  the   Merri 
ynch  &(a).  jHtrtfolio  miimmer  is 
•  injf  inundated  daily  by  proxy 
:  ids,  lett<!rs,  ancJ  press  releas- 
— not    to    mention    phon* 
alls.  On  Mar.  11,  an  aide  to 
Walter  B.  Hewlett,  the  dis- 
ident  board  member  who 
.ip|)oses  the  deal,  called  to 
alert  Rendino  that  an  influ- 
iitial  shareholder  was  f^oing  to 
vote  no.  The  next  day,  ill'  man- 
la^ement  calhfd  him  to  .see  if  he 
ineedtnl  any  more  help  making  up  his 
mind     about     th(?     pendinj^     deal. 
"Knou)?h  is  enouj^h  alrea/ly,"  says  Kendi- 
no, who  won't  say  how  he  will  vote. 

Hut  with  just  days  to  jjo  until  the 
^Mar.  19  vote  that  will  decide  the  merg- 
er's fate,  expect  the  two  sid(!S  to  stoke 
their  cam[)aijfn8  even  more.  So  far,  hold- 
ers of  just  2!).;i4%  (jf  llp's  outstanding 
shares  have  |)ublicly  committed  to  ei- 
ther side — 2 1.59%  against,  including  the 
\H%  controlled  by  Walter  Hewlett, 
David  Wood  ley  Packard,  and  their  fam- 
ilies' foundations,  and  just  1.1^)%  for 
management. 

Hut  if  Hewlett  has  the  early  edge,  a 
close  look  at  the  outstanding  votes 
makes  clear  the  race  remains  tight. 


TALE  OF  THE  TAPE 


BufiiruiHsWeek  ha«  learned  that  portfolio 
managers  who  hold  l.r)9%  of  the  shares 
plan  to  vote  for  the  deal  whil(;  holders 
re|)resenting  1.9'i%  say  they  will  vote 
no.  And  Ml'  will  likely  pick  uj)  H%  from 
index  funds.  They  tyfHcally  follow  the 
recommendations  of  Institutional  Share- 
h<jlder  Sctrvices,  the  KockvilU;  (Md.) 
shan^holder  proxy  adviser  that  came 
out  in  favor  of  the  mergc^r  on  Mar.  5. 
Analysts  (expect  management  to  get  2% 
from  III'  employees  and  retirees,  whiU; 
the  o[>i)osition  could  get  8%.  And  Wall 
Street  expects  both  sifles  to  [)ick  U|> 
roughly  (')%  from  individual  investors. 
Add  it  all  up,  and  that  brings  the  to- 


tal opposing  the  deal  tcj  :i2.r)2%,  and 
those  in  favor  to  2^>.'M%.  The  remaining 
42.14%  of  shares  holds  the  key.  To  win  a 
majority,  ill'  will  have  to  grab  about 
f)0%  of  those  votes. 

So  far,  most  of  the  ccjmpany's  top  20 
institutional  shareholders — who  control 
over  half  those  remaining  shan-.s — plan  U) 
vote  with  management,  according  to  ill' 
director  I'hil  M.  (^ondit.  Thre*-— Harclays 
(ilobal  Investf)rs,  Putnam  In- 
vestment Managern<'rit,  anrl  Al- 
liance (Capital  Management — 
have  said  that  they  will. 

Yet  lir's  hold  on  its  top  in- 
vestors might  be  weaker  than 
it  thinks.  liii.nhi/'.nHWmk  lias  atso 
learned  that  th(f  |)ortf(jlio  man- 
ager at  one  of  iii''h  top  \T)  insti- 
tutional shan-holders  will  op- 
{Kjse  the  d(!al.  This  manag<'r 
doesn't  want  lir's  profitable 
print<*r-and-ink  busin«'ss  di- 
luted by  a  merger  and 
frets  that  Ic^ss  than  20%  of 
computer-industry  tieu|»s 
succeed.  Since  Mar.  H,  five 
institutions  with  smaller 
stakes,  indufling  (^all'Klts,  Wells 
Fargo,  and  Hanc  of  America 
(.'apibil  Maruigj'fnc^nt,  hav<'  come 
(jut  |)ublicly  against  the  deal. 
How  other  institutirtris  will 
vote  depends  on  which  <iUtcome  they 
fear  more:  cleaning  up  a  failed 
megamerger  or  finding  a  new  chief  v.x- 
eciitive  if  the  deal  fails  and  cko  f;arleton 
S.  Kiorina  is  forced  out  (»r  r|uits.  Hut 
it's  becoming  less  certain  that  she  would 
leave  if  the  deal  is  turned  down.  While 
Fiorina  has  n-fused  to  divulge  her  plans, 
an  insider  who  knows  the  board's  vit^ws 
says:  "There  is  a  good  chance  that  ('ar- 
ly  coulfl,  and  should,  remain  fiio  even  if 
the  merger  fails  to  pass."  That's  just 
oru!  more  variable  for  weary  investors 
to  ponder. 

Hif  Aiulrcw  J'aric  in  UaLUm  aiuL  Pal^r 
BurrvwH  in  San,  Mafao,  Calif. 


With  the  official  vole  on  the  merger 
of  Hewlett-Packard  and  Compaq  Computer 
.set  for  Mar.  19,  naysayc^r  Walter  Hewlett 
app(*ars  to  have  the  edge.  According  to 
HusineHsWcpk  estimatcis,  23.52%  of 
.shareholders  say  they  will  vote  against  the 
deal,  and  an  additional  9%  are  likely  to,  for  a 
32.52%  total.  \\V  ai)|)ears  to  have  25.34%  of 
voters  on  its  side.  But  institutional  share- 
holders often  vote  with  management  in  proxy 
battles.  Since  they  make  up  the  remaining 
42.14%,  Hewlett's  lead  may  not  hold. 


AGAINST 

FOR 

! 
1 

FAMILY  AND  FOUNDATIONS 

18% 

0% 

INSTITUTIONS 

INSTITUTIONS  THAT  HAVE  TOLD  BW  THEIR  VOTE 

3.59 

7.75 

1.93 

1.59 

SUBTOTAL 

23,52 

9.34 

a. 

INDEX  FUNDS,  WHO  FOLLOW  ISS* 
EMPLOYEES  AND  RETIREES 

0 

8 

3 

2 

INDIVIDUAL  INVESTORS**^ 

fi 

fi 

ESTIMATED  TOTAL 

32.52 

25J4 

PERCENTAGE  POINTS  NEEDED  TO  REACH  50.1%    17  gOO/   94  7f)% 

•Av.umes  these  funds  follow  the  fecommendation  of  proxy  adviser  Institutional  Sliareliolder  Services 
"Atiumes  that  60%  of  retail  shareholders  who  are  not  affiliated  with  HP  vut« 
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COMMENTARY 


By  Diane  Brady 

TWO  CHEERS 
FORGE 


y- 


quisition-hungry  finance  unit  in  2001. 
Bravo,  Mr.  Immelt.  That  all  makes 
for  a  good  start.  But  there's  a  long 
way  to  go.  Now  that  the  folks  at  GE 
have  told  investors  where  they  make 
money,  they  should  pry  open  the 
books  to  reveal  how  they  make  it. 
Investors  need  more  than  sim- 
ply sales  and  earnings  figures 
to  really  gauge  the  health 

Rarely  is  a  compa-       ^^^^^^^^^^^^^^M       ^^H        ^^^^^H^^^^^^^    of       businesses.  Nobody 
n/s  annual  re-  ^^^^^^w     ^^^^^V       ^^H       ^^^^^H^^^^^^^    reading  this  report  would 

port  so  eagerly         ^^^^^^      ^^^^^P        ^^H       ^^^^^H    ^^^^^1  know  the  extent  to  which 
anticipated.  In  the  wake 

of  Chairman  and  CEO  Jef-    ^^^^^^  ^^^V  ^^H        ^^^^H^^^^^    BRAVO  MR.  IMMELT:  But 

frey  R.  Immelt's  threat  to    ^^^^^^^^^^V  ^^^H       ^^^^^^^^^^^^   there's  a  ways  to  go 

a  report  the  size  of  a      ^^^^^^^^^y  ^^^^H  \ 

Manhattan  phone  book  to  dis-    ^^^HjHK^:-,.,..  ^^^^Bi  ^^^H^^^^^^^^    ^^^^  business  reUes  on  acquisi- 

pel  doubts  about  earnings,  in-      ^Bv      ^    ""^N^^to^^^^Bifll^^S^^^^r      ^^^"^  ^^^  growth,  for  example,  or 
vestors  treated  the  latest  tome  ^"fliil^^^^^^^^^^^^P^^^^^^^^^   ^^^^  much  cost-cutting  contributes 

from  General  Electric  Co.  like  the  ^^^MUl^^^l^^^^H^^^^^^H     ^"  ^^^  bottom  line.  "It's  not  just  Triv- 

corporate  equivalent  of  a  Harry  Pot-      ^^^fc^^^^^^^^^^^^^^^^^"      iai  Pursuit,"  says  Sean  Ryan  of  bro- 
ter  book.  For  many,  it  held  the  OPENING  THE  BOOKS?  kerage  Fulcrum  Global  Partners.  "A 

promise  of  new  numbers  that  would  "  minimal  amoxmt  of  data  could  give  us 

magically  reveal  the  inner  w^orkings  As  promised,  GE's  latest  annual         substantial  insight  into  how  they 

of  its  mysterious  financial  unit.  Gen-  report  has  more.  Is  it  enough?  make  money  and  where  the  risks  Ue." 

eral  Electric  Capital  Services  Inc.  ^KTTTy I  ^'.'1  :H  J»1 : ^  J«T>1  ? rTTTmi  '^^  ^^^^  more  data  are  to  come,  al- 

With  just  16  pages  more  than  last  o-     f  r         ■  i  •  though  it's  not  clear  what  exactly  it 

year  and  30%  more  content— thanks         *  Significantly  more  financial  in-         ^jj  provide.  But  investors  know 
to  smaller  type— ge's  2001  report  !°r"^.^*'°r..l'^.^".i^.^.F.?yl°'^.^...Y.?^L..       what  they  need  to  get  a  better  han- 

hasn't  turned  out  to  be  the  biceps-  «  Sales  and  Income  for  26  ^^^  ^^  ^^^  company's  financial  health, 

builder  everyone  expected.  businesses  instead  of  12  They  woiild  hke  to  see  a  few  key 

Still,  the  world's  most  "^  consolidated  seements  nuggets  from  each  business  such  as 

valuable  company  has        _J .—- —  _  pension  income,  investment  losses, 

raised  the  bar  for  disclo-                       Hflfl   *  ^oxe  data  on  GE  Capital,  and  the  cost  of  goods  sold.  What's 

sure  and  opened  itself  to   a^^Q         ^9B  ^^^  complex  finance  arm  that       relevant  may  vary  from  business  to 
an  unprecedented  level      ^pHKi                       kicks  in  40%  of  revenues  business.  Investment  income  is  criti- 

of  scrutiny.  As  ^^^^-  p I J" j cal  for  the  insurance  units  while  re- 

Rob  Plaza  of  ^K  *  Greater  disclosure  on  g^^^j^  spending  is  more  germane  to, 

Momingstar  Inc.  ^i»'  accounting  practices,  say,  the  appliances  business.  But  the 

puts  it:  "If  this  was  including  $56.4  billion  in  question  remains  the  same.  Knowing 

the  way  GE  reported  ^  off-balance-sheet  entities  j^qw  much  groA\'th  is  coming  from 

when  I  started  covering     — """^^  ^^BUTTij  J i ■  Jill ^-^ C'M*]*???!!^!       each  of  the  company's  core  business- 

the  company,  I  would  have  under-  ,  a  hrpakout  of  oension  ^^ — ^^^  what  it  cost  to  get  that 

stood  it  a  lot  sooner."  -^^  ^3^33^^^  ^^^,3       3^^  gro^vth-would  go  a  long  way  to- 

How  so?  For  starters,  GE  broke  ^^^^^  ^^^^^  1^    business  ^^        helpmg  outsiders  judge  how 

out  26  businesses,  up  from  12  seg- sustainable  it  is.  And  GE  shouldn't 

ments  last  year,  and  devoted  a  re-            •  Disclosure  of  acquisitions  in  just  make  this  an  annual  exercise, 
markable  amount  of  attention  to  its           each  business  segment  With  advances  in  information  tech- 
accounting  practices  and  its  use  of            -—.^—— - .^~. nology,  there's  no  reason  GE  can't 

special-purpose  entities  that  move  *  Origin  OT  revenues  within  break  out  results  of  each  business  in 

assets  off  the  balance  sheet.  In  an  at-       .^.^.^.'^..°l[*^..^.':'^i".^.^.^..V"'l^. quarterly  reports. 

tempt  to  bolster  investor's  faith  •  Explanations  of  write-offs  and  Nobody  wants  to  wade  through  a 

about  management's  integrity  and  losses  by  business  unit  phone  book  of  factoids,  and  few  in- 

judgement,  the  report  also  explains  vestors  want  GE  to  waste  the  money 

ge's  critical  accounting  policies.  And       ing  the  true  complexity  and  volatility     or  talent  needed  to  produce  one.  The 
in  his  opening  comments,  Immelt  of  GE  Capital,  Immelt  has  driven  company  says  it  is  simply  responding 

delved  into  topics  such  as  managed         home  how  different  a  beast  that  to  what  investors  want.  Now,  GE 

earnings,  a  far  cry  from  last  year's  byzantine  imit  is  from  ge's  industrial      needs  to  give  them  more  of  what 

celebratory  note  from  outgoing  side.  Under  the  old  format,  nobody         they  really  need:  soUd  information  so 

Chairman  John  F.  Welch.  would  have  known  that  GE  Equity,  they  can  better  assess  the  company's 

Moreover,  there  are  plenty  of  data      the  unit's  investment  arm,  went  from     quality  of  earnings, 
that  should  help  investors  under-  a  $525  million  profit  to  a  $270  million 

stand  where  ge's  mammoth  finance         loss  last  year.  Or  that  GE  made  a  Associate  Editor  Brady  covers  GE 

unit  makes  money.  Indeed,  in  unveil-      "cash  infusion"  of  $3  bilhon  to  its  ac-      from  New  York. 
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EVEN  CEOs  GET  THE  BLUES 
PSORT  OF 

Head  honchos  felt  the  downturn.  But  not  like  the  rest  of  us 


For  months,  compensation  experts  have 
been  predicting  bad  news  for  chief 
executives:  Like  everyone  else,  their 
pay  would  suffer  in  2001.  Now  the  pre- 
liminary data  suggest  those  forecasts  were 
on  the  money.  For  the  first  time  in  seven 
years,  the  nation's  CEOs  are  likely  to  suffer 
Idouble-digit  declines  in  pay. 

At  least  that's  what  the  early  indica- 
tions show.  Of  the  more  than  400  prox- 
lies  filed  so  far,  the  15  highest-paid  chiefs 
^earned  an  average  of  $108.8  million,  ac- 
cording to  Standard  & 
Poor's  ExecuComp. 
That  number — which 
[includes  salary,  bonus, 
iand  options  exercised 
last  year — is  off  nearly  18%  from  the 
$132.5  million  the  top  15  pulled  in  for 
2000.  Still,  there  were  some  who  didn't 
stint.  Leading  the  pack  were  three  CEOs 
whose  cashed-in  options  made  up  most 
of  their  2001  pay.  Tops  was  Oracle's 
Lawrence  J.  Ellison,  who  exercised  23 
million  options  for  a  gain  of  $706  million. 
JDS  Uniphase's  Jozef  Straus  and  Forest 
Laboratories'  Howard  Solomon  saw  op- 
tions gains  of  $150.3  million  and  $147.3 
million,  respectively. 

Several  reasons  combined  to  account 
for  the — relatively — stingy  CEO  salaries. 
Because  of  a  drop  in  performance-based 
bonuses,  average  cash  compensation 
'  plummeted  79%,  to  $2.4  million.  But  the 
lousy  stock  market  played  a  far  bigger 
role.  With  many  executive  stock  options 
under  water,  proceeds  from  exercised 
options,  which  make  up  the  bulk  of  ceo 
pay,  fell  nearly  12%,  to  $106.6  million. 

So  is  pay  for  performance  working? 


Look  solely  at  bonuses,  and  the  an- 
swer seems  to  be  yes.  A  study  by 
compensation  consultancy  William  M. 
Mercer  of  100  early  proxy  filers  found 
that  median  net  income  and  CEO  bonus- 
es for  the  group  were  each  down  13% 
last  year. 

But  take  a  look  at  options  grants  and 
the  way  companies  are  redefining  pay 
for  performance,  and  there's  another 
story.  In  a  year  in  which  many  compa- 
nies' earnings  got  clobbered,  and  many 
shareholders  took  a 
bath,  many  CEOs  took 
only  the  tiniest  of  nicks 
in  their  still  sky-high 
pay.  Indeed,  many 
boards  went  out  of  their  way  to  reset 
prices  on  underwater  options,  pile  on 
big  new  grants,  or  otherwise  rejigger 
pay  for  performance  to  ensure  their 
CEOS  didn't  feel  too  much  of  sharehold- 
ers' pain. 

Take  Coca-Cola  Co.  Its  board  won 
plaudits  in  2000  for  the  tough  goals  it 
set  for  CEO  Douglas  N.  Daft  to  receive  1 
million  performance-based  shares.  But  in 
May,  it  dropped  the  bar  considerably  to 
reflect  lowered  earnings  growth  targets. 
The  board  also  increased  his  salary  18% 
to  $1.5  million,  his  bonus  by  16%  to  $3.5 
million,  and  his  options  grant  to  1  mil- 
lion fi'om  650,000  shares.  In  a  year  when 
net  operating  revenues  were  essentially 
flat  and  shares  fell  23%,  he  was  the 
ninth-highest-paid  CEO,  with  a  total  com- 
pensation package  of  $55  million.  In  up- 
ping  his  package,  the  board  cited  Daft's 
"highly  effective  leadership  and  vision  in 
a  uniquely  complex  marketplace." 


Other  boards  also  found  ways  to  re- 
ward execs  in  a  bad  year.  Thomas  J. 
Engibous,  CEO  at  Texas  Instruments 
Inc.,  lost  his  $1.3  million  bonus  after  TI 
posted  a  $201  million  loss  on  revenues  of 
$8.2  bilHon  in  2001.  Shares  were  off  39% 
for  the  year.  Even  so,  the  board  boosted 
his  salary  by  5%,  to  $836,700,  and  in- 
creased his  options  grant  to  842,000 
shares  from  700,000  shares.  The  board's 
compensation  committee  noted  Engibous' 
"continuing  contribution  to  execution  of 
the  strategic  plan  for  the  company." 

With  many  CEOs  seeing  the  downside 
of  tying  their  compensation  to  the  mar- 
ket this  year,  however,  pay  consultants 
say  many  are  scrambling  to  delink  some 
pay  from  the  stock  price.  Future  CEO 
contracts  are  likely  to  rely  more  on 
share  grants  that  would  be  awarded  for 
meeting  operating  targets  like  earnings 
growth.  Alcoa  Inc.,  Dean  Foods  Co., 
and  others  have  made  the  switch. 

Of  course,  some  CEOs  were  richly  re- 
warded for  all  the  right  reasons. 
Richard  H.  Brown  at  Electronic  Data 
Systems  Corp.,  a  Piano  (Tex.)  tech  ser- 
vices outfit,  had  his  bonus  more  than 
doubled,  to  $7  million,  and  was  granted 
750,000  options  plus  restricted  shares 
valued  at  $27.7  million.  Revenues  were 
up  12%,  to  $21.5  billion,  and  net  income 
jumped  19%,  to  $1.4  billion.  "Most  of 
these  people  get  paid  too  much,"  says 
Terry  McLaughlin,  chief  investment  of- 
ficer for  Ashland  Management  Inc., 
which  holds  a  million  EDS  shares.  "But  I 
can't  complain  with  success." 

Perhaps.  But  if  two  bad  years  of  ex- 
ecutive pay  prompt  new-fangled  pay 
packages,  investors  may  continue  to  find 
themselves  suffering  losses  while  exec- 
utives escape  largely  unscathed. 

By  Louis  Lavelle  in  New  York 


BusinessWeek  online 


For  more  pay  and  options  data  on  the  top  50 

executives  go  to  the  Mar.  25  issue  online  at 

www.businessweek.com 


THE  EARLY  PAY  LEADERS  OF  2001 


Jozef 
Straus 

JDS  Uniphase 

$150.8 

MILLION 


Richard 
Fuld  Jr. 

Lehman  Brothers 

$105.2 

MILLION 


Tony 
White 

Applera 

$61.9 

MILLION 


'Compensation  includes  salary,  bonus,  and  the  proceeds  from  the  exercise  of  options. 


Data:  S&P  ExecuComp 
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COMMENTARY 


By  Joann  MuUer 


KMART'S  SHOPPING  LIST  FOR  SURVIVAL 


It's  hard  to  remember  when  Kmart 
Corp.  wasn't  in  tumai-ound  mode. 
Its  certainly  been  true  for  the  six 
years  that  James  B.  Adamson  has 
been  on  the  board  of  the  lumbering 
retail  giant,  including  the  last  two 
months  as  chauTnan.  Yet  Adamson,  a 
tumaroimd  specialist  who  was  thrust 
into  the  job  of  chief 
executive  on  Mar.  11, 
says  he  needs  until 
the  end  of  the  year 
to  develop  a  new 
strategy'  for  the 
bankrupt  retailer. 
"The  issue  is  who  is 
Kmart,"  he  says. 

Adamson  is  simply 
the  latest  in  a  string 
of  Kmart  CEOs  to  con- 
front that  problem 
over  the  past  decade. 
But  following  the  com- 


The  longer  the 
new  CEO  takes 
to  make  a  plan, 
the  harder  it 
will  be  to  woo 
back  customers 


MARTHA  STEWART, 
COO  JULIAN  DAY,  AND 
CEO  JAMES  ADAMSON 


panj''s  Chapter  11 
bankruptcy  filing  Jan. 
22,  he  may  be  the  last 
if  he  doesn't  come  up  ^nth  a  strategy' 
that  can  produce  gi'owth.  While  he 
says  he  will  focus  first  on  fixing  fi- 
nances and  store  operations,  ulti- 
mately he  has  one  task:  gi^'ing  con- 
sumers a  reason  to  shop  at  Kmart. 

To  his  credit  Adamson  has  put  the 
Troy  (Mich.)  company  on  stronger  fi- 
nancial footing.  On  Mar.  6,  it  re- 
ceived critical  approval  from  the 
bankruptcy  court  for  $2  billion  in 
fijiancing.  And  on  Mar  8,  Adam- 
son announced  plans  to  close  284 
stores  and  lay  off  22.000  workers. 
The  move  will  boost  cash  flow  by 
$550  million  this  year  and  im- 
prove eainings  by  $31  million 
annually.  He  also  brought  in 
top-notch  financial  experts  from 
the  turnaround  firm  of  Jay 
Alix  &  Associates. 

Cei-tatnly  he's  smart  to 
be  war\'  of  jumping  into 
another  iU-considered  re- 
structuring plan.  And 
Adamson  must  avoid  the 
quick-fix  mistakes  of  his 
predecessors,  like 
Charles  C.  Conaway, 
whose  aggressive 

price-cutting  strategy'  touched  off  an 
unwinnable  price  war  with  Wal-Mart 


Stores  Inc.  "I  want  to  make  sure  it's 
verj'  thoughtful  and  that  we  have 
something  that  works,"  he  says. 
But  with  each  day  that  Kmart 
floimders,  rivals  like  Wal-Mait  and 
Target  steal  more  of  its  cvistomers.  It 
will  also  become  harder  to  con\ince 
shoppers  they  need  another  retailer.  If 
Kmart  is  to  have  a 
chance  at  suni\Tng, 
Adamson  must  address 
several  core  marketing 
problems — and  fast: 
■  Strengthen  private 
brands.  Kmart  needs  to 
expand  its  successful  re- 
lationship with  Ufestyle 
queen  Martha  Stewart 
(page  56).  The  $1.5  bil- 
lion in  sales  of  Martha 
Stewart  Everyday  mer- 
chandise make  up  4%  of 
Kmart's  revenues.  With 
new  product  lines  in- 


cluding crafts  and  holiday  decor  in 
the  pipeline,  sales  are  expected  to 
grow  at  least  20%  a  year.  But  Kmart 
also  needs  to  beef  up  fledgling  brands 
like  Sesame  Street,  Joe  Boxer,  and 
Disney.  And  while  older  customers 
will  appreciate  an  upcoming 
makeover  of  Kmart's  Jaclyn  Smith 
clothing  line,  Adamson  stOl  has  to 
find  a  way  to  connect  with  young 
mothers,  its  core  customer. 

■  Create  an  urban  strategy.  Kmart 
executives  have  boasted  for  years 
about  the  retailer's  unique  popularity 
among  African  American  and  Hispan- 
ic customers  thanks  to  its  urban 
stores.  Yet  Kmart  has  never  capital- 
ized on  this  strength.  Adamson  says 
he  intends  to  give  store  managers 
more  autonomy  to  stock  merchandise 
that  suits  their  customers'  tastes.  He 
needs  to  better  target  Kmart's  higher 
margin  clothing  lines  to  such  cus- 
tomers. More  important,  he  should 
forge  ahead  with  plans  he  is  consider- 
ing to  add  fashion  lines  named  after 
popular  black  or  Hispanic  icons. 

■  Fix  groceries  or  get  out.  Conaway 
hoped  shoppers  would  \isit  Kmart 
stores  more  often  if  they  could  buy 
groceries  alongside  electronics,  toys, 
and  apparel.  Now  Adamson  has 
hired  former  Sears,  Roebuck  &  Co. 
executive  JuUan  C.  Day — the  former 
chief  financial  officer  at  Safeway 

Inc. — as  Kmart's  president  and 
chief  operating  officer  precisely 
because  of  his  experience  in 
food  retailing. 

But  selling  groceries  adds  a  lev- 
el of  complexity  to  Kmait's  al- 
ready overburdened  distribution 
system.  Adamson  needs  to  set  spe- 
cific profitability  goals  for  food 
sales — and  if  they  aren't  met,  he 
should  get  out  of  the  business  alto- 
gether. Indeed,  that  sort  of  tough- 
mindedness — long  missing  at 
Kmart — would  go  a  long  way  to  solv- 
ing its  many  problems. 

Midler  Corel's  Kmart  fmm  Detroit. 
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For  a  Q&A  with  Kmart  CEO  James  Adamson. 
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vww.businessweek.com. 


38  BusinessWeek  /  March  25.  2002 


artner  with  Toshiba  for  mobile  success. 
It's  Toshiba  technology 
that  packs  so  much  more  into  so  much  less. 


Ultra-low  voltage  750MHz  Pentium  III  processor 

World's  highest  capacity  built-in  1.B"  ultra-compact  HDD 
Low  power  consumption  12"  low-temperature  poly-silicon  thin-film  LCD 

Lightweight  lithium  ion  aolymer  battery 
Built-in  modem,  ethernet  and  wireless  LAN 


The  world's  thinnest  notebook  at  just  O.B  inches  and  2.B  lbs. 

•The  thinnest  of  all  notebook  PCs  with  a  12.1  LCD.  Data  source:  Toshiba  Corporation  1  Feb. 2002 
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Because  you're  why  we  turn  great  ideas  into  brilliant  reality     www.toshiba.com 

TOSHIBA 

Toshiba  PC's  use  genuine  Windows®  Operating  Systems 
www.  microsoft .  com  /piracy  /  howtotell 


Toshiba  supports  FIFA  World  Cup^**  as  Official  IT  Partner. 


News:  Analysis  &  Commentary 


The  CEO  says  results  from  his 
expansion  will  take  a  while, 
but  they'll  be  worth  the  wait 

Taxes  may  be  one  of  life's  two  cer- 
tainties, but  that's  not  sure  enough 
for  H&R  Block  Inc.  CEO  Mark  A. 
Ernst.  Ever  since  the  43-year-old  joined 
the  No.  1  U.  S.  tax  preparer  in  1998,  he 
has  been  hell-bent  on  diversifying  into 
other  financial  services.  He  is  undeterred 
by  the  failure  of  his  predecessors'  moves 
into  legal  services  or  the  ill-timed  sale  of 
Internet  service  provider  CompuServe 
Corp.  for  $1.3  billion  in  1998  when  critics 
said  it  was  worth  twice  that. 

Yet  Ernst,  a  former  American  Ex- 
press Co.  executive  hired  from  outside 
the  Bloch  family  to  run  the  47-year-old 
company,  has  pressed  on:  His  push  into 
mortgages,  stock  brokei-age,  accounting 
for  businesses,  and  investment  advice 
propelled  the  Kansas  City  (Mo.)  compa- 
nj'^s  quarterly  net  profits  more  than  six- 
fold, to  $29.6  million,  in  its  third  fiscal 
quarter  ended  -Jan.  31. 

The  expansion  efforts  have  met  with 
apparent  success — at  least  for  now. 
Prompted  by  the  Federal  Reserve's  11 
interest  rate  cuts  last  year,  earnings  in 
the  mortgage  business  alone  grew  al- 


55 


50 


most  60%  last  year — and  through  Feb- 
ruary, new  mortgages  are  up  a  feverish 
86%  Wr  2001.  Some  100,000  iras  have 
been  sold  in  the  first  two  months  of  the 
current  tax  season,  and  a  wealth-man- 
agement program  for  investors  launched 
in  October  signed  up  3,248  accottnts  with 
$486  million  in  assets.  Even  the  staid 
tax  business  has  been  a  bonanza:  The 
myriad  changes  in  the  tax  code  should 
continue  to  send  taxpayers  to  Block's 
9,000  offices  en  masse. 

Investors  took  note. 
After  languishing  for 
years,  the  stock 
soared  117%  in  2001— 
one  of  the  top  10  best 
performers  in  the 
Standard  &  Poor's 
500-stock  index,  which 
was  down  nearly  12% 
last  year.  Told  by  the 
company  to  look  for 
more  upside  surprises 
this  year,  investors 
sent  the  stock  to  a  52- 
week  high  of  around  50  on  Mar.  1. 

Still,  it's  far  from  clear  that  Ernst's 
forays  will  have  staying  power.  Block's 
accoimting  and  consiilting  operations  are 
suffering  from  the  decline  in  business 
spending  and  could  take  a  hit  from  the 


JULY  6.  '01 
A  DOLLARS 


Andersen  fallout.  Detroit's  Olde  Dis 
coimt  Corp.,  a  broker  Block  bought  fo 
$850  miUion  in  1999,  is  hurting  because 
of  a  bumpy  stock  market.  And  th 
mortgage  boom  is  likely  to  peter  ou 
when  interest  rates  rise. 

The  signs  of  weakness  are  alread 

showing.  For  the  fiscal  quarter  endec 

Jan.  31,  revenues  at  Block's  invest 

ment-services  unit  fell  48%,  to  $61  mil 

Hon,  as  the  average  daily  retail  tradinj^ 

fell  36%.    The  consensus  on  Wall  Stree 

is  that  H&R  Block  will  earn  $425.8  mil 

Uon,  a  50%  upswing  fo} 

ERNST:  fiscal  2002,  w^hich  ends 

Envisioning      Apr.  30.  But  analysts  ex 

a  one-stop  pect  earnings  growth  t( 

financial  shop  slow  sharply,  to  6.2%,  fo: 

a   net   profit   of  $452.1 

'  million  in  fiscal  2003. 

Alexander  Paris  Jr.,  director  of  re 
search  at  Chicago's  Barrington  Research 
Associates  Inc.,  is  sticking  to  his  $55 
share-price  target  for  2002.  Cvurently, 
the  stock  trades  at  a  p-e  of  27  times 
the  last  12  months'  earnings.  "Early  in 
dications  for  all  of  Block's  businesses  are 
good,  but  we're  going  to  need  to  see 
further  progress  if  we're  to  remain  bull 
ish,"  he  says.  Douglas  Grey  of  the  32 
stock  PBHG  Clipper  Focus  F\md  dumped 
Block  in  September  because  he  viewed  it 
as  fuUy  valued  at  below  $40  a  share. 

Even  the  booming  tax  business — 
which  stUl  makes  up  55%  of  Block's  rev- 
enues and  profits — ^is  likely  to  slow.  Rev 
enues  from  tax  preparation  are  expected 
to  be  up  13%  this  fiscal  year  and  next 
but  will  return  to  more  typical  6% 
growth  by  2004.  Block  isn't  as  powerful 
in  the  do-it-yourself  market  for  tax 
prep — largely  an  online  business  domi- 
nated by  Intuit  Inc.  It  accounts  for  only 
5%  of  revenues,  and  its  market  share 
has  been  flat  for  three  years. 

Ernst     concedes 
there's   a   long   road 
ahead  before  his   17 
million  tax  customers 
see  Block  as  a  one- 
stop  financial  shop.  "It 
will  be  several  years 
before  our  current  ex- 
pansion plans  pay  off," 
he  says.  But  at  least 
one     investor    looks 
wiUing  to  stick  it  out: 
Warren    E.    Buffett, 
who  bought  8.4%  of 
the  company  early  last 
year  and  added  230,000  more  shares 
last  quarter.  That's  a  big  vote  of  confi- 
dence. But  if  Block  can't  keep  deliver- 
ing, an  exodus  from  the  stock  is  another 
certainty  he  can  coimt  on. 

By  Pallavi  Gogoi  in  Chicago 
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CISCO  LETS 
THE  SUN  SHINE  IN 

IN  A  BID  TO  SATISFY  SKEPTICS 
about  its  accounting,  Cisco 
Systems  has  changed  the  data 
it  provides  in  regulatory  fil- 
ings to  the  Securities  &  Ex- 
change Commission.  In  its 
quarterly  report  filed  on  Mar. 
11,  Cisco  revealed  for  the  first 
time  its  plans  to  purchase 
four  private  companies  in 
which  it  has  already  invest- 
ed money.  The  biggest,  stor- 
age networking  company  An- 
diamo  Systems,  is  partially 
o\Mied  by  Cisco  and  is  housed 
at  its  headquarters.  Acquir- 
ing the  rest  of  Andiamo 
would  cost  up  to  $2.5  billion, 
depending  on  Andiamo's  re- 
sults. The  maximum  cost  of 
buying  the  other  three  un- 
named companies  would  be 
$500  million,  says  the  filing. 
Cisco  omitted  pro  forma  data 
from  its  SEC  filings,  though  it 
will  still  offer  pro  forma  re- 
sults in  press  releases.  In- 
vestor reaction  has  been 
tepid,  with  Cisco's  stock  drop- 


CLOSING    BELL 


MAYBE  NECT  YEAR 

Lucent  backed  off  its  forecast 
for  profitability  this  year,  say- 
ing it  won't  make  money  until 
fiscal  year  2003.  Investors, 
also  troubled  by  the  telecom 
equipment  maker's  news  that 
revenue  growth  would  miss 
its  target  for  the  current 
quarter,  punished  the  stock. 
Shares  fell  21%,  to  $4.92,  in 
the  two  days  ended  Mar.  13. 


^ 


LUCENT  TECHNOLOGIES 
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ping  6%  to  $16.36  in  the  two 
days  since  the  filing. 


TWO  MORE  FLAVORS 
UNDER  ONE  ROOF 

TRICON  GLOBAL  RESTAURANTS 
is  acquiring  Long  John  Sil- 
ver's and  A&w  All  American 
Food  Restaurants  for  $320 
million  in  cash.  The  acquisi- 
tion, pending  regulatory  ap- 
proval, will  help  the  LouisvQle 
owner  of  Taco  Bell,  KFC,  and 
Pizza  Hut  accelerate  its  strat- 
egy of  offering  customers  sev- 
eral brands  under  one  roof. 
Prior  to  the  deal,  Tricon  had 
a  licensing  deal  \\ath  York- 
shire Global  Restaurants, 
owner  of  Long  John  Silver's 
and  A&w.  Tricon  CEO  David 
Novak  says  sales  and  profits 
have  increased  by  25%  to 
40%  at  units  where  multiple 
brands  are  offered.  Tricon  will 
also  change  its  name  to  Yum! 
Brands — after  its  ticker,  yum. 

£r.:  NOT  HEADED  FOR 
THE  STRATOSPHERE? 

IN  THE  HOPES  THAT  STEVEN 

Spielberg's  E.T.  The  Extra- 
Terrestrial  will  dial  up  some 
added  revenues,  Vivendi  Uni- 
versal is  rereleastng  the  1982 
blockbuster  on  Mar.  22  with 
the  usual  Hollywood  send-off. 
The  studio  is  thro\Aang  a  star- 
studded  premiere  with  a  100- 
piece  orchestra  for  the  classic, 
which  grossed  a  then-record 
$349  million  at  the  box  office. 
Few  expect  the  film,  to  be 
released  on  more  than  2,500 
screens,  to  do  otherworldly 
business,  however.  The  real 
goal  is  more  likely  to  provide 
liftoff  for  the  film's  first-time 
release  on  dvd,  which  is  Kke- 
ly  to  be  out  for  Christmas. 

OPEO  CUTS  GOULD 
CAUSE  SOME  PAIN 

OIL  PRICES  APPEAR  TO  BE 
headed  higher  in  coming 
months,  which  could  strike  a 
blow  to  the  struggling  global 


HEADLINER:   PHILIP   ODEEN 


FROM  RETIREMENT  TO  A  TAKEOVER  FIGHT 


PHILIP  ODEEN  KEPT  IN 

fighting  shape  during  his 
month-long  retirement 
from  TRW.  And  on 
Mar.  13,  the  inter- 
im CEO  sprang 
back  into  action. 
Making  clear 
that  TRW  wall 
fight  Northrop 
Grumman's  un- 
solicited $5.9  bil- 
lion takeover  offer, 
Odeen  unveiled  a 
program  of  asset  sales, 
debt  reduction,  and  a  spin 
off  of  the  automotive  unit 
by  yearend. 

Odeen  says  the  moves 
would  leave  TRW  with  a 
strong  lineup  of  missile-de- 
fense and  homeland-securi- 
ty apparatus,  positioning 
the  Cleveland-based  com- 
pany right  in  the  "sweet 


spot"  of  future  defense  out- 
lays. Under  an  Ohio  law 
that  makes  hostile  deals 
more  difficult,  TRW 
shareholders  will 
vote  on  whether 
to  let  Northrop 
continue  its  bid 
on  Apr.  22. 

Odeen,  66, 
took  over  his 
present  job  in 
February  after  the 
surprise  resignation 
of  TRW  Chairman  David  M. 
Cote,  who  left  to  become 
CEO  of  Honeywell  Interna- 
tional. Odeen  previously 
ran  TRw's  Washington  of- 
fice. He  also  spent  13 
years  at  Wilson  Sporting 
Goods.  Apparently,  Odeen's 
competitive  juices  are  flow- 
ing again. 

Chris  Palmeri 


economy.  Blame  opec,  which 
is  expected  to  leave  its  out- 
put unchanged  when  minis- 
ters meet  on  Mar.  15  in  Vi- 
enna. In  December,  OPEC 
agreed  to  cut  oil  production 
by  1.5  million  barrels  per  day 
for  six  months  beginning  Jan. 
1.  That,  along  with  rising 
Mideast  tensions,  the  pros- 
pect of  increased  U.S.  de- 
mand, and  falling  crude  oil 
inventories,  has  led  to  a  price 
spurt  in  recent  weeks.  Crude 
recently  hit  $24  a  barrel,  and 
analysts  say  it  could  rise  to 
$27  a  barrel  by  midyear. 

BAHLE  OF  TWO 

TV  STARS' 

SATELLITE    MOGUL    CHARLIE 

Ergen  and  Gtemstar-TV'  Guide 
Chairman  Henry  Yuen  are 
squaring  off  in  an  obscure 
case  before  the  International 
Trade  Commission.  At  issue 
is  whether  Ergen's  EchoStar 
satellite  service  violated  Gem- 
star  patents   for  on-screen 


program  guides  that  go  into  I 
set-top  boxes  made  in  Mexico] 
for  EchoStar's  Dish  Network. 
Gemstar,  which  contends  that 
its  patents  give  it  control  of 
guides  for  cable-  and  satel- 
lite-TV subscribers,  says  its 
patents  were  violated  when 
the  boxes  entered  the  U.S. 
A  decision  by  an  ITC  judge  is 
expected  on  Mar.  21,  with  the 
full  ITC  expected  to  rule  by 
June.  EchoStar  has  filed  suit 
in  U.S.  District  Court  alleg- 
ing that  Gemstar  uses  its 
patents  to  "coerce"  companies 
into  signing  "anticomjjetitive" 
agreements. 

ETCETERA. ■■ 

■  The  FDA  rejected  Corixa's 
application  for  its  cancer 
drug,  Bexxar. 

■  U.  S.  airUnes  received  a  60- 
day  extension  of  war-risk  in- 
surance coverage. 

■  Grocery  chain  Safeway  is 
launching  a  Web-based  home 
deUvery  service. 
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It's  not  how  many  ideas  you  have.  It's  how  many  you  make 
happen.  So  whether  it's  your  idea  or  Accenture's,  we'll  help  you 
turn  innovation  into  results.  See  how  at  accenture.com 

Consulting  •  Technology  •  Outsourcing  •  Alliances 
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It's  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen. 


In  early  2000,  the  \A)orlcl's  number  one  computer  company  set  ou1 
to  upgrade  its  already  world-class  manufacturing  infrastructure 
with  a  bold  yet  simple  premise:  "build  more  systems  with  less 
inventory."  I  am  Dell's  idea,. delivered.  In  about  100  days, 
Accenture  and  Dell  conceived  and  implemented  an  approach  that| 
allows  Dell  to  operate  on  no  more  than  two  hours  of  inventory 
at  a  time.  Now  in  place  in  Dell's  plants  around  the  world,  this 
system  has  already  generated  a  500%  return  on  investment, 
while  enabling  Dell  to  adapt  more  quickly  to  rapidly  changing 
technologies. 
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Claims  is  the  nexus  of  cost  and  service  for  property  and 
casualty/general  (P&C)  insurers.  Improvements  to  the  claims  proces: 
represent  the  single  greatest  opportunity  for  P&C  carriers  to  reach 
the  next  level  of  profitability.  I  am  Chubb's  idea,  delivered. 
Accenture  is  partnering  with  the  Chubb  Group  of  Insurance 
Companies  to  develop  an  easy-to-use  Web-based  solution  to  manage 
Chubb's  claims  process  via  the  Internet.  Drawing  upon  the 
most  advanced  technology  available,  this  system  is  revolutionizing 
the  claims  process  by  allowing  claims  professionals  to  further 
improve  the  superior  service  for  which  Chubb  is  known. 


As  one  of  Europe's  leading  automakers,  Peugeot  saw  the  potential  of 
eCommerce  as  a  means  to  enhance  and  strengthen  relationships 
among  manufacturer,  dealers  and  customers  while  also  providing  an 
opportunity  to  extend  its  market  reach.  I  am  Peugeot's  idea,  deliverec 
Drawing  upon  a  combination  of  vast  auto  industry  experience  and 
Internet  savvy,  Accenture  helped  create  peugeot.fr,  a  b-to-c  website 
that  includes  a  state-of-the-art  showroom,  used  car  searches  and 
dealer  contact  integration. 


To  see  how  we  can  deliver  innovation  in  your  industry, 
visit  us  at  accenture.com 
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WHY  THERE'S  SO  MUCH  BUZZ 
ABOUT  JOHN  EDWARDS 


»! 


enate  Majority  Leader  Tom  Daschle  is  taking  most  of  the 
GOP  heat  for  trying  to  torpedo  the  nomination  of  U.  S. 
District  Court  Judge  Charles  W.  Pickering  to  the  U.  S. 
Court  of  Appeals.  But  the  real  leader  of  the  Pickering  Posse 
is  a  freshman  senator  from  North  Carolina  with  a  silver 
tongue  and  a  burning  ambition  to  be  President. 

The  expected  defeat  of  Pickering  on  Mar.  14 — despite  a 
ilast-minute  public  appeal  by  President  Bush — ^has  made  Sen- 
'ator  John  Edwards  a  hero  to  the  Left  and  a  new  target  of  the 
Right.  A  prominent  trial  lawyer  before  ousting 
GOP  incumbent  Lauch  Faircloth  four  years  ago 
in  his  first  bid  for  office,  Edwards  wowed  fel- 
ilow  senators  with  a  withering  cross-examina- 
tion of  Pickering.  His  questioning  of  Picker- 
ing's civil  rights  record  left  the  Mississippi 
judge  visibly  shaken — and  left  conservatives 
vowing  revenge.  "Mr.  Edwards  is  putting  his 
2004  Presidential  aspirations  ahead  of  what  is 
right,"  says  Representative  Walter  B.  Jones 
(R-N.  C).  "He  is  too  concerned  about  offend- 
ing...  members  of  the  extreme  Left." 

Needless  to  say,  such  condemnations  have 
'buffed  the  48-year-old  senator's  image  in  Dem- 
ocratic circles,  where  liberals  worried  that  Ed- 
wards was  too  moderate.  His  admirers  argue 
that  his  Southern  roots,  good  looks,  and  ease  on 
the  stump  make  him  a  second  BUI  Clinton — mi- 
nus the  ethical  defects.  Three  of  the  last  four 
Democratic  Presidents  hailed  from  Dixie,  and  Edwards  is  a 
proven  vote-getter  from  a  key  state. 

But  if  he  follows  the  lure  of  2004,  Edwards  will  have  to 
pull  off  a  tricky  balancing  act,  because  he  is  up  for  reelection 
that  year.  He'll  have  to  appeal  to  a  left-of-center  Democratic 
Presidential  primary  constituency  while  maintaining  his  stand- 
ing with  centrist  swing  voters  at  home,  who  would  decide  his 
fate  if  his  bid  for  nomination  fell  short. 

While  Edwards  has  cultivated  an  image  as  a  New  Democ- 


EDWARDS:  Eye  on  the  -prize 


ratic  centrist,  he  has  done  plenty  to  endear  himself  to  his  par- 
ty's left  wing — even  before  he  pickled  Pickering.  Pro-choice 
and  pro-environment,  he  is  a  co-sponsor  of  legislation  that 
would  bar  employment  discrimination  based  on  sexual  orien- 
tation. And  he  was  one  of  just  two  Southerners  who  voted 
against  a  constitutional  amendment  to  criminalize  flag-burning. 
Those  stands  may  be  risky  in  a  state  that  elected  retro- 
conservative  Senator  Jesse  Helms  to  five  terms,  but  Edwards 
has  remained  popular  by  championing  North  Carolina  pock- 
etbook  issues,  such  as  promoting  the  inter- 
ests of  tobacco  farmers  and  textile  workers. 
What's  more,  his  signature  cause — a  patients' 
bill  of  rights — resonates  from  the  Smoky 
Mountains  to  the  prosperous  Charlotte  sub- 
urbs. "I  call  Edwards  a  suburban  populist," 
says  Ferrel  Guillory,  a  Southern-politics  spe- 
cialist at  the  University  of  North  Carolina  at 
Chapel  Hill. 

Like  Clinton  before  him,  Edwards  resists 
ideological  labels.  "I  don't  put  much  stock  in 
where  I  fall  on  the  political  spectrum,"  he  says. 
"If  you  look  at  the  issues  I've  been  working  on, 
those  issues  fall  squarely  in  the  middle  and 
affect  people's  day-to-day  lives." 

Sounds  like  a  potential  Presidential  con- 
tender. But  if  Edwards  chooses  to  run,  he'll 
have  an  uphill  slog  for  the  nomination.  Un- 
like  possible  rivals  Al  Gore,  Senator  Joseph 
Lieberman  (Conn.),  and  Senator  John  Kerry  (Mass.),  Ed- 
wards has  no  proven  ability  as  a  national  fund-raiser.  And 
while  he's  a  fresh  face,  he's  largely  unknowTi,  barely  regis- 
tering in  early  horse-race  polls.  Still,  some  Democrats  are  be- 
ginning to  wonder  whether  the  man  who  could  dismantle  a 
federal  judge  in  a  committee  hearing  has  the  raw  talent  to 
upset  better-known  primary  opponents — and  perhaps  even  a 
President  who  today  seems  invincible. 

By  Alexandra  Starr 


CAPITAL  WRAPUP 


CAFE  REFORM  STALLS  OUT 

What  auto  makers  failed  to  do  on 
their  own,  the  United  Auto  Workers 
did  for  them:  persuade  senators  not  to 
jack  up  auto  ftiel-efficiency  require- 
ments. In  a  Mar.  13  vote,  19  Democrats 
joined  43  Republicans  to  back  a  meas- 
ure that  wotdd  transfer  authority  for 
Corporate  Average  Fuel  Economy 
(cafe)  rules  to  the  industry-finendly 
TVansportation  Dept. 

It  was  a  remarkable  tumaroimd.  Just 
a  few  weeks  ago,  a  proposal  by  Sena- 
tors John  McCain  (R-Ariz.)  and  John 


Kerry  (D-Mass.)  to  increase  CAFE  stan- 
dards appeared  poised  to  win  Senate 
passage.  But  carmakers  and  auto  work- 
ers targeted  reluctant  Dems.  Their 
pitch:  The  plan  would  cost  jobs.  Just 
before  the  vote,  the  UAW  held  massive 
rallies  in  Missouri,  Ohio,  and  Wisconsin. 
In  the  end,  more  than  a  dozen  pro-la- 
bor liberals  joined  with  gop  conserva- 
tives to  thwart  enviros.  Among  them: 
Missouri  Senator  Jean  Camahan,  who 
needs  labor's  ground  troops  in  her 
tough  2002  reelection  battle,  and  Wis- 
consin's Democratic  duo,  Russ  Feingold 
and  Herb  Kohl.  "Senators  chose  their 


own  political  security  over  national  se- 
curity," says  Kara  Saul  Rinaldi  of  the 
Alliance  to  Save  Energy,  a  business 
group  that  promotes  energy  efficiency. 

Gleeful  Republicans  think  union 
members  will  become  their  mercenaries 
in  ongoing  battles  with  enviros.  In  the 
debate  over  oil  drilling  in  the  Arctic 
National  Wildlife  Refuge,  the  go?  is 
working  with  the  Teamsters  to  lure  De- 
mocrats from  the  green  lobby.  An 
added  bonus:  The  alliance  could  pay 
dividends  at  the  polls  in  November. 

By  Laura  Cohn 
and  Richard  S.  Dunham 
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ASIAN  ECONOMIES 


IS  THIS 

THE  REBOUND? 

Growth  is  picking  up,  but  there'll  be  laggards 


Earlier  this  year,  the  U.S.  reces- 
sion forced  Zip  drive  maker 
Iomega  Corp.  to  lay  off  15%  of 
the  workers  at  its  plant  in 
Penang,  Malaysia.  Now,  suddenly,  or- 
ders for  the  San  Diego  company's 
drives  are  picking  up  again,  and  the 
Penang  factory  is  himiming  seven  days 
a  week.  Says  Iomega  (Malaysia)  Presi- 
dent Joseph  J.  Adams:  "Things  look 
very  good  at  this  point." 

Only  a  few  months  ago,  Adams  and 
other  execs  in  Asia  were  predicting 
gloom  for  another  two  quarters  at  least. 
Few  predicted  the  U.  S.  economy  w^ould 
recover  so  fast.  And  while  the  rosy  fore- 
casts could  give  way  to  a  more  sober 
assessment,  Asia  seems  set  to  profit 
from  a  revival  in  U.S.  demand  for  the 
region's  chips,  PCs,  petrochemicals,  and 
other  exports.  By  summer,  says  P.  K. 
Basu,  an  economist  with.  Credit  Suisse 
First  Boston  in  Singapore,  "exports 
should  be  growing  at  a  spanking  pace." 
As  a  result,  the  region  is  expected  to 
grow  a  respectable  7%  this  year. 

If  this  feels  like  deja  \ai,  it  should. 
Three  years  ago,  Asia's  economies 
roai'ed  out  of  the  regional  financial  crisis 
that  had  laid  them  low  in  1997.  While 
many  forecasters  expressed  amazement 
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at  the  rebound,  skeptics  argued  that 
Asian  nations  were  merely  exporting 
their  way  out  of  trouble  and  juicing  do- 
mestic demand  with  deficit  spending. 

Sure  enough,  the  skeptics  were  right. 
As  the  likes  of  Thailand,  Malaysia,  and 
the  Philippines  racked  up  impressive 
export  tallies,  their  policymakers  and 
executives  proved  unable  to  fix  struc- 
tural weaknesses  in  their  financial  and 
corporate  sectors,  which  were  still  bur- 
dened with  mountains  of  debt.  Because 
banks  weren't  lending,  these  nations 
never  kindled  domestic  demand.  As  a 
result,  when  the  U.S.  sank  into  reces- 
sion, most  of  Asia  tanked,  too. 

With  growth  expected  to  start  again, 
the  question  is  whether  the  region  re- 
structured sufficiently  to  reduce  the  un- 
healthy reliance  on  the  U.S.  market. 
Will  Asia  use  this  nascent  rebound  to 
achieve  self-generating  groA^i:h?  Or  is 
it  doomed  to  be  a  virtual  economic 
colony  of  the  U.S.,  getting  pneumonia 
every  time  America  catches  a  cold? 

The  short  answer  is  that  some  na- 
tions seem  set  to  get  it  together — and 
some  don't.  Recession-weary  Japan?  Not 
likely.  Ditto  for  Indonesia,  which  is  hob- 
bled by  inept  pohcymaking,  and  Hong 
Kong,  whose  currency  link  to  the  U.  S. 


HONG  KONG 


CHINA 

■ 
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dollar  is  hampering 
groA^i;h.  Says  Sa- 
lomon Smith  Bar- 
ney economist  Cliff 
Tan  in  Singapore: 
"It's  not  like  the  old 
days  where  a  rising 
tide  lifted  all  boats." 

The  countries 
likely  to  prosper  the 
most  from  a  U.S. 
rebound  are  China. 
South  Korea,  Malay- 
sia, Singapore,  the 
Philippines,  and 
Taiwan.  Even  so, 
growth  in  some  of 
these  economies  will  remain  anemic — 
certainly  compared  with  the  rates  of 
the  1990s — meaning  they  may  not  be 
able  to  generate  sufficient  lift  to  escape 
the  global  boom-bust  cycle.  "The  whole 
region  is  caught  up  in  the  recovery  eu- 
phoria," says  Tan.  But  "as  the  Fed  be- 
gins to  tap  on  the  brakes  in  the  second 
half  of  this  year,  you're  going  to  see 
who  has  legs." 

Clearly,  those  nations  that  have  been 
restructuring  and  reforming  will  lead 
the  pack.  At  the  top  of  the  hst:  South 
Korea.  It  has  curbed  the  worst  excesses 
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I  of  the  chaebol,  which  once  absorbed 
much  of  the  nation's  capital.  The  gov- 
ernment also  recapitalized  the  banks, 
and  by  the  end  of  last  year  nonper- 
forming  loans  were  just  3.5%  of  total 
credits,  down  from  13%  in  1999.  Hence, 
the  banks  are  healthy  enough  to  lend  to 
Korean  consumers  for  the  first  time 
ever,  and  domestic  consumption  is  ex- 
pected to  account  for  as  much  as  80%  of 
economic  growlh  this  year. 

To  see  the  action,  look  no  further  than 
the  malls  and  car  dealerships  of  Seoul. 
Lee  Min  Sun,  a  human  resources  man- 


ager at  a  foreign 
company,  recently 
bought  a  $235,000 
flat  and  a  Nissan. 
"Of  course,  I 
wouldn't  have 
bought  them  if  I 
thought  the  econo- 
my would  turn 
sour,"  says  Lee, 
42.  To  help  finance 
the  outlay,  she 
borrowed  $30,400 
at  6.5%,  the  low- 
est interest  rate  in 
years.  Consumers 
such  as  Lee  are 
forcing  analysts  to 
raise  2002  growth 
forecasts  to  5%, 
/  SB  up  from  3%  last 

year. 

Korean    manu- 
.^^^  facturers  of  every 
JW  ^^M  stripe  are  also  get- 

^^^  ting  an  export  lift. 
Samsung  Electron- 
ics hopes  to  more 
than  double  last 
year's  $2.2  billion 
profit,  thanks  to 
higher  chip  prices 
and  demand  for  its 
gadgets.  "Things 
look  much  more 
promising  than  we'd  thought,"  says  sen- 
ior vice-president  Chang  II  Hyung.  And 
it's  not  just  high  tech.  Kia  Motors  Corp. 
aims  to  ship  245,000  cars  to  the  U.S. 
this  year,  up  13%  over  2001.  Thanks  to 
robust  local  demand,  Pohang  Iron  & 
Steel  Co.,  the  world's  largest  steelmaker, 
is  hiking  prices  almost  6%  on  shipbuild- 
ing and  construction  material,  a  first 
since  1998. 

Given  Korea's  dominance  in  chips,  a 
rebound  there  is  no  real  surprise. 
What's  interesting  are  the  patches  of 
strength  in  Southeast  Asia,  a  region 


many  had  written  off  as  being  incapable 
of  either  competing  with  China  or  fixing 
its  manufacturing  base  and  financial  sys- 
tems. Yet  record-low  interest  rates, 
banks'  new  willingness  to  lend  to  con- 
sumers, and  pent-up  demand  is  fueling 
robust  domestic  consumption. 

Consider  Thailand.  It  is  still  plagued 
with  excess  capacity  in  petrochemicals, 
cement,  and  commercial  real  estate.  But 
the  banks  have  cut  the  crushing  burden 
of  bad  loans  fi-om  $72  billion  at  the  peak 
of  the  crisis  to  some  $10  billion.  The 
workout  has  given  banks  a  chance  to 
lend  again,  especially  to  consumers.  In 
January,  Thais  bought  nearly  25,000 
cars,  45%  more  than  they  purchased  a 
year  before.  Homes  are  selling  briskly, 
too.  Land  &  Houses  Co.,  Thailand's 
largest  homebuUder,  reckons  it  will  sell 
20%  more  new^  homes  this  year. 

With  Japan  on  the  sidelines,  China 
will  continue  to  be  the  regional  powder- 
house.  The  nation's  exports  have  jumped 
14%  so  far  this  year  And  while  China  is 
sucking  away  foreign  investment  from 
capital-starved  Southeast  Asia,  its  grow- 
ing domination  isn't  all  bad.  "Competi- 
tion trom  China  is  invigorating  a  process 
of  lowering  trade  barriers  in  the  rest  of 
Asia,"  says  Don  Hanna,  chief  Asia  econ- 
omist for  Salomon  Smith  Barney.  In 
fact,  csfb's  Basu  predicts  that  intra- 
Asian  trade  will  grow  10%  to  15%  this 
year.  At  the  same  time,  China  will  be- 
come a  key  market  for  everything  from 
Thai  rice  to  Korean  mobile  phones. 

The  U.  S.  recovery  will  have  to  last  if 
Asia  is  to  rebound  strongly.  Companies 
in  much  of  the  region  still  aren't  hiring. 
Foreign  direct  investment  has  yet  to 
reach  the  levels  of  the  mid-1990s.  And 
there's  lots  that  can  go  wrong.  But  with 
a  revived  U.S.  and  a  steadily  growing 
China,  Asian  companies  that  have  re- 
tooled at  least  have  a  fighting  chance. 

By  Frederik  Balfour  and  Mark  L. 
'  Clifford  in  Hong  Kong,  and  Moon 
Ihlivan  in  Seoul,  ivith  bureau  reports 
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EUROPE 


THE  WORLD 
ACCORDING  TO  MONTI 


Europe's  competition  czar 
isn't  afraid  to  take  on  U.S. 
giants  like  Microsoft — or 
the  Justice  Dept. 


M: 


I  ario  Monti — judge,  jun,^,  and  ex- 
ecutioner all  rolled  into  one. 
That's    how   many   bosses    of 

I  American  multinationals  view 
the  comlly  Italian  who  heads  the  Eu- 
ropean Union's  Competition  Commis- 
sion. Europe's  antitrust  chief  rocked 
the  industrial  world  last  summer  when 
he  shot  do\\Ti  the  proposed  .$42  bilUon 
merger  between  General  Electric  Co. 
and  Honej^well  International  Inc. 
But  that  could  just  be  a  warm-up 
act  for  Monti,  who  now  has  his 
sights  set  on  another  American 
behemoth,  Microsoft. 

Yes,  even  if  the  U.S.  Justice 
Dept.  finally  pushes  through  a  set- 
tlement of  its  four-year-old  case 
against  Microsoft  Corp.,  Monti  is 
prepared  to  jump  in  this  summer 
with  his  own  ruling  on  a  similar  case. 
And  the  Binissels  regulator  packs  plen- 
ty of  punch.  If  he  finds  that  Microsoft 
gouges  customers  or  stiffs  rivals, 
he  can  fine  the  software  gi- 
ant up  to  10%  of  annual 
revenue — or  $2.5  billion — 
or  even  force  the  com- 
pany to  hand  over  the 
keys  to  the  soui*ce  code 
of  its  Windows  oper- 
ating system.  Add  it 
up,    and    not    only 
is     Monti     ready 
to     blast     away 
at       American 
icons,  he  does 
not       shrink 
from  battle> 
with  the  Jus- 
tice Dept. 

But  to  pu*^ 
an  America!  I 
slant  on  Mon- 
ti's moves  is  far 
too   simple.   Yes,   the 
formal,  soft-spoken  Italian  ai 
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guably  wields  more  brute  influence  than 
any  elected  poUtician  in  Europe.  But 
here's  the  twist:  Monti  is  the  closest 
thing  in  Europe  to  a  free-market  zealot. 
He  praises  the  "greater  djTiamism"  of 
the  U.  S.,  and  he's  busy  using  his  formi- 
dable power  to  push  Europe  along  the 
same  path. 

In  truth,  Monti  wreaks  far  more 
havoc  in  the  Old  World  than  in  the 
New  ^\ith  his  push  for  reform.  Just  ask 
German  Chancellor  Gerhard  Schroder. 
In  late  February,  Monti  pushed 
Schroder  to  dismantle  Volkswagen's 
takeover  defenses — a  move  the  Chan- 
cellor vows  to  resist.  Days 
later,  Monti  and  his 
fellow  commission- 
ers sued  the  EU's 
national  govern- 
ments, which  are 
bucking  Brussels' 
mandates  to  cut 
state  subsidies. 
And  last  year 
when  he  found 
Daimler  Chrysler 
guilty  of  price 
manipulations,    he 


fined  the   car  company  $65  million 
Monti's  case  is  pUed  high  ■with  para- 
dox.   The    59-year-old     Italian,    foi 
decades  an  economics  professor  at  Mi- 
lan's Bocconi  University,  favors  free 
enterprise.  But  he  pushes  for  it  by  us 
ing  the  biggest  of  big  governments,  s 
Brussels  bureaucracy  that  operates 
largely  by  decree.  He  regularly  dis 
patches  investigative  hit  squads  tc 
make  dawTi  raids  on  companies  he's  in- 
vestigating for  overcharging  consumers, 
from  cell-phone  giant  Vodafone  Group 
PLC  to  Coca-Cola  Co.  Search  warrants 
A  signature  from  Monti  will  suffice. 

What's  more,  Monti  has  never  held 
elected  office  and  claims  disdain  for  par- 
tisan jostling.  Yet  he  finds  himself  at 
the  heart  of  two  vital  political  dramas  .- 
One  involves  nothing  less  than  estab- 
lishing a  central  government  in  Europe. 
In  the  other,  he's  working  to  make  Eu- 
rope's role  as  a  referee  for  global  an- 
titrust equal  to  that  of  the  U.S.  Both 
jobs  require  political  smarts  and  a  knack 
for  deahnaking.  Yet  the  upright  Monti, 
who  associates  negotiations  with  the  sly 
nods  and  winks  of  poUtics  in  his  native 
Italy,  runs  the  other  way.  "It's  his  re- 
luctance to  negotiate  that  gives  him 
such  a  scary  reputation,"  says  Alec 
Bumside,  a  partner  at  the  Brussels  of- 
fice of  Linklaters  &  Alliance,  a  London 
law  firm.  Adds  a  leading  Itahan  CEO: 
"He  acts  like  a  high  priest."  Monti's  po- 
litical greenness,  and  some  priestly  in- 
flexibility, may  have  gotten  him  into 
trouble  in  the  GE  case.  The  resvilt  was  a 
rift  between  the  U.  S.  Justice  Dept.  and 
Monti's  European  team. 

The  commissioner,  of  course,  rejects 


Mario  Monti 


BORN 

Mar.  19, 1943,  in  Varese,  north  of  Milan. 

ACADEMIC  LIFE 

Earned  degree  in  economics  and  manage- 
ment from  Bocconi  University  in  1965. 
Appointed  professor  of  monetary  theory  in 
1971,  rising  to  rector  and  president.  Studied 
economics  at  Yale  University  in  1968-69. 

REFORMER 

Helped  draft  Italy's  first  law  on  competition 
and  was  a  key  player  in  banking  reform. 

EU  POSTS 

Commissioner  for  Internal  Market,  1995-99; 
Commissioner  for  Competition,  1999-2004. 
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any  notion  of  such  politi- 
cal calculations.  What's 
more,  he  insists  that  he 
got  the  GE  case  right.  He 
ruled  that  by  leveraging 
its  broad  portfolio,  which 
extends  from  finance  to 
jet  engines,  the  combined 
company  could  have 
achieved  a  dangerous 
dominance  in  Europe's 
market.  This  so-called 
portfolio  theory  is  widely 
dismissed  in  America.  But 
Monti  stuck  to  it,  and  im- 
passioned arguments  by 
GE  CEO  Jack  Welch  failed 
to  sway  him. 

Now,  even  some  Monti 
admirers  say  that  the 
commissioner  got  locked 
into  a  theoretical  corner  by  eager 
staffers,  and  then  lacked  the  savvy  to 
extricate  himself.  "He's  very  moderate 
and  thoughtful,  which  made  it  all  the 
more  surprising  that  he  blew  up  the  GE 
deal,"  says  Robert  Pitofsky,  chairman 
of  the  Federal  Trade  Commission  un- 
der Clinton.  A  Brussels  lawyer  adds: 
"He  regrets  the  GE  decision  every  day." 

Monti  denies  this.  But  his  frustration 
is  all  too  clear.  It  was  GE-Honeywell 
alone  that  estabhshed  his  reputation  as 
a  maverick,  one  who  was  willing  to  em- 
brace ideas  long  discredited  among  the 
antitrust  Establishment  in  America. 
"Ninety-eight  percent  of  the  time,  we 
agree  h\ith  the  U.S.],"  Monti  says.  "If 
you  have  the  most  respected  CEO  in  the 
world  complaining  vociferously,  it's  hard 
to  get  a  balanced  picture."  The  ques- 
tion now  is  whether,  with  the  Microsoft 
case,    he's    willing    to    stir    up    an- 


EU  PARLIAMENT 


other  transatlantic  storm. 
It's  true,  as  Monti  notes, 
that  the  European  case  is   Monti  wields  Itiore 

slightly  different  from  the  brute  influence  than 

American  one,  which  fo-   ^^^^  ^j^^^^^  ^^^^^^^^ 
cused  largely  on  Internet 
browsers.  Brussels,  by  contrast,  is  in- 
vestigating whether  Microsoft  is  illegal- 
ly using  its  dominance  of  desktop  sys- 
tems to  extend  into  network  software 
and  multimedia  systems,  two  pillars  of 
the    Internet.    Microsoft    denies    the 
charges,  and  argues  that  rivals  such  as 
Sun  Microsystems  are  simply  targeting  . 
Microsoft  in  Brussels,  where  court  and 
administrative  costs  are  low. 

For  now,  Monti  appears  eager  to 
smooth  relations  with  Washington.  He 
has  proposed  changes  in  Europe's  com- 
petition rules  to  bring  them  closer  in 
Une  with  Washington's.  The  guessing  in 
Brussels  is  that  the  Commissioner,  eager 


to  get  to  work  on  the 
European  economy  and 
reluctant  to  lock  horns 
with  U.  S.  regulators,  may 
swerve  from  a  head-on 
collision  over  Microsoft.  .., 
What  might  work?  Per-   jU 
haps  Monti  will  force  Mi- 
crosoft to  share  design   \ri 
work  earlier,  or  hit  Mi- 
crosoft, which  has  $38  bil- 
lion in  cash,  vdth  a  fine. 
The  case  should  be  closed 
by  summer. 

Fact  is,  reforms  in  Eu- 
rope are  far  closer  to 
Monti's  heart.  He's  threat- 
ening Europe's  phone 
companies  to  slash  mobile 
roaming  fees  and  to  open 
up  their  phone  lines  to 
competitors.  He's  looking 
into  beer  sales  and  sports 
television  contracts.  He 
may  take  on  giant  Elec- 
tricite  de  France  in  his 
push  to  open  Europe's 
energy  markets. 

More  than  two  decades  ago,  Monti 
as  a  young  fi-ee-market  economist  trav- 
eled to  London  for  a  private  audience 
with  Margaret  Thatcher.  Now,  until  his] 
term  ends  in  2004,  he  has  a  chance  to| 
extend  a  Thatcher-hke  jolt  to  all  of  Eu- 
rope. And  the  speculation  that  Monti  I 
would  return  home  to  Italian  politics?! 
Get  serious!  After  this  high- voltage  tourj 
in  Europe's  capital,  for  Mario  Monti  I 
even  the  top  job  in  Italy  would  probably  | 
feel  like  a  demotion. 

By  Stephen  Baker  in  Brussels,  iinth\ 
Gail  Edmondson  in  Milan  and  Dan\ 
Carney  in  Washington 


Washington's  Worries-and  Monti's  Defense 


WASHINGTON  COMPLAINT:  Monti  favors 
competitors  over  consumers. 

MONTI:  That's  a  false  dichotomy.  More 
competition  is  good  for  consumers. 

WASHINGTON:  While  Washington  must 
prepare  every  antitrust  case  for  court, 
Monti  can  rule  by  fiat,  with  few  checks 
and  balances. 

MONTI:  The  Competition  Commissioner 
has  to  convince  other  commissioners  and 
member  states.  And  the  European  court 
has  teeth,  though  it  takes  up  cases  years 
after  the  decision. 


WASHINGTON:  Monti's  staff  is  packed  with 
zealous  career  regulators  who  have  never 
worked  in  the  private  sector. 

MONTI:  Yes,  but  they're  smart,  they're 
pros,  and — with  the  exception  of  GE-Hon- 
eywell— they've  worked  harmoniously 
with  Washington. 

WASHINGTON:  Monti  wants  to  hijack 
global  antitrust,  establishing  European 
standards. 

MONTI:  Nonsense.  The  heritage  of 
antitrust  is  American,  and  despite 
occasional  differences,  Europe  is  moving 
toward  the  U.  S.  norms. 

Data:  BusinessWeek 


WASHINGTON:  Monti  is  anti-business. 

MONTI:  Preposterous.  From  his  university 
post  in  Milan,  he  was  long  a  leading 
advocate  of  free  markets  in  an  Italian 
economy  dominated  by  the  state.  He  has 
served  on  the  boards  of  leading 
companies,  from  Fiat  to  Generali. 

WASHINGTON:  Monti  ignores  economic 
analysis,  tending  to  fall  for  worst-case 
scenarios. 

MONTI:  Why  would  an  economist  ignore 
economics?  True,  the  analysis  came  out  dif- 
ferently in  GE-Honeywell,  but  in  98%  of  the 
cases,  Washington  and  Brussels  agree. 
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lY  ROSE  BRADY 


IRAN:  THE  REFORMERS 

RE  SHOWING  SIGNS  OF  LIFE 


he  paint  is  still  fresh  in  the  new  office  of  Hamid  Reza 

Jalaiipour,  44,  who  has  just  opened  Bonyan,  his  seventh 

Tehran  newspaper  in  five  years.  Iran's  courts,  controlled 

conservative  clerics,  shut  down  the  other  six  for  renegade 

ews.  Even  so,  Jalaiipour  is  upbeat  about  the  democracy 

ovement  in  the  Islamic  Republic.  "The  pace  may  have 
lowed  a  bit.  But  the  reform  movement  will  put  its  mark  on 
he  Majlis  [parliament]  and  even  the  judiciary,"  he  vows. 

The  mood  is  surprising,  especially  since  reformists  were 
'reeling  in  late  January  when  President  George  W.  Bush 
named  Iran  as  part  of  an  "axis  of  evil" 
developing  weapons  of  mass  destruc- 
tion. Just  after  Bush's  speech,  most  re- 
formists joined  the  mullahs  and 
President  Mohammed  Khatami  in  de- 
nouncing the  U.S.  Now,  though,  the 
tough  Bush  line  seems  to  be  spurring  a 
new  debate  about  Iran's  politics  and 
its  relations  with  the  U.S.  Indeed, 
Jalaiipour  is  calling  for  direct  relations 
with  the  U.S.  and  for  Iran  to  back  Sau- 
di Arabia's  recent  initiative  for  Mideast 
peace  if  the  Palestinians  go  along  with 
it.  "We  need  direct  and  responsible  di- 
alogue with  the  Americans,"  says  Jalai- 
ipour, a  University  of  London-educated  sociologist. 

Airing  such  views  carries  grave  risks  in  a  country  where 
the  judiciary  regularly  jails  dissidents.  Still,  not  only  in  the 
press — which  now  publishes  10  pro-reform  dailies — but  also  in 
the  Iranian  parliament,  reformists  are  challenging  conserva- 
tive clerics  more  assertively.  In  late  February,  170  of  Iran's 
290  lawmakers  demanded  that  the  government  launch  an 
investigation  of  all  U.S.  allegations  about  Iran.  That  fol- 
lowed the  Administration's  accusation  that  Iran  was  smug- 
gling weapons  to  the  Palestinians.  The  lawmakers  also  called 
for  any  rogue  factions  inside  Iran  to  be  dealt  with  immedi- 
ately if  they  were  found  to  be  behind  such  arms  shipments. 


PARLIAMENT:  Wants  terror  links  probed 


"That  was  an  important  move  on  the  part  of  the  Majlis,"  says 
Nasser  Hadian,  a  law  professor  at  University  of  Tehran. 

The  demand  for  an  investigation  followed  a  bold  walkout  by 
legislators  in  January.  The  protest  was  led  by  Majlis  Speak- 
er Mehdi  Karrubi  when  a  parliamentary  deputy  was  jailed  for 
insulting  the  judiciary.  Supreme  Leader  Ali  Khamenei  later 
pardoned  the  deputy.  Now,  observers  are  waiting  to  see  if  five 
other  deputies  will  be  jailed  for  convictions  on  similar  charges. 
If  not,  it  means  the  mullahs  are  backing  down  and  "we  can 
call  the  Majlis  an  island  of  [reformist]  strength,"  says  Hadian. 

Can  the  reformists  move  beyond 
symbolic  victories  to  real  change?  While 
the  mullahs  are  unlikely  to  give  up  con- 
trol of  the  judiciary,  reformists  hope  to 
gradually  improve  social  and  economic 
freedoms.  A  key  law  banning  torture 
was  approved  by  the  Majlis  on  Mar.  5. 
What's  unclear  is  whether  incremen- 
tal reform  Avill  be  enough  for  Iran's 
youth,  who  make  up  60%  of  the  popu- 
lation and  are  clamoring  for  jobs  and 
freedoms.  They've  taken  to  the  streets 
on  occasion,  inspired  by  broadcasts 
beamed  in  from  Iranian  dissidents 
abroad.  Some  youths  who  never  lived 
under  the  Shah  even  talk  about  his  son,  Reza  Pahlavi,  41,  as 
a  political  alternative.  Based  in  the  U.  S.,  Pahlavi  is  calling  for 
Iran  to  hold  a  referendum  to  create  a  secular  democracy. 

That's  considered  a  long  shot.  Still,  there's  no  doubt  that 
the  movement  for  change  in  Iran  is  far  from  dead.  In  the 
fight  against  the  mullahs,  there  are  plenty  more  rounds  left. 

With  Haieh  Anvari  in  Tehran 


BusinessWeek  online 


For  an  interview  with  Reza  Pahlavi,  go  to  the  Mar.  25  issue  of 
BusinessWeek  Online  at  www.businessweek.com. 


GLOBAL  WRAPUP 


TUMULT  IN  SOUTHERN  AFRICA 

►Businesses  and  citizens  in  Zimbabwe 
are  bracing  for  a  steeper  economic 
downturn — and  possibly  civil  unrest — 
as  a  result  of  Robert  Mugabe's  reelec- 
tion to  a  fifth  term  as  President.  After 
a  fierce  electoral  tussle  with  his  chal- 
lenger, former  labor  leader  Morgan 
T^vangirai,  Mugabe  was  declared  vic- 
tor on  Mar.  13.  However,  Tsvangirai's 
supporters,  as  well  as  independent  ob- 
servers, claimed  the  78-year-old  Mu- 
gabe's win  was  a  result  of  electoral 
fraud  as  well  as  procedural  abuses  that 


prevented  hundreds  of  thousands  of 
Zimbabwe's  5.6  million  registered  vot- 
ers from  casting  their  ballots.  "The  will 
of  the  people  was  the  chief  casualty," 
Walter  Kansteiner,  Assistant  U.S.  Sec- 
retary of  State  for  Africa,  told  re- 
porters in  Johannesburg. 

Now,  the  U.S.  and  European  Union 
may  tighten  sanctions  imposed  in  Feb- 
ruary on  Mugabe  and  his  inner  circle. 
T^vangirai  is  contemplating  whether 
to  mount  a  court  challenge.  The 
biggest  immediate  worry  for  Zimbab- 
we, however,  is  food  shortages.  The 
U.  N.  says  up  to  900,000  of  its  12  mil- 


lion people  face  starvation  if  aid  isn't 
shipped  immediately. 

Meanwhile,  economists  predict  that 
Zimbabwe's  gross  domestic  product 
could  plunge  more  than  10%  in  2002. 
Unemployment  is  (30%  and  foreign  in- 
vestment has  slowed  to  a  trickle  as  Mu- 
gabe has  attacked  white  farmers  and 
private  businesses  for  political  gain. 
Zimbabwe's  political  and  economic  crisis 
could  also  undermine  South  African 
President  Thabo  Mbeki's  plan  to  attract 
foreign  investment  to  stimulate  growth 
throughout  the  region,  analysts  say. 

By  Ed  O'Longhlin  in  Harare 
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FINALLY, 

SKID  CONTROL  AT  GM 

Wagoner  cuts  costs,  hires  talent,  and  launches  a  few  hits 


As  recently  as  two  years  ago,  Gen- 
eral Motors  Corp.  was  widely  con- 
sidered the  dog  of  the  car  busi- 
ness. Despite  its  industry-leading 
$176.6  billion  sales  in  1999,  gm  generat- 
ed less  profit  than  smaller  rival  Ford 
Motor  Co.  Its  productivity  and  quality 
lagged  the  Japanese  by  a  mile.  Even 
worse,  most  of  the  industry  thought  GM 
lacked  the  talent  to  design  the  hot  cars 
needed  to  turn  its  business  around. 

Now  Ford  is  reeUng,  its  CEO,  Jacques 
A.  Nasser,  having  been  shown  the  door. 
And  gm's  leader,  G.  Richard  Wagoner 
Jr.,  49,  is  looking  pretty  bright.  Sure, 
the  comparison  with  Ford  is  suddenly  a 
lot  easier.  But  Wagoner  has  also  made 
some  real  gains.  On  Mar.  1,  GM  reported 
that  its  bread-and-butter  Chevrolet  Div. 
outsold  archrival  Ford  Div.  for  the  first 
time  in  more  than  a  decade.  A  week 
earlier,  gm  Chief  Financial  Officer  John 
M.  Devine  wowed  investors  by  upping 
the  company's  profits  forecast  for  the 
first  quarter  by  $110  milhon,  to  $660 
million.  Meanwhile,  Ford  and  Daimler- 
Chrysler  remain  in  the  red.  For  the 
first  time  in  years,  many  Wall  Street 
analysts  are  recommending  gm's  stock. 
Says  Sanford  C.  Bernstein  analyst  Scott 
Hill:  "GM  is  doing  all  the  right  things 
right  now." 

How  has  Wagoner  stopped  gm's  sUde? 
Since  becoming  ceo  in  May,  2000,  he 
has  slashed  costs,  replaced  GM  lifers 
with  top  outside  talent,  and  made  sig- 


nificant gains  in  both  vehicle  quality  and 
manvifacturing  productivity.  The  cost- 
cutting  gave  him  the  financial  flexibility 
to  wage  a  price  war.  That  has  helped 
him  halt,  for  now,  the  company's  two- 
decade  fi"ee  fall  in  North  American  mar- 
ket share.  In  the  all-important  truck 
market,  for  example,  GM  has  taken  the 
lead  from  Ford,  thanks  to  hot-selling 
suvs  like  the  Chevrolet  TrailBlazer  and 
Tahoe,  which  have  dramatically  upgrad- 
ed engines  and  interiors.  AH  told,  GM 
earned  $601  million  last  year  on  sales  of 
$177.3  biUion. 

Wagoner  hasn't  turned  it  all  around 
yet.  GM  gets  its  profits  from  a  narrow 
base — mostly  from  a  handful  of  pickup 
trucks  and  suvs,  where  it  competes 
mainly  with  Ford  and  DaimlerChrysler. 
But  that  won't  last  forever  as  the 
Japanese  rev  up  in  that  segment.  Nor 
has  GM  figured  out  how  to  spice  up  its 
passenger  cars,  which  typically  lose 
money.  And  just  Hke  Ford,  gm's  Euro- 
pean operations  are  bleeding  red  ink. 
Furthermore,  GM  has  huge  pension  and 
health-care  costs,  which  will  be  a  drag 
on  earnings  for  the  foreseeable  future. 
Says  Wagoner  "We've  made  strides,  but 
we  still  have  our  challenges." 

Give  him  credit  for  fixing  a  lot  of 
problems,  though.  The  biggest  im- 
provement is  in  how  gm  actually  builds 
cars.  These  days,  the  process  is  both 
faster  and  better.  For  the  past  decade, 
the  company  has  been  steadily  forcing 

TRAILBLAZER:  Qrie  of  the  key 
Ford-bashers  in  the  new- 
ly dominant  truck 
lineup 


its  assembly  plants  to  get  leaner.  It  has 
used  early-retirement  packages  to  thin 
its  plant  workforce.  That  enabled  GM  to 
introduce  technology  and  work  proce- 
dures that  require  less  labor  and  to  re- 
place some  aging  factories  with  more 
efficient  ones.  In  fact,  gm's  variable 
costs — including  labor,  warranties,  and 
inventory — fell  below  Ford's  in  2000  as 
GM  got  cheaper  and  Nasser  lost  his  fo- 
cus. Those  costs  weigh  in  at  61%  of  gm's 
revenue,  vs.  65%  at  Ford,  says  UBS  War- 
burg analyst  Saul  Rubin. 

You  can  see  the  results  in  the  pro- 
ductivity numbers.  Where  GM  once 
lagged  all  of  its  big  competitors,  it  now 

GM  LONG  TRAILED 
IN  PROFITABILITY... 
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is  ahead  of  Chiysler  and  essentially  tied 
with  Ford,  gm  took  40.5  hours  to  build  a 
car  at  the  end  of  2000,  according  to  the 
latest  figures  available  through  research 
firm  Harbour  &  Associates  LLP.  That's 
down  from  48.3  hours  in  1997  and  com- 
pares with  39.9  for  Ford  today  and  44.8 
for  Chrysler,  gm  still  has  a  ways  to  go 
to  catch  Toyota  (31.1  hours),  Honda 
(29.1),  and  Nissan  (27.6). 

All  of  that  gives  gm  a  cost  advan- 
tage over  Ford  and  DaimlerChrysler 
that  it  has  used  adroitly  as  a  weapon  in 
the  auto  makers'  price  war.  GM  has  been 
able  to  use  its  stronger  balance  sheet 
and  lower  cost  structure  to  jack  up  in- 

...BUT  HAS  PULLED 
AHEAD  LATELY... 


■  GM     ■  FORD 
QUARTERLY  OPERATING  INCOME 


GEniNG  THERE 

Under  Wagoner,  GM  is  netting  its 
profits  from  a  narrow  base, 
a  handful  of  trucks  and  SUVs 

centives  and  sell  more  cars  and  trucks. 
Its  0%  financing  campaign  and  $2,002 
rebates  in  January  forced  competitors  to 
spend  money  when  they  were  cash  poor. 

The  ploy  worked.  Last  year,  GM  stole 
buyers  from  Ford  and  DaimlerChrysler, 
stabilizing  its  tumbling  market  share  at 
28%.  Ford's  share  fell  1.1  points,  to 
21.9%,  and  DaimlerChrysler  dropped  1.3 
points,  to  13.2%.  The  victory  had  its 
price:  gm's  profit  per  vehicle  fell  from 
$773  in  2000  to  $367  in  2001.  But  both 
Ford  and  DaimlerChrysler  lost  money. 

GM  has  also  seized  the  lead  in  quality 
from  its  domestic  competitors  and  is 
catching  up  to  the  Japanese.  A  lot  of 
that  has  to  do  with  designing  cars  to  be 
built  more  easily  and  just  being  more 
careful  during  assembly.  Consider  that 
in  January,  2000,  43%  of  gm's  cars  were 
flunking  inspection  as  soon  as  they 
rolled  off  the  line.  Today,  the  figure  is 
down  to  16%.  Its  cars  and  trucks  now 
average  146  problems  per  100  vehicles, 
barely  traihng  Nissan  at  145  problems 
and  not  too  far  behind  Honda,  with  133 
problems,  and  Toyota  at  115  problems 
per  100  vehicles,  according  to  J.  D.  Pow- 
er &  Associates'  2001  initial  quality  sur- 
vey. DaimlerChrysler  had  154  problems 
per  100  vehicles,  and  Ford  had  162. 

Wagoner  had  a  lot  to  tackle  when  he 
took  over  from  John  F.  Smith  Jr.,  but 
not  a  lot  of  in-house  talent  at  the  top. 
He  hasn't  hesitated  to  reach  outside 
gm's  headquarters  when  necessary,  gm 
needed  a  better  car  guy  than  Wagoner 
could  find  in  his  own  ranks,  so  last 
summer,  he  hired  former  Chrysler  Corp. 
guru  Robert  A.  Lutz  as  head  of  product 
development.  Lutz,  who  has  since  been 
elevated  to  head  of  North  American  op- 
erations, is  charged  with  bringing  taste 
and  style  back  to  gm's  lineup.  And  he 
has  to  do  it  within  a  budget.  The  cocky 
and  ever-macho  executive,  who  was  re- 
sponsible for  such  hits  as  the  Chrysler 
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PT  Cruiser,  has  ah-eady  trimmed  gm's  fat 
product-development  organization.  Lutz 
disbanded  the  separate  design  studios 
for  each  vehicle  division  that  were  set 
up  under  former  GM  North  American 
President  Ronald  L.  Zarrella,  who  left 
shortly  after  Lutz  was  hired.  In  its 
place,  GM  has  three  studios  that  will 
compete  to  style  new  vehicles. 

The  Lutz  hiring  created  plenty  of 
buzz  in  Detroit,  but  tapping  Devine  may 
have  been  just  as  vital.  He  has  rebuilt 
tattered  relations  with  Wall  Street, 
forced  GM  to  spend  more  vsdsely,  and 
strengthened  its  balance  sheet.  Among 
his  moves:  landing  a  deal  to  sell  gm's 
Hughes  Electronics  satellite  business  to 
EchoStar  Communications  Inc. 

But  Wagoner  still  faces  formidable 
problems.  In  Europe,  where  its  Adam 
Opel  subsidiary  is  struggling  to  cut  pro- 
duction and  get  fresh  models  to  market, 
GM  lost  $1  billion  in  the  past  two  years. 
GM  bought  a  20%  stake  in  Italy's  Fiat 
Auto  two  years  ago.  To  save  money, 
the  two  companies  are  sharing  purchas- 
ing and  engine  development.  But  Fiat 
lost  $478  million  last  year,  and  starting 
in  2004,  parent  company  Fiat  Spa  has  a 
"put"  option  that  could  force  GM  to  buy 
the  remaining  80%.  Add  that  to  gm's 
49%  stake  in  money-loser  Isuzu  Motors 
and  its  interest  in  owning  a  piece  of 
bankrupt  Daewoo  Motor,  and  "gm  has 
allied  itself  with  some  of  the  worst  car 
companies  in  the  world,"  says  Bumham 
Securities  analyst  David  Healy. 

Meanwhile,  gm  labors  under  a  huge 
disadvantage  because  of  its  pension  and 
health-care  costs.  It  has  2.5  retirees  for 
every  active  worker;  Ford's  ratio  is  1- 
to-1.  When  the  stock  market  soured  last 
year,  gm  had  to  cut  $1.2  biUion  from  this 
year's  earnings  to  pad  its  pension  fund. 
Add  in  cushy  benefits — gm's  union  work- 
ers have  no  co-pay  for  health  care,  for 
example — ^and  gm  pays  almost  twice  what 
Toyota  Motor  Corp.  pays  in  human-re- 
sources costs.  That  adds  up  to  a  $1,300  to 
$1,800  per-car  cost  penalty  against  the 
Japanese  Big  Three,  says  HUl. 

That's  why  it's  so  important  for  Lutz 
to  turn  out  some  hot  cars.  When  he 
took  the  job  last  September,  he  ordered 
gm's  design  studios  to  come  up  with  a 
sleek,  sporty  car  for  Pontiac.  They  drew 
up  a  European-looking  roadster,  the  Sol- 
stice, that  GM  showed  to  gi'eat  acclaim  in 
January.  Now,  Lutz  has  ordered  his  staff 
to  find  a  way  to  produce  it. 

GM  needs  those  fresh  designs,  fast. 
It  can't  rely  forever  on  incentives  and 
hot  SUVS  to  buy  market  share.  Concedes 
Lutz:  "For  a  company  to  achieve  a  mar- 
ket-share turnaround,  you  have  to  have 
a  winning  car  hne  and  a  winning  truck 
line."  If  GM  can  do  that.  Wagoner  can 
rightfully  claim  victory. 

By  David  Welch  in  Detroit 
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BRANDS 


MARTHA  STEWART 
THRIVING 

The  style  magnate  explains  her  business  model:  Recycle  every  single  idea 


M 


\aHha  Stewart  has  turned  her 
vision  of  homemaking  perfec- 

I  turn  into  a  sprawling  media  and 
merchandising  empire.  In  re- 
cent months,  the  chairman  and  CEO  of 
Martha  Steivart  Living  Omnimedia  Inc. 
has  also  battled  a  tough  advertising 
doivntum  and  the  bankmptcy  of  key 
retail  partner  Kmart.  BusinessWeek  Ed- 
itor-in-Chief Stephen  B.  Shepard  spoke 
with  Stewart  on  Mar  7  as  paH  of  the 
magazine's  Captains  of  Industry  series 
at  Manhattan's  92nd  Street  Y.  Here  are 
excerpts  from  their  conversation: 

I  read  somewhere  that  when  you  were 
10  years  old,  you  organized  birthday 
parties  for  neighborhood  kids.  So  there 
you  were  being  Martha  Stewart  when 
you  were  10  years  old. 

I  grew  up  the  second  of  six  children. 
It  was  an  entrepreneurial  household. 
We  were  expected  to  make  our  pin 
money.  We  were  expected  to  save  for 
our  college  educations  and  we  were  ex- 
pected to  do  all  the  chores.  So  nmning 
the  neighborhood  birthday  parties  was 
just  kind  of  a  natural  thing. 

You  modeled  clothes  as  a  teenager. 
You  went  to  Barnard  and  majored  in 
Art  History.  And  then  you  went  to  Wall 
Street.  How  did  that  happen? 

I  was  married  for  the  last  three 
years  of  college  and  my  father-in-law, 
George  Stewart,  was  a  stockbroker.  As 
a  wedding  present,  I  think,  we  got  some 
stock.  It  was  something  like  Flying 
Tiger — I  don't  know  if  you  remember 
that.  Flying  Tiger  Cargo  Airline.  I  got 
verj'  interested  in  the  business.  So  I 
went  ai'oimd  and  looked,  inter\iewed  a 
few  different  kinds  of  firms,  and  just 
found  the  best  place.  It  was  a  place  full 
of  young  entrepreneurs. 

What  was  it  like  for  a  woman  on  Wall 
Street  in  those  days?  You  were  a  rarity. 
Yes.  I  only  knew  two  other  women 
on  Wall  Street.  One  was  a  trader,  and 
the  other  was  Muriel  Siebert.  and  she 
owned  a  seat  on  the  Stock  Exchange.  I 


had  a  \ery,  very  interesting  career.  We 
did  a  lot  of  research  on  a  few  compa- 
nies. Then  we  would  take  those  invest- 
ment ideas  and  sell  the  hell  out  of  them. 
I  learned  really  what  made  a  good  com- 
pany, what  made  a  good  investment, 
and  what  made  a  lot  of  money. 

Let's  talk  about  your  company.  You 
have  all  these  disparate  things  going 
on.  What's  the  underlying  philosophy, 
or  in  the  current  jargon,  what's  the 
business  model? 

It  is  a  company  that  is  centered 
around  eight  core-content  areas.  And 


those  core-content  areas 
feed  all  the  business  seg- 
ments of  the  company. 
It's  really  leveraging, 
good  ideas,  using  our  re-' 
search,  which  we  spend 
a  tremendous  amount  of 
time  on,  and  spreading 
that  knowledge  across  as 
many  different  platforms 
as  possible.  That's  the 
business  model.  It's 
about — there's  a  word — 
synergy. 

But  the  word  synergy  has 
become  something  of  a 
cliche.  There  are  lots  of 
businesses  that  try  to 
do  things  across  many 
platforms  and  it  doesn't 
work. 

Yes.  but  synergj',  to  me, 
is  taking  that  information 
and  then  making  a  tele\a- 
sion  program  out  of  it  af- 
ter you  do  a  magazine  ar- 
ticle, or  taking  it  to  CBS 
This  Morning  and  show- 
ing something  the  same 
but  not  the  same.  The 
magazine  article  might 
show  you  how  to  plant  a 
tree.  But  on  T\',  we  might 
show  you  how  to  han'est 
the  fiiiits  from  that  tree, 
not  necessarily  the  same 
thing,  but  using  the  same  research. 

Obviously  there  are  some  things  you 
wouldn't  put  the  Martha  Stewart 
name  on. 

I  want  the  audience  to  really  know, 
Steve,  that  we  don't  slap  our  name  on 
things.  We  are  not  that  kind  of  licensor. 
Whatever  we  have  our  name  on  we  have 
really  created,  we  have  designed,  we 
have  marketed,  we  have  promoted,  we 
have  done  the  advertising  for.  We  do  the 
whole  thing  at  Martha  Stewart  Living. 

The  thing  that  amazes  me  about  the 
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Thefuture 

of  medicine  has 
a  new  name. 

Wyeth 

Announcing  the  new  name  of  American  Home  Products  Corporation. 

As  it  has  grown  over  its  76-year  history,  American  Home 
Products  has  become  one  of  the  world's  most  advanced  pharmaceutical 
companies,  with  a  rich  portfolio  of  innovative  medicines. 

We've  built  a  research  powerhouse  unique  in  its  ability  to 
discover  and  develop  novel  treatments  across  three  platforms: 
pharmaceuticals,  vaccines  and  biotechnology.  Equally  important,  we  link 
these  efforts  to  maximize  our  potential  to  find  solutions  to  health  care 
problems  around  the  world. 

To  better  reflect  our  focus  and  mission,  we  have  selected  Wyeth - 
a  name  that  expresses  our  pharmaceutical  heritage  -  as  our  Company's 
new  corporate  name.  Our  symbol  on  the  New  York  Stock  Exchange 
changes  to  WYE. 

In  addition  to  prescription  medicines,  Wyeth  will  continue  to 
bring  you  leading  non-prescription  brands  as  well  as  innovative  products 
in  the  field  of  animal  health. 

With  a  proud  past  and  an  exciting  pipeline  to  the  future,  we  at 
Wyeth  renew  our  commitment  to  a  single  mission:  Leading  the  way 
to  a  healthier  world. 
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Pharmaceuticals.  Vaccines.  Biotechnology.  All  add  up  to 


Wyeth 
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You'd  never  dream  of  building  your  own  megawatt 
power  plant.  Yet  you  spend  millions  of  dollars  and 
man-hours  building  your  own  e-business  infrastructure. 
Something's  wrong  with  that.  And  e-business  on  demand" 
can  help.  IBM's  e-business  on  demand  delivers  everything 
from  storage  solutions  to  advanced  end-to-end  services 
like  online  procurement.  It's  fast.  It's  affordable.  It's 
reliable.  And  best  of  all,  it's  someone  else's  problem.  It's 
The  Next  Utility?  Visit  ibfn.com/e-business/ondemand 
or  ask  for  on  demand  at  800  IBM-7080. 
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brand  is  the  way  it  goes  across  all  price 
points.  Isn't  it  hard  to  have  it  work  for 
Kmart  and  still  hold  up  as  a  more  up- 
scale brand? 

My  feeling  from  Day  One  was:  Why 
not  make  good  products  at  a  really  good 
price  for  the  broadest  possible  audience? 
I  really  think  that  everybody  should 
have  access  to  good  things. 

But  often  what  happens  is  if  a  brand 
starts  out  at  the  low-end  mass  market, 
that  people,  particularly  for  lifestyle 
products  like  these,  at  the  high  end 
get  a  little  snobby  about  it  and  say  I 
don't  want  it.  She's  at  Kmart,  or  what- 
ever, I  don't  want  it. 

Have  you  been  at  Kmart  in  Bridge- 
hampton  lately?  On  a  Saturday?  I  mean, 
wow,  you  should  see  who's  there  shop- 
ping. It's  really  fun. 


and  she  can  rah-rah-rah  much  more 
than  I  can.  But  I  can  teach. 

How's  business?  What's  happening  with 
advertising?  Is  it  coming  back? 

Last  year  Martha  Stewart  Living 
was  down  2%. 

That's  pretty  good. 

Very  good  compared  to  our  competi- 
tive set.  And  I  can  really  attribute  that 
success  to  our  ability  to  cross-sell  across 
all  media.  We  can  sell  not  only  the  mag- 
azine but  we  can  sell  the  television,  we 
can  sell  the  radio,  we  can  sell  the  In- 
ternet. So  we  have  a  very  nice  cross- 
selUng  platform  all  done  by  the  same 
group  of  people. 

What  other  revenue  streams  are 
you  developing  in  order  to  offset 


think  that  it  was  obvious  for  a  long 
time  that  they  would  have  to  do  that 
They  had  some  stranglehold  leases  and 
all  kinds  of  other  stuff  that  was  really  <> 
problem  for  them.  But  it's  not  good  foi 
a  company  to  file  Chapter  11,  especiaUj 
for  a  venerable  company  like  Kmart. 


Does  the  brand  work  overseas? 

We  have  just  started.  It  was 
kind  of  sad  because  it  was  on 
September  11  that  we  launched 
our  Japanese  business. 

Were  you  in  Japan? 

I  was,  yes.  We  were  stuck 
there  for  five  days,  huddled  in 


Ct  My  role  model 
is  Walt  Disney.  There 
are  few  brands  started 
by  a  person,  with  a  person's 


What  do  you  think  they  ought  to  do? 
What  should  their  strategy  be? 

Kmart  had  a  good  strategy.  They  had 
a  strategy  of  building  some   strong 
brands  in-house,  matching  that  v.^ith 
good  everyday  things  like  groceries,  like 
drugs,  like  Pampers.  A  good  mix,  a 
friendly  atmosphere.  And  they  some 
how  lost  their  way  a  little  bit.  I  think 
that's  where  they  ran  into  trouble,  not^ 
really  remembering  what  their  strategy 
was.  Wal-Mart  Stores  Inc.  has  every 
day  low  prices.  Target  Corp.  has  cWc 
stuff,  chic  ads,  lively,  cool. 
There's     room     for     three 
There's  definitely  room. 


[ 


So  then  what  would  be  the 
niche? 

Strong  brands  like  Martha 
Stewart  Every  Day. 


a  room  watching  television.  It  , 

was  pretty  gruesome.  But  we  name,  that  have  survived  as 


established  our  entire  business 
in  Japan,  a  magazine  called 
Martha  Stewart  MartJm,  a  tel- 
evision program  that's  dubbed 
in  Japanese.  Our  same  Every- 
day products  are  at  Seiyu  de- 
partment stores.  And  we  have  a  stand- 
alone store  and  a  Muji  store  now.  And 
I'm  going  back  in  two  weeks  to  estab- 
lish some  more  retail  outlets  there. 

Do  you  think  the  brand  transcends  the 
person?  If  you  were  less  visible,  would 
that  hurt  the  business? 

I  don't  know  exactly.  I'm  still  alive 
and  well  and  vivacious  and  energetic. 
And  I  want  to  do  what  I  do.  I  think 
that  my  role  model  is  Walt  Disney. 
There  are  very  few  brands  that  were 
really  started  by  a  person,  with  a  per- 
son's name,  that  have  survived  as  nice- 
ly as  that.  Estee  Lauder  has  certainly 
survived  beautifully,  despite  Mrs.  Laud- 
er's absence  from  the  business  in  the 
last,  maybe,  15  years.  I  would  like  to 
engender  that  same  kind  of  spirit  and 
the  same  kind  of  high  quality. 

How  is  the  Martha  Stewart  brand  dif- 
ferent from,  say,  the  Oprah  brand? 

I  think  we're  real  different.  I  call 
her  a  preacher  and  I  call  me  a  teacher. 
She  can  get  out  there  and  proselytize, 


nicely  as  that  " 


MARTHA  STEWART,  Martha  Stewart  Living  Omnimedia 


the  dependence  on  advertising? 

Well,  one  thing  you  can  do  is  create 
new  titles.  We've  done  very  successful 
single  sponsored  issues.  We  also  do 
books.  I'm  working  on  a  big  book  right 
now,  which  I  hope  will  be  published 
next  spring.  It's  called  The  Manual  for 
Homefceeping.  It's  for  the  kid  going  off 
to  school,  for  the  homemaker,  for  the 
housekeeper.  It's  for  anybody  interested 
in  anything  about  homemaking. 

Did  September  11  have  an  effect  on 
your  business? 

People  are  staying  home  more,  cook- 
ing more.  The  year  before  last  we  got 
150,000  pieces  of  correspondence  from 
our  readers.  Last  year,  350,000  pieces  of 
e-mail  and  letters,  with  requests  for  in- 
formation, recipes.  Many  recipes  for 
comfort  foods. 

Let's  talk  a  little  bit  about  Kmart. 
What  do  you  think  is  going  to  happen 
now  that  they've  filed  for  Chapter  11? 

Well,  they  have  the  opportunity  to 
get  rid  of  problems  in  the  company.  I 


Would  you  like  to  stay  with 
Kmart? 

Oh,  definitely.  We  have  a 
very  nice  relationship  with 
them.  We  have  a  wonderful 
program  going.  I  mean,  this 
is  an  exciting  bunch  of  stuff 
that  we  create  for  them.  It's 
the  nicest  of  its  kind  at  mass 

market.  The  nicest.  And  they  just  need 

to  get  stuff  on  the  shelves. 


I  noticed  that  your  accounting  firm  is 
Arthur  Andersen. 

Oh,  yes.  Kmart,  Arthur  Andersen. 
Put  them  all  together. 

How  do  you  feel  about  Andersen? 

They've  done  a  very  good  job  for  us. 
We  have  several  partners  there  that 
work  very  hard  on  our  account.  We 
have  not  used  them  traditionally  for  a 
lot  of  consulting  work,  so  we've  kept 
those  things  apart. 

So  you'll  stick  with  them? 

Right  now  we  have  no  plans  to  do 
otherwise. 

What  is  the  No.  1  attribute  that  put 
you  in  this  chair?  The  thing  about  you 
that  has  made  you  so  successful? 

Well,  maybe  it's  my  curiosity.  I  would 
like  to  think  it's  that.  I  would  like  to 
think  it's  curiosity,  it's  energy,  it's  wanting 
to  learn  something  new  every  day.       ■ 
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What  does  product 

development 
mean  to 

ElVIC? 


"Driving  product  innovations 
like  a  startup,  getting  them  to  market 
like  a  global  leader." 

-Dave  Ellard,  Senior  Vice  President  and  CIO 

EMC  Corporation 


As  manufacturers  look  for  new  ways  to  stay  ahead,  more  and  more  are  returning  to  what  really  sets  them  apart- 
their  products.  That's  why  visionary  ClOs  like  Dave  Ellard  have  put  themselves  on  the  product  development  team.  PTC 
collaborative  product  development  solutions  have  allowed  EMC  to  cut  weeks  out  of  core  processes  and  deliver  the  next 
generation  of  storage  solutions  faster.  "Ultimately,  what  PTC  has  helped  us  do  is  make  our  entire  company  more  scalable," 
says  Ellard,  "so  we  extend  our  leadership."  For  more,  download  our  case  study  on  EMC  at  www.ptc.com/go/emc. 


Product  development  means  business." 


'^2002  P,iramttric  [t-ctinology  Corporation.  PfC  and  Its  logo.  Shaping  Innovation,  Crtratf  Collaboratt  and  Control.  ProduclFirst,  and  Product 
Development  Means  Business  arc  trademarks  or  registered  trademarks  of  Parametric  Technology  Corporatif)n  or  its  subsidiaries  in  the  United 
States  and  m  other  countries.  EMC  is  a  registered  trademark  of  EMC  Corporation. 
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WHY  MOONVES 

DIDN'T  LOSE  LEHERMAN 

The  CBS  chiefs  ratings  streak  is  what  sealed  the  deal 


eslie  Moonves,  CEO  of  CBS,  knows 
good  schtick  when  he  hears  it — 
leven  if  it  hits  home.  So  what  if 
David  Letterman  makes  nightly  sport  of 
the  network  and  its  brass?  (A  Top  Ten 
List  complaint  from  al  Qaeda  prisoners 
at  Guantanamo  Bay:  "There's  only  one 
channel  here,  and  it's  CBS."  Or  last 
year's  "Things  You're  Likely  to  Hear 
in  a  Meeting  with  Les  Moonves."  No.  8: 
"If  it's  not  an  idea  for  a  Tony  Danza 
show,  I  don't  want  to  hear  it.") 

True,  Moonves  has  grumbled  that 
some  of  the  ribbing  goes  on  longer  than 
necessaiy.  But  when  ABC  offered  $30 
million  a  year  in  late  Februan'  to  lure 
Letterman  awaj',  Moonves  quickly  coun- 
tered with  a  .$3L5  million  offer  a  week 
later.  The  acerbic  comic  accepted  on 
Mar.  11,  soon  afttr  returning  from  a  va- 
cation in  St.  Bart's.  He  and  Moonves 
talked  that  morning  after  CBS'  research 
director  sent  Letterman's  people  the 
latest  ratings  data  showing  abc's  falling 


numbers — and  CBS'  rising  ones.  'T)ave  is 
Dave,"  says  the  52-year-old  Moonves. 
"He's  a  funny  guy,  and  we  want  him  to 
be  a  part  of  CBS." 

Keeping  Letterman  from  defecting  is 
just  the  latest  victor^'  for  Moonves,  who 
joined  the  netw^ork  in  1995  when  it  was 
in  third  place.  Heading  into  the  final 
two  months  of  this  season's  ratings  bat- 
tle, CBS  is  neck-and-neck  with  NBC 
among  regularly  scheduled  pro- 
grams, excluding  the  big 
boost  NBC  got  from  its 
Olympics  coverage. 
Even  more  impressive, 
CBS,  once  derided  as 
"the  Depends  network" 

CATBIRD  SEAT 

CBS  owner  Viacom 
will  pump  up  promos 
of  Letterman's  show  on 
UPN,MTV,andVHl 


TURNAROUND:  When  Moonves  came  to 
CBS  in  1995,  it  ivas  in  third  place 
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for  its  aging  viewership,  is  the  only  one 
of  the  largest  four  networks  whose  reg   [sr^ 
ular  series  ratings  among  18-  to  49-year 
olds,  the  viewers  most  coveted  by  ad    i'-^- 
vertisers,  are  up  this  season.  Boosted  bj  i^ 
its  crime  drama  csi  and  sitcom  Every 
body  Loves  Raymond,  "[CBS]  is  a  net 
work  on  the  rise,"  says  Jack  Myers,  ed 
itor  of  advertising  newsletter  the  Jack 
Myers  Report. 

The  Letterman  flap  certainly  shined 
bright  light  on  the  problems  Walt  Dis 
ney  Co.  faces  in  turning  around  ABC.| 
But  while  ABC  can't  seem  to  come  u 
with  a  hit  show,  Moonves  has  quietly 
been  building  CBS  into  the  hottest  pro 
erty  on  TV.  The  onetime  actor,  who 
played  the  hea\y  on  shows  such  as  The\ 
Six  Million  Dollar  Man  in  the  1970s, 
has  even  been  mentioned  as  a  possible 
candidate  to  succeed  Mel  Karmazin,. 
president  of  CBS  parent  Viacom  Inc.  Past 
infighting  betw^een  Karmazin  and  Via- 
com Chairman  Simmer  M.  Redstone  had 
fueled  speculation  that  Karmazin  would 
be  forced  out.  Still,  even  though 
Moonves  sits  on  the  Viacom  board,  in- 
siders say  the  CBS  chief  could  face  stiff 
competition  from  a  Redstone  favorite, 
MTV  Netw^orks  CEO  Tom  Freston,  if  Kar- 
mazin were  ever  to  leave. 

Things  look  good  for  Moonves  today, 
but  in  the  volatile  TV  business,  no  one 
expects  to  stay  on  top  for  long.  And 
CBS  has  its  trouble  spots.  Dan  Rather's 
evening  news  is  a  distant  third  in  the 
ratings  behind  ABC  and  NBC.  And  The 
Early  Show,  hosted  by  Bryant  Gumbel 
and  Jane  Clayson,  is  also  a  ratings  lag- 
gard. To  generate  more  revenues  from 
the  unit,  the  news  division  is  making 
show^s  for  Viacom's  Black  Entertainment 
Television  cable  channel,  and  it  may  do 
the  same  for  MT\'  and  VHi.  Just  holding 
on  to  its  newiy  won  youthful  audience  is 
a  struggle.  Moonves  is  plan- 
ning a  CSI  spin-off  in  Sep- 
tember and  another  show 
from  its  producer,  Jerry 
Bruckheimer,  about  an  FBI 
unit  that  tracks  missing 
persons.  But  a  revived 
Friends  on  NBC  still  makes 
the  Peacock  Network  the 
first  buy  for  many  advertis- 
ers. "Les  can  say  he's  get- 
ting younger  all  he 
wants,"  says  outgoing 
NBC  President  Scott  Sas- 
sa,  "but  the  proof  is  what 
we're  selling,  and  that's  a 
lot  of  18-to-49  ads." 
Since    arriving    at    CBS. 
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Moonves  has  ascended  quickly,  now 
overseeing  operations  that  account  for 
nearly  a  third  of  Viacom's  $23  billion  in 
annual  revenue.  Beyond  the  prime-time 
lineup,  he  oversees  CBS  news  and  sports 
as  well  as  the  stations  group.  And  ear- 
lier this  year,  he  won  control  of  seven- 
year-old  UPN,  Viacom's  other  network. 

But  Moonves,  a  longtime  Warner 
Bros.  Inc.  executive  who  helped  create 
such  shows  as  ER  and  Friends,  is  still  a 
programmer  at  heart,  with  a  Hollywood 
Rolodex  to  die  for.  Most  recently,  he 
beat  out  competitors  for  the  highly  rat- 
ed 9/11  documentary  that  was  shown 
on  CBS  on  Mar.  10  because  of  his  friend- 
ship with  Vanity  Fair  editor  Graydon 
Carter,  who  produced  the  project.  And 
two  years  ago,  he  snatched  up  cs/  after 


ITS  A  HIT 

^ ,  CSVs  Marg 
Helgenherger 
and  William 
Petersen 
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ON  TARGET 

So  far  this  season,  CBS  has  had 
the  only  jump  in  the  18-  to  49-year-old 
audience  for  regular  prime-time  shows 
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AVERAGE  NUMBER  OF  18-49  VIEWERS  IN  PRIME  TIME 
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Data:  Nielsen  Media  Research 


ABC  turned  it  dovni.  CBs  hit  the  mother 
lode  with  the  Dutch  import  Survivor, 
which  Moonves  cleverly  ran  in  the 
summer  when  younger  viewers  were 
channel-surfing  through  reruns.  "Les  is 
the  kind  of  guy  you  love,"  says  csi  pro- 
ducer Bruckheimer.  "He  knows  what  he 
likes  and  makes  decisions  very  quickly — 
no  fooUng  around." 

Now  that  Letterman  has  said  he'll 
stay  onboard — after  Moonves  offered  to 
pump  up  promotions  of  his  show  on 
youth-oriented  UPN,  MTV,  and  VHi — 
Moonves  can  refocus  on  keeping  CBS 
rolling.  And  as  a  network  executive  fa- 
mous for  knowing  what  sells,  he'll  no 
doubt  be  bracing  himself  for  a  new  bar- 
rage of  insults  from  his  new  best  friend. 
By  Ronald  Graver  in  Los  Angeles 
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One  year. 
One  amazing 
career  move. 
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Montreal 


The  Intensive  MBA  Program*  Enhance  your  management  skills.  Work 
smart.  HEC  offers  innovative  teaching  methods.  Strong  international  orienta- 
tion. Valuable  field  projects.  Intensive  MBA  Program  offered  in  either  English 
OR  French.  Accredited  by  the  Association  of  MBAs  (UK).  Admission  deadline, 
fall-term:  April  1.  For  more  information:  www.hec.ca/en/programs/mba  or 
mba@hec.ca.  Or  call  us  at  (514)  340-61 51  (Canada). 

Think  smart.  Think  HEC  Montreal. 
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SOFTWARE 


LARRY'S 
ONE-MAN  SHOW 

Critics  say  Oracle  is  faltering — and  CEO  Ellison  needs  help 


Oracle  Corp.  CEO  Lawrence  J.  Elli- 
son isn't  afraid  to  go  it  alone,  on 
land  or  at  sea.  Last  month,  be- 
cause of  what  he  considered  "pri- 
ma donna"  behavior,  Ellison  demoted 
one  of  four  veteran  skippers  of  his  elite 
yachts,  which  will  compete  for  the 
America's  Cup  this  fall  in  New  Zealand. 
It  was  the  second  such  move  in  less 
than  a  year.  Ellison,  a  respected  skipper 
himself,  says  he'll  pick  up  the  slack  at 
the  helm. 

Sailing  enthusiasts  should  hope  that 
ElUson  does  better  without  his  skipper 
than  Oracle  Corp.  has  done  since  losing 
a  handful  of  senior  execs  over  the  past 
two  years.  The  latest  piece  of  bad 
news  came  on  Mar.   1,  when  Oracle 
warned  it  would  fall  short  of  its  earn- 
ings forecast  for  the  third  fiscal  quarter, 
ended  Feb.  28.  Oracle  is 
expected  to  be  just  a 
penny      shy      per 
share,  but  this  is 
the  second  time  in 
a   year  that   the 
company  has  dis- 
appointed.  Ana- 
lysts expect  quar-    ' 
terly    revenues 
of  $2.4   billion, 
down  10%  from 
a   year   earlier. 
The  stock,  trad- 
ing  at   $14,   has 
plummeted  70% 
from    its    peak 
18  months  ago 
and     is     down 
12%  since  Oracle 
warned     of     the 
shortfall. 

Ellison  can't  blame 
the  crummy  economy 
for  this  one.  Once-fleet 
Oracle  is  in  danger  of  becoming  a  slow- 
growth  company  even  after  the  econo- 
my picks  up.  Its  core  database  market 
is  maturing  and  is  expected  to  grow 
just  1.6%  this  year  and  3.5%  next 
year,  according  to  Gartner  Dataquest. 
And  the  rest  of  Oracle's   products 
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aren't  humming  either.  Ellison  put  to- 
gether a  suite  of  applications  a  company 
needs^ — from  financials  to  supply-chain 
management — all  designed  to  run  on 
the  Internet.  But  the  software  was  bug- 
gy, and  sales  have  been  dismal.  They 
shrank  26%  in  the  fiscal  second  quarter. 
Making  matters  worse,  while  Oracle 
is  stuck  in  the  doldrums,  other  big  soft- 
ware rivals  that  were  late  to  the  Net 
are  now  saUing  faster  than  the  company. 
PeopleSoft's  revenues 
climbed  19%  last  year, 
and  SAP  and  Siebel 
Systems  saw  rev- 
enues grow  17% 
and  14%,  respec- 
tively. This  year, 
Oracle's  sales  are 
expected  to 
drop  9.7%,  to 
$9.8  bilUon, 
and  to  in- 


crease only  2.5%  in  fiscal  year  2003,  | 
says  us  Bancorp  Piper  Jaffray.  By  con- 
trast, PeopleSoft  Inc.'s  revenues  are  I 
pegged  to  rise  more  than  15%  over  the 
same  period.  "Oracle?  They're  dead  in 
the  water,"  crows  PeopleSoft  CEO  Craig  | 
A.  Conway. 

Not  at  all.  Oracle  is  still  one  of  the  I 
most  profitable  software  companies  in 
the  world.  Net  income  is  expected  to 
come  in  at  about  $540  million  in  the  fis- 
cal third  quarter,  down  $42  million  from 
the  year-ago  quarter.  Its  35%  operating 
margin  trails  only  Microsoft  Corp.  and 
Check  Point  Software  Technologies  Ltd., 
which  makes  security  software.  And  its 
efforts  to  fix  the  buggy  software  are  I 
starting  to  pay  off.  A  study  in  January 
by  the  Oracle  Applications  Users  Group] 
and  Morgan  Stanley  Dean  Witter  &  Co. 
found  Oracle  customers  are  getting  com- 
fortable with  the  software. 

And  on  Mar  21,  at  the  Palace  Hotel 
in  New  York,  Ellison  plans  on  revealing 
his  strategy  for  boosting  revenues.  His 
pitch:  Customers  should  forgo  the  hassle 
and  expense  of  installing  new  applica- 
tions on  their  own  computers  and  in- 
stead pay  Oracle  monthly  fees  to  handle 
aU  that  at  its  data  centers.  "Guaranteed, 
you  will  never  have  to  pay  for  another 
upgrade.  You  will  never  pay  for  another 
piece  of  software.  You  will  never  pay 
for  another  piece  of  hardware,"  says 
EUison.  He  says  customers  will  cut 
their  bills  by  half,  and,  within  a 
few  years,  the  business  could 
add  $1  billion  to  Oracle's  annual 
revenues. 

This  isn't  a  new  push  for 
Oracle,  but  ElUson  says  he 
has  a  fresh  take  on  how  to 
gin  up  business.  Oracle  be- 
gan hosting  corporations' 
software  three  years  ago. 
Ellison  says  the  difference 
now  is  that  Web  hosting 
has  become  a  priority  for 
his  company.  Every  Or- 
acle sales  prospect  will 
be  presented  with  the 
hosting  alternative  before 
they  buy  new  software. 
And  Ellison  plans  on  own- 
ing computer  centers  to  en- 
svtre  quaUty. 
No  matter  how  he  rejiggers  things, 
hosting  may  not  reenergize  Oracle.  The 
company  logged  just  $50  million  in  host- 

HANDS-ON 

Ellison  is  trying  to  boost 
revenues  by  running  software 
for  corporations 
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ing  sales  last  fiscal  year.  While  analysts 
believe  the  $1  billion  goal  is  possible, 
they  say  it  will  likely  take  up  to  five 
years  to  get  there.  "They  need  to  sell 
software,"  says  analyst  Robert  Schwartz 
of  Thomas  Weisel  Partners. 

What  the  company  also  needs  is  man- 
agement reinforcements.  Three  years 
ago,  rather  than  playing  his  normal  big- 
think  role,  ElHson  gradually  took  over 
daily  management  and  transformed  the 
company's  internal  operations  using  In- 
ternet technology.  That  ranged  from 
centralizing  data-processing  operations 
to  automating  sales.  Some  results  were 
positive:  Oracle's  operating  margins 
doubled  in  two  years. 

In  other  areas,  ElHson  has  been  his 
own  enemy.  His  insistence  on  running 
operations  led  to  the  departure  of  a 
handful  of  key  executives,  starting  with 
former  President  Raymond  J.  Lane 
some  21  months  ago.  Lane  had  helped 
lead  the  company  to  nine  straight  years 
of  healthy  growth.  Next  to  go  was  Gary 
L.  Bloom,  who  was  being  groomed  for  a 
top  slot  but  left  to 
become  CEO  of  Ve 
tas  Software  Cor 
after  Ellison  made  it 
clear  that  he  would 
continue  his  tight 
control  of  Oracle.  In 
the  past  year,  Oracle 
has  lost  two  top  sales 
execs,  one  because  of  '' 
health  problems  and  another 
was  forced  out,  according  to 
former  executives.  "Larry  has 
done  a  marvelous  job  of  set- 
ting direction,  but  he  needs 
somebody  to  execute  on  his 
vision.  It  takes  two  people  to 
i-un  these  companies,"  says 
analyst  Rick  Sherlund  of 
Goldman,  Sachs  &  Co. 

Even  Ellison's  defenders 
admit  he  has  his  hands  full. 
Oracle  Chief  Financial  Offi- 
cer Jeffrey  0.  Henley  says 
concerns  that  Ellison  has 
taken    on    too    much    are 
fair — although  he  insists  El- 
lison's   management    style 
hasn't  harmed  Oracle's  per- 
formance. Others  disagree. 
A  former  executive  says  El- 
lison does  well  when  he  fo- 
cuses on  one  thing  at  a  time: 
"If  he  fixes  one  part  of  the  business, 
another  one  is  going  to  have  to  slip." 

Oracle  denies  this,  and  Ellison  says  he 
has  a  strong  right  hand  in  Executive 
Vice-President  Safra  A.  Catz.  An  in- 
vestment banker  before  joining  Oracle 
three  years  ago,  Catz  has  been  acting  as 


his  chief  operating  officer 
since  Lane  left..  Ellison  says 
he  offered  the  coo  title  to 
Catz,  but  she  turned  him 
down  because  she  wanted 
to  stay  out  of  the  limelight. 
Catz  declined  to  comment. 
ElUson  says  Catz  probably 
wants  to  avoid  the  divisive- 
ness  of  Lane's  final  days  at 
Oracle — when  the  pair  feud- 
ed over  Lane's  diminished 
role.  "There  was  a  public 
war  inside  the  company," 
says  Ellison.  "I  think  she  is 
afraid  of  creating  a  frac- 
ture" by  becoming  coo. 

There's  no  denying  that 
Ellison's  management  stum- 
bles can  be  traced  back  to 
the  spring  of  2000,  when  he  and  Lane 
had  their  falling  out.  The  delivery  of 
the  Oracle  Hi  business  suite,  the  pack- 
age of  Net  software,  had  been  delayed 
for  months  and  Ellison  lost  patience. 
He  insisted  on  shipping  it  that  May — 

ready    or    not. 
But    Hi    was 


ACRIMONY  AHOY 

Sailor  Ellison  has  now 
demoted  two  America's 
Cup  skippers 


WHAT'S  AILING  ORACLE 


The  software  giant  is  mffenng  through  its  worst  year 
in  a  decade.  Here's  what  went  wrong— and  what  the 
company  is  doing  to  try  to  fijc  things:  


BUGGY  SOFTWARE 


Quality  problems  with  Oracle  Hi 
e-business  software  created  an 
opening  for  rivals  SAP  and 
PeopleSoft.  Theygrewbyl7% 
and  19%,  respectively,  while 
Oracle's  application  sales  were 
-"t'°^-"-.?^.^..'."  the  past  year. 

OlifLOOK  Oracle  has  sent  out 

more  than  5,000  fixes  for  the 
software  to  mollify  customers. 
Prospects  for  growth  are 
mediocre. 


MANAGEMENT  TURMIOl 


rpnresentine  a  25%  turnover  m  the  top  ranKs. . 

Ellison  needs  more  help. 


SLOW  GROWTH 


Revenues  shrank  11%  last 
quarter,  and  the  company's  core 
market  for  database  software 
is  only  expected  to  grow  1.6% 
this  year. 

buTLOdk  Oracle  is  beeifing  up  its 
Oracle.com  service  for  running 
applications  for  customers  and 
delivering  them  over  the  Web. 
That  should  help,  but  it  won't  be 
enough  to  get  revenues  chugging 
again. 


riddled  with 
glitches.  Industry  analysts  estimate  the 
suite  required  5,000  to  7,000  "patches" 
to  fix  faulty  programming. 

Once  customers  loaded  the  software 
on  their  computers,  they  were  in  for 
unpleasant  surprises.  Execs  at  Dallas- 
based  shipper  Dynamex  Inc.  are  still 


peeved  about  the  humar 
resources    software    thej 
bought  from   Oracle   last 
year.   Because  of  qualityl 
problems,  the  software  took! 
longer  than  expected  to  in-| 
stall,  and  Dynamex  felt  Or- 
acle should  pick  up  the  tabl 
in  extra  consulting  costs — I 
some  $25,000.  Dynamex  felt  I 
it  couldn't  abandon  the  $3.51 
million  project,  so  it  himgl 
in.  Still,  "I  walked  awayl 
with  a  bad  taste  in  my| 
mouth,"    says    James    H. 
Wicker  III,  vice-presidentl 
of  information  systems  atj 
Dynamex. 

Ellison  doesn't  apologize 
for  shipping  buggy  soft- 
ware. He  says  it  was  unavoidable  be- 
cause the  product  was  so  complex.  But,! 
a  year  ago,  he  made  matters  worse  atj 
an  Oracle  conference  in  New  OrleansI 
when  he  blamed  customers  for  thei 
frustrations  with  his  software.  It  would  I 
work  fine,  he  said,  if  they  stopped  tin- 
kering with  it  to  fit  their  businessJ 
processes.  "The  view  of  customers  i&l 
'screw  'em,'"  says  Lane,  now  a  ven- 
ture capitalist  at  Kleiner  Perkins! 
Caufield  &  Byers.  "That's  exactly  thel 
opposite  of  the  company  I  was  run-j 
ning.  I'm  embarrassed  by  it." 

Ellison  says  he's  doing  hisj 
best  to  make  things  betterl 
for  customers.  The  hosting] 
alternative  eliminates! 

headaches  for  customers. 
Plus,  he's  pushing  a  new! 
database  technology  called  I 
"rapid  application  cluster- 1 
ing."  The  idea:  A  bunch  of| 
databases  can  run  on  small- 
er computers  and  act  like! 
one  big  database.  It's  billed  I 
as  less  expensive  because  it] 
runs  on  cheaper  computers,! 
and  it's  more  dependable:  If  j 
one  computer  fails,  the  others] 
keep  running. 

The  success  of  these  newi 
gambits  is  anything  but  as- 
sured. Ellison  might  have  a  I 
tough  time  selling  clusters  ofj 
small  databases — since  he  hasf 
long  insisted  that  large,  cen- 
tralized databases  are  best  fori 
big  corporations.  Still,  he's  forging  ahead 
with  what  he  does  best — creating  new| 
technology.  If  Ellison  doesn't  get  some- 
thing going  soon,  it's  going  to  be  hard  to  | 
blow  the  wand  back  in  Oracle's  sails. 

By  Jim  Kerstetter  in  Redwoodl 
Shores,  Calif.,  with  Steve  Hamm  in\ 
New  Ywk  and  Andrew  Park  in  Dallas 
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For  guides  like  Gene  Kranz,  failure  is  not  an  opWbn. 


dh'is  c 


He  learned  nis  craft  in  the  early  days  of  the 
Mercury  program,  as  the  U.S.  struggled  to  catch 
the  Soviets  in  space.  Then,  as  flight  director  fof 
Apollo,  he  guided  the  first  man  to  the  moon.  And, 
against  all  odds,  brought  back  the  crew  of  the 
stricken  Apollo  13  using  intelligence,  nerve  and 
split-second  decisions  rooted  in  long  experience. 


We  too  have  spent  years  guiding  clients,  perfecting 
our  skills,  building  a  team  that's  second-to-none. 
We  were  the  top-f)erforming  bookrunner  of  2001.* 
Guided  clients  on  deals  valued  in  excess  of  $20 
billion.  And  maintained  our  #1  ranking  in  after- 
deal  IPO  support.^^  A  few  facts  to  consider  before 
your  next  giant  leap. 

Guides  for  the  journey.*     [Tt?^  bdllCOrD 

Piper  Jaffray® 


MINNEAPOLIS      MENLO  PARK      SAN  FRANCISCO      LOS  ANGELES      SEATTLE      CHICAGO      NEW  YORK      LONDON      TEL  AVIV* 


;  B.iseil  on  year-end  return  from  offer  price  for  all  IPOs  and  follow-oii  offerings  completed  in  2001.  Rankings  include  all  bookriinning  managers 
.(hat  completed  at  least  10  transactions  in  2001.  Source:  Dcalogic.  ft  ^<\se6  on  IPOs  underwritten  from  1-1-00  to  12-3  1-01.  Securities  products 
and  services  are  offered  through  U.S.  Bancorp  I'iper  Jnffray  Inc.,  a  subsidiary  of  U.S.  Bancorp,  member  SIPC  and  NYSE.  Inc.  'Strategic  alliance. 


www.  piperja  f  fra  y.com 
()lA)2  00-n64 
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TELECOMMUNICATIONS 


QWEST:  THE  ISSUES 
GO  BEYOND  ACCOUNTING 

BusinessWeek Mds  a  curious  pattern  of  insider  selling 


A  case  of  Enronitis  may  now  be 
spreading  to  Qwest  Communica- 
tions International  Inc.  Last  year, 
the  Denver  telecom  giant  saw  its  stock 
slide  649c,  to  S14.13,  after  it  came  under 
fire  for  its  accounting  practices.  This 
year,  Qwest 's  shares  sUd  an  additional 
S19c,  to  S9.71  on  Mar.  8,  amid  growing 
liquidity  concerns  and  do\\Tigrades  from 
the  major  credit-rating  firms.  Then,  on 
Mai-.  11,  Qwest  disclosed  that  the  Secu- 
rities &  Exchange  Commission  had 
opened  an  informal  inquirj'  into  its  ac- 
counting practices.  In  a  statement,  the 
company  said  that  its  accounting  was 
appropriate  but  noted  that  "there  can  be 
no  assurance  that  the  SEC  wiR  agree." 

Qwest  may  end  up  ha\"ing  to  explain 
more  than  just  its  accounting.  A  Busi- 
nessWeek re\iew  of  insider  stock  sales 
found  that  Qwest's  top  execs  were  selling 
stock  at  the  time  its  critics  allege  ac- 
counting improprieties  may  have  occurred 


at  the  company.  CEO  Joseph  P.  Nacchio 
sold  2  million  shares  of  Qwest  stock  in 
the  fii-st  half  of  last  year,  realizing  $74.6 
million.  That  was  slightly  more  shares 
than  he  sold  in  all  of  2000.  And  on  May 
2,  2001,  Qwest  founder  Philip  F.  Anschutz 
sold  roughly  10  ntiilhon  shares  for  $408 
million,  according  to  sec  filings. 

The  sales  have  angered  Qwest  em- 
ployees. In  early  March,  workers  filed 
two  lawsuits,  claiming  they  were  en- 
couraged to  keep  theii*  retirement  sav- 
ings in  company  stock  even  as  top  execs 
sold  hundreds  of  millions  of  dollars  in 
shares.  "Senior  management  had  a  fidu- 
ciary duty  to  employee  stock  plans,  and 
here  they  are  urging  employees  to  in- 
vest while  selling  off  their  own  stock," 
says  Joseph  Whatley,  one  of  the  attor- 
neys who  has  brought  suit  against 
Qwest's  senior  management. 

Anschutz  isn't  commenting.  Nor  is 
Ci-edit  Suisse  First  Boston,  which  in  2000 


acquired  Donaldson,  Lufkin  &  Jenrett 
Inc.,  the  investment  bank  that  struc 
Anschutz's  stock  sale  through  a  Cajn 
Islands  subsidiarj'.  That  transaction  rep 
resented  only  3.3%  of  Anschutz's  301  mil-| 
lion-shai-e  stake  in  Qwest.  A  spokesman! 
for  Qv\-est  says  that  Nacchio  sold  shares] 
to  divei-si^'  his  holdings  and  still  has  op-j 
tions  on  20  mfllion  shai-es.  The  spokesman! 
said  that  Nacchio  also  sold  shares  in  pri- 
or years,  including  1.9  mUlion  shares| 
worth  $93.5  million  in  2000. 

The  timing  of  the  sales  may  be  criticall 
because  they  occurred  just  beforej 
Qwest's  stock  nosedived.  The  compan^sl 
shai-es  held  up  better  than  the  rest  of  the\ 
telecom  industry-  during  the  first  half  ol| 
last  yeai",  lai-gely  because  Nacchio  insist- 
ed that  Qwest  could  outpace  its  rival9| 
in  revenue  and  earnings  growth.  But  in| 
the  second  half,  the  company  stumbled. 
On  Sept.  10,  Nacchio  conceded  thatl 
Qwest  would  not  meet  its  revenue  and! 
growth  targets  for  the  year  and  for  2002.  | 

The  sec's  investigation  involves  ac- 
counting practices  Qwest  used  thatl 
made  its  financial  performance  look  good| 
through  the  middle  of  last  year.  One 
area  the  sec  is  examining  is  Qwest's| 
sales  of  capacity  on  its  network.  Qwest,  ( 
like  many  telecoms,  sold  slices  of  ca- 
pacity on  its  network — known  as  inde-l 
feasible  rights  of  use  (iRUs) — ^to  other! 
phone  companies  while  buying  iRUsj 
from  other  service  pro\'iders.  Such  sales  I 


MAPPING  INSIDER  SELLING  AT  QWEST 


JUNE  27. 1997 


IflVlSKlHillliKSIIIIIIIl 


$5.50  a  share, 
adjusted  for  stock 
splits 


JUNE  30,  2000  Qwest 


IKlJlUllLSU^il 


merger  with  US  West 


MAY  2,  2001 

Founder  Philip 
Anschutz  sells  10 
million  shares  for 
$408  million  to 
Donaldson.  Lufkin 
&  Jenrette 


MAY  15,  2001  Qwest  CEO 

Joseph  Nacchio 
concludes  his  last 
major  stock  sale, 
bringing  his  total 
sales  in  the  first  five 
months  of  the  year  to 
$75  million 


SEPT.  10,2001  Company 
announces  that  it  will  not 
meet  2001  revenue  and 
earnings  forecasts.  Stock  falls 
7%.  to  $18.57 


MAR.  11, 
2002  Qwest 
discloses 
that  SEC  IS 
investigat- 
ing its 
accounting 
practices 


PHILIP  ANSCHUTZ 


AUG.  14,  2001  Qwest  discloses  that  $857  million  of 
its  $10.2  billion  in  revenues  for  the  first  six  months  of 
the  year  came  from  controversial  capacity  sales  with 
other  telecom  companies,  including  Global  Crossing 


Data;  Company  reports,  BusinessWeek  research 
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iiWe  integrate.  You  communicate. 


■»  Wouldn't  it  be  better  if 

the  networl^  moved  with  you?  Y, 


/ 


f'    ■  ■ '         -^ 


Someday  satellites  will  cover  the  globe  so 
thoroughly  that  there  will  always  be  one 
right  where  you  need  it.  Which  means  that 
super-fast  wireless  broadband  connections 
will  always  be  at  your  disposal.  No  more 
anemic  connections,  no  more  out-of-service 
areas. 


With  our  encyclopedic  knowledge  of  IT 
space  infrastructure— from  diverse  satellites 
to  the  many  technologies  that  support  them 
on  the  ground— we're  bringing  together  a 
network  that  works  for  you. 

IT  integration  is  making  things  better  all  over 
-     www.mitsubishielectrlc.com/IT 


IT   Infrastructure 
for 

Society      J  ^ffivldualsj       industry    j 
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can  be  legitimate  if,  for  example,  Qwest 
needed  capacity  between  San  Francisco 
and  Seattle  and  AT&T  needed  capacity 
between  New  York  and  Boston. 

But  capacity  sales  also  can  be  used  to 
inflate  revenues  and  profits.  A  sale  of  an 
IRU  is  counted  as  revenue,  while  a  pur- 
chase is  counted  as  a  capital  investment. 
If  two  companies,  for  example,  sell  each 
other  IRUS  valued  at  $100  milHon,  both 
companies  can  book  revenues  of  $100 
million  today,  but  they  spread  the  cost 
of  the  $100  million  purchase  over  the  life 
of  the  contract,  typically  20  or  25  years. 
The  result  is  that  a  company's  financial 
statements  look  good  today,  although 
no  net  cash  has  changed  hands. 


What  the  sec  is  investigating  is 
whether  Qwest,  Global  Crossing  Ltd., 
and  others  sold  each  other  network  ca- 
pacity to  inflate  their  finartcial  state- 
ments, vdthout  any  real  business  pur- 
pose. In  the  first  six  months  of  2001, 
Qwest  sold  .$857  million  worth  of  net- 
work capacity  to  other  telecom  players. 
It  also  bought  $450  million  in  capacity 
from  some  of  those  same  companies. 
The  sales  helped  Qwest's  revenues  rise 
12%,  to  $10.3  billion,  for  that  time  peri- 
od. Without  those  transactions  Qwest's 
revenues  would  have  grown  only  7.5%, 
to  $9.4  billion. 

Qwest's  transactions  were  first  exam- 
ined as  part  of  the  SEC's  ongoing  investi- 


gation into  Global  Crossing,  the  formei 
telecom  highflier  now  in  bankruptcy.  Ac- 
cording to  a  whistle-blower  lawsuit  filec 
by  former  Global  Crossing  employee  Roj 
Olofson,  Qwest  and  Global  Crossing  ex- 
changed about  $200  million  worth  of  net 
work  capacity  in  the  first  and  second 
quarters  of  2001.  And  Global  Crossing 
Chairman  Gary  W%mick  entered  into  i 
$123  million  stock  sale  in  the  same  montl 
that  Anschutz  sold — May  of  2001.  It  ma\ 
all  be  a  coincidence,  but  there  were  cer 
tainly  a  lot  of  shares  being  sold  at  a  cu- 
rious time. 

By  Ronald  Grover  and  Christophei 
Palmeri  in  Los  Angeles  and  Peter  El 
strom  in  New  York 


THE  SEC  GOES  GOODWILL  HUNTING  AT  WORLDCOM 


On  Mar.  11,  WorldCom  joined 
Global  Crossing  and  Qwest  Com- 
munications on  the  list  of  telecom 
companies  with  accounting  practices 
that  are  under  review  by  the  Securi- 
ties &  Exchange  Commission.  The 
telecom  giant  says  it's  cooperating  ful- 
ly. WorldCom  Inc.  Chief  Financial  Of- 
ficer Scott  D.  Sullivan  said  the  compa- 
ny has  been  reviewed  repeatedly  in 
recent  years  and  satisfactori- 
ly answered  aU  questions. 

Still,  the  inquiry  poses  a 
real  danger.  The  sec  request- 
ed documents  on  a  sweeping 
range  of  topics,  including  dis- 
puted customer  bills,  sales 
commissions,  and  World- 
Com's loans  to  its  officers 
and  directors.  The  latter 
would  presumably  include 
the  $340  million  that  CEO 
Bernard  J.  Ebbers  owes  the 
company. 

Perhaps  most  serious  of 
all,  the  SEC  wants  information 
about  how  WorldCom  ac- 
counted for  the  goodwill  it 
built  up  while  acquiring  60 
companies,  including  long-dis- 
tance player  MCi  Communica- 
tions. Goodwill  is  an  account- 
ing term  that  describes  the 
amount  by  which  a  purchase  price  ex- 
ceeds the  value  of  the  acquired  compa- 
ny's tangible  assets.  WorldCom's  good- 
will swelled  to  $50.8  billion  at  the  end 
of  September  Under  new  accounting 
rules,  a  company  needs  to  write  down 
its  goodwTll  if  the  value  of  the  acquired 
company  suffei-s  a  sustained  decline. 
Already,  WorldCom  has  said  it  will 


take  an  estimated  $15  billion  to  $20 
biUion  charge  to  write  dovm  its  good- 
vdU.  However,  the  sec  inquiry  could 
force  WorldCom  to  take  a  bigger 
writeoff,  says  credit  analyst  David  Pe- 
terson of  Fitch  Inc.  in  Chicago. 

That  could  create  a  cash  crunch. 
The  telecom  company  now  has  an  $8 
billion  bank  credit  line  that  it  can 
draw  on  if  it  needs  additional  cash. 

ON  THE  HOT  SEAT 

The  SEC  is  investigating  WorldCom's  finances  in 
these  areas: 


ACCOUNTING  The  SEC  is  examining  how 
WorldCom  accounted  for  goodwill,  which 
ballooned  to  $50  billion  through  a  series  of 
acquisitions.  WorldCom  has  said  it  will  take 
a  charge  of  up  to  $20  billion  to  write  down 
goodwill  later  this  year,  but  it  could  be 
forced  to  take  a  much  larger  charge. 

EXECUTIVE  LOANS  The  commission 
requested  all  documents  related  to  loans 
WorldCom  made  to  its  officers  and  direc- 
tors. CEO  Bernie  Ebbers  has  said  he  owes 
the  company  $340  million. 

SALES  The  SEC  is  looking  into  customer  billing 
disputes  and  sales  commissions  paid  to  14  people 
who  were  recently  fired  for  alleged  improprieties. 

Those  untapped  loans  require  that 
WorldCom  keep  its  debt-to-capital  ra- 
tio at  68%  or  less.  Today,  WorldCom's 
ratio  is  34%.  A  $20  billion  vmtedoMoi 
would  up  that  to  44%,  according  to 
Merrill  Lynch  &  Co.  WorldCom  would 
pass  the  68%  threshold  if  its  writeoff 
exceeds  about  $45  billion.  "The  sec  in- 
quiry certainly  raises  the  possibility 


that  a  larger  writedown  in  goodwill 
may  be  needed,"  says  Douglas  R. 
Carmichael,  an  accounting  professor 
at  Baruch  College,  who  says  it's  possi- 
ble that  WorldCom  may  have  to  write 
off  all  of  its  goodwill  since  the  telecom 
industry  is  so  troubled.  WorldCom 
dismissed  the  scenario.  "The  prospect 
of  a  larger  writedovvTi  is  hjrpothetical 
and  we  certainly  don't  expect  it  to 
play  out,"  says  company 
spokesman  Brad  Bums. 

Without  access  to  its  bank 
credit,  WorldCom  might  have 
trouble  making  payments  on 
its  debt.  Those  payments  to- 
tal $172  million 
this  year.  But 
WorldCom  is 
supposed  to  re- 
pay $1.7  billion 
in  2003  and  $2.6 
billion  in  2004. 
Ebbers  says 
WorldCom  won't 
fail.  "WorldCom 
is  a  viable  entity 
going  forward," 
he  says. 

Yet  support- 
ers are  abandon- 
ing ship.  Merrill  Lynch  ana- 
lyst Adam  Quinton 
downgraded  WorldCom  fi*om  a  "buy" 
to  a  "neutral"  just  before  Ebbers  took 
the  stage  at  the  Merrill  Lynch  confer- 
ence Quinton  was  hosting.  Quinton 
said  it  was  inappropriate  to  have  a 
positive  rating  given  the  uncertainty 
of  the  SEC  inquiry.  Those  doubts  won't 
be  dispelled  any  time  soon. 

By  Steve  Rosenbush  in  New  York 
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Compaq  fvo  Notebook  N600c 

Mobile  Intel*  Pentium*  III  Processor  1.20CHz-M 

Designed  to  meet  the  needs  of 
professional  road  warriors 


Winner,  Network  World  Best  of 
the  Tests  Award,  Nov.  2001 
Compaq  ProLiant  DL380  Server 

Intel*  Pentium*  III  Processor  l.lBCHz 

The  first  density-optimized  server  to  provide 
enterprise-class  availability  and  performance 
all  in  a  2U  form  factor 


WHAT  MAKES  COMPAQ  TECHNOLOGY  SO  VALUABLE? 

ASK  THE  CRITICS. 


Best  Desktop  PC,  Best  of  COMDEX  2001 

Compaq  Evo  D500  Ultra-Slim  Desktop 

Intel*  Celeron*  Processor  1.30  GHz 

Powerful  combination  of  enterprise  security 
and  manageability 


1st  Class  Award,  Mobile  Computing, 

Feb.  2002 

Compaq  IRAQ  H3835  Pocket  PC 

Powerful  and  expandable  pocket  PC  that 
enables  you  to  connect  to  your  office 


What  makes  a  best  buy?  How  about  advanced  technology,  practical  versatility,  responsive  technical  support. 
And  those  are  just  a  few  of  the  many  qualities  that  put  Compaq  at  the  top  of  every  shrewd  purchaser's  list. 

Compaq  CarePaq  Services  provide  a  variety  of  upgrades  to  enhance  the  base  warranty  on  your  Compaq  products. 


pentium«/// 


For  latest  pricing,  call  toll  free 

Buy  direct  from  Compaq  at  888-349-5704, 

compaq.com/awardwinning/bw, 

or  visit  your  local  reseller.  J  Inspiration  Technology 


1  COMPAa 


Compaq  PCs  use  genuine 
Microsoft®  Windows® 
www.microsoft/piracy/howtotell 


"The  Compaq  iPAQ  H3835  Pocket  PC  is  a  retail  model  that  is  feature  equivalent  to  the  iPAQ  H3850  Pocket  PC  commercial  model. 
Compaq,  the  Compaq  logo,  Evo,  ProLiant,  iPAQ  and  Inspiration  Technology  are  trademarks  of  Compaq  Information  Technologies,  L.P 
in  the  U.S.  and  other  countries.  Intel,  the  Intel  Inside  logo,  Pentium,  and  Celeron  are  trademarks  or  registered  trademarks  of  Intel 
Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Other  products  mentioned  herein  may  be  trademarks  of  their 
respective  companies.  Compaq  Is  not  liable  for  editorial,  pictorial  or  typographical  errors  In  this  advertisement.  ©2002  Compaq 
Information  Technologies,  L.P 


aced  with  rising  public  disgust  over  the  Enron  scandal  and  a  seemingly  endless 
string  of  corporate  bookkeeping  investigations,  Administration  economic  advisers 
spent  much  of  the  winter  huddled  in  crisis  meetings.  The  key  question:  How  can  a 
fiercely  anti-regulation  White  House  restore  confidence  in  Corporate  America's  ac- 
counting and  governance  without  choking  off  the  innovation  and  flexibility  that  underpin 
the  world's  most  efficient  financial  system? 


On  Mar.  7,  President  George 
W.  Bush  gave  his  answer  to  a 
chorus  of  lawTTfiakers  clamoring 
for  tough  new  laws:  Let  Harvey 
do  it.  The  Harvey  in  question  is 
Harvey  L.  Pitt,  the  savvy  57- 
year-old  lawyer  Bush  tapped  to 
head  the  Securities  &  Exchange 
Commission.  A  brilliant  conser- 
vative who  made  his  name  rep- 
resenting the  nation's  financial 
powerhouses,  Pitt  was  selected 
as  an  antidote  to  his  prickly 
predecessor,  Arthur  Levitt  Jr.,  a 
combative  champion  of  small  in- 
vestors and  scourge  of  account- 
ants and  Wall  Street.  Pitt's  orig- 
inal vision  for  the  sec:  Let  sweet 
reason,  self-pohcing,  and  volun- 
tary compliance  supplant  Levitt's  confrontational  reign. 

Enron  Corp.'s  rapid  collapse,  a  rash  of  corporations  re- 
stating their  earnings,  and  a  wave  of  corporate  insiders 
selling  out  just  before  their  stocks  cratered:  All  these  over- 
whelmed that  game  plan  and  thrust  Pitt  into  the  unex- 
pected role  of  reluctant  reformer.  Granted  sweeping  powers 
by  the  White  House,  he  now  has  the  Herculean  task  of 
cleaning  up  a  mess  that  has  been  accumulating  for  years — 
an  alarming  erosion  in  the  honesty  and  reliability  of  financial 
information  about  companies,  data  on  which  America's  mar- 
kets depend.  Companies  have  played  numbers  games  with 
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Will  SEC  Chairman 

HARVEY  Pin 

crack  down  on 

corporate  abuses? 


increasing  abandon — exaggerat- 
ing profits,  understating  debts, 
hiding  costs — and  indulgent  au- 
ditors have  O.  K.'d  it  all,  for  fear 
of  losing  juicy  consulting  con- 
tracts with  their  clients. 
Overblown  earnings  inflated  the 
bonuses  of  corporate  insiders, 
many  of  whom  reaped  big  prof- 
its cashing  in  stock  options 
ahead  of  earnings  restatements. 
Meanwhile,  investors  were  left 
clueless  about  what  was  really 
going  on  inside  once-admired 
outfits  such  as  Enron. 

In  Bush's  vision,  the  newly 
empowered  Pitt  will  be  part  cop 
and  part  missionary,  determined 
to  restore  the  Investor  Class's 
faith  in  what  the  President  calls  "the  ownership  culture." 
Shape  up  those  see-no-evil  accountants?  The  sec  will  crack  I 
the  whip,  Bush  insisted  in  his  Mar.  7  speech.  Deal  with  the  ill- 1 
gotten  gains  of  serial  financial  finaglers?  The  sec  will  getj 
CEOs'  attention  by  confiscating  bonuses  and  stock-option  prof- 
its. Direct  management  to  tell  shareholders  of  important! 
deals  quickly  and  fully?  A  piece  of  cake  for  Pitt  &  Co.  "Today,  [ 
I  call  upon  the  Securities  &  Exchange  Commission  to  take  ac- 
tion," said  Bush.  "Reform  should  improve  investor  confidence  | 
and  help  our  economy  to  flourish  and  grow." 

But  Pitt's  mandate  is  to  fix  the  problems  by  using  existing] 
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rules,  heading  off  tough  legislation  at  all  costs.  He's  caught  in 
a  three-way  squeeze  by  congressional  Democrats  and  in- 
vestor advocates,  who  think  he's  a  wimp;  financial-industry  gi- 
ants, who  will  brand  him  a  turncoat  if  he  resorts  to  punitive 
measures;  and  hard-core  conservatives,  who  think  any  insti- 
tutional response  to  the  Enron  mess  will  slow  economic 
gro\\th.  As  these  forces  play  out,  the  last  thing  Bush  wants  is 
a  \\ide-ranging  reform  bill  from  the  Hill  that  he  hates  but 
cannot  veto  because  it  would  make  him  look  soft  on  Enron, 
the  biggest  corporate  backer  of  his  political  career.  Most  re- 
forms "can  be  done  by  executive  action  through  the  Securities 
&  Exchange  Commission  and  the  Treasury,"  insists  White 
House  poUtical  guru  Karl  Rove,  who  is  guiding  Bush's  re- 
sponse to  the  Enron  saga.  "If  we  can  solve  much  of  the 
problem  [without  new  legislation],  so  much  the  better." 

Portly,  bearded,  and  given  to  talking  in  dense  phrases — the 
man  practically  speaks  in  footnotes — Pitt  is  comfortable  with 
that  approach.  His  belief  in  the  power  of  markets  to  correct 
faults  is  almost  religious.  He  openly  decries  the  urge  to  legis- 
late of  such  leading 
liberals  as  Senators 
Jon  S.  Corzine  (D- 
N.J.)  and  Christopher 
J.  Dodd  (D-Conn.).  "Not  every  problem,"  Pitt  says,  "requires  a 
new  statute  or  a  new  rule"  (page  78).  Instead,  he  is  pushing  a 
free-market  agenda:  a  four-pronged  offensive  that  relies  on 
stronger  enforcement,  stepped-up  penalties  for  corporate  mis- 
creants, quicker  and  clearer  financial  disclosure,  and  structur- 
al reform  of  auditing. 

As  a  first  step,  Pitt  has  ordered  the  enforcement  of  exist- 
ing accounting  rules,  nearly  tripling  the  number  of  SEC  probes 
into  company  books.  The  troubled  telecommunications  indus- 
try is  bearing  the  brunt  of  this  scrutiny,  with  bankrupt  Glob- 
al Crossing  and  outfits  such  as  Qw^est  Communications  and 
WorldCom  in  the  crosshairs.  And  he's  operating  behind  the 
scenes  to  nip  potential  crises  in  the  bud:  When  questions 
about  IBM's  accounting  for  asset  sales  threatened  to  send 
the  stock  into  the  tank  in  February,  sec  accountants  quickly 
persuaded  Big  Blue  to  quit  using  those 
transactions  to  bolster  earnings.  "Harvey 
operates  by  talking  to  people  and  achiev- 
ing consensus  rather  than  wielding  a  big  , 
stick,"  says  former  sec  Chairman  David 
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S.  Ruder,  now  a  law  professor  at  Northwestern  University. 
Meanwhile,  Pitt  has  embraced  Treasury  Secretary  Paiil  H. 
O'Neill's  call  to  make  ceos  personally  liable  for  financial  per- 
formance. He  helped  spike  O'Neill's  most  sweeping  propos- 
al— making  it  easier  to  sue  execs  and  directors — ^but  came 
back  with  some  stiff  penalties  that  could  dissuade  top  ofBcers 
fi'om  playing  numbers  games.  "Harvey  likes  to  say  that  you 

have  to  Listen  to  both  the  words  and 
the  music,"  says  Paul  Gonson,  a  long- 
time top  SEC  lawyer  now  at 
Kirkpatrick  &  Lockhart.  "For  corpo- 
rate executives,  his  music  is  saying. 
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Pin'S  AGENDA 

Here  are  the  SEC  chiefs  plans  to  tackle 

the  difficult  issues  facing  his  agency — 

and  whether  they'll  do  the  trick 


AUDITOR  OVERSIGHT 


PROBLEM  Largely  self-regulatory  system 
for  disciplining  accountants  and  firms  is 
slow  and  ineffectual. 

PITT'S  PLAN  Set  up  a  new  oversight 
board  funded  by  levies  on  audit  firms, 
pension  funds,  and  others  that  rely  on 
audits  to  monitor  quality  and  ethics. 

VERDICT  A  good  start,  but  an  effective 
board  needs  subpoena  power  and  inde- 
pendence from  accounting  firms. 


AUDITOR  INDEPENDENCE 


PROBLEM:  Auditors  tend  to  go  easy  on 
clients  that  buy  their  consulting  senices. 
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Andersen  auditors  fell  down  on  the  job 
at  Waste  Management,  too. 

PITT'S  PLAN  Bar  a  company's  external 
auditors  from  monitoring  ongoing  finan- 
cial procedures  such  as  purchasing  and 
expenses.  Let  audit  committee  decide  if 
they  can  also  consult  on  tax  and  corpo- 
rate strategy  and  computer  systems. 

VERDICT:  Too  weak:  Auditors  should  be 
prohibited  from  selling  most  consulting 
services  to  clients. 


ACCOUNTING  STANDARDS 


PROBLEM:  The  Financial  Accounting  st 
Standards  Board  is  slow  to  issue  ancpc" 
clarify  its  rules. 

Pin'S  PLAN:  Push  FASB  to 
move  faster  and  speak  plainly. 

VERDICT:  SEC  has  good 
intentions,  but  follow-through 
is  critical. 


PROBLEM:  Too 
often,  execs 
soft-pedal 
risks  to 
investors. 

Pin'S  PLAN: 
Make  execs 
affirm  in 
writing  that 


Former  Enron  board  p 
member  Wendy  Lee  G I 
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SEC  ENFORCER 

After  the  Enron 
probe  started, 
Stephen  Cutler 
sought  subpoena 
power.  Pitt  backed 
him,  but  as  a  former 
Andersen  attorney 
has  steered  clear  of 
the  case  since 


'We're  getting  much 
tougher.' " 

But  Pitt  has  struck 
some  sour  notes.  His 
preference  for  quiet 
diplomacy  over  noisy 
activism  led  to  a  ma- 
jor blunder  with  his 
first  response  to  the 
Enron     collapse,     a 
plan  for  a  new  re- 
view^  board  to  over- 
see and  discipline  au- 
ditors. As  the  spot- 
light fell  on  Arthur  Andersen  LLP's  auditing 
failures  at  Enron,  Pitt  met  with  the  American 
Institute  of  Certified  Public  Accountants  and 
its  top  members.  They  all  knew  him  well:  Pitt 
and  his  former  law  firm.  Fried  Frank  Harris 
Shriver  &  Jacobson,  had  represented  the  trade 
group  and  each  of  the  Big  Five  at  one  time  or 
another.  Together,  they  hammered  out  a  deal 
to  take  auditor  discipline  out  of  the  hands  of 
the  AICPA  and  vest  it  in  a  new  group,  later 
dubbed  the  Public  Accountability  Board,  with 
a  majority  of  investor  and  business  represen- 
tatives and  a  minority  of  accountants. 

Pitt  was  about  to  let  Capitol  Hill  in  on  his 
plan  in  mid-January  when  details  leaked  to  Busi- 
7iessWeek  and  The  Washington  Post.  His  hurried 
announcement  ruffled  feathers  on  the  Hill  and 
among  accounting  overseers.  The  Public  Oversight  Board,  a 
five-member  group  that  Levitt  charged  with  revieviing  the 
quality  of  Big  Five  audits,  disbanded  in  protest.  Pitt's  proposed 
board  is  widely  viewed  as  weak.  It  would  lack  subpoena  power 
to  produce  evidence.  And  by  allovdng  even  a  minority  of  ac- 
countants on  the  board,  Pitt  risks  repeating  history  and  letting 
it  get  taken  over  by  the  industry.  But  Pitt  stuck  to  his  guns, 
with  White  House  support,  even  in  the  face  of  bipartisan  de- 
mands for  a  tougher  stance.  "Political  skills  and  luck  are 
two  of  the  most  important  things  an  SEC  chairman  can 
have,"  observes  a  former  top  Democratic  sec  official.  "So 
far,  Harvey  is  faUing  short  on  both." 


All  the  same,  he  may  vdn  one  victory  that  eluded  several 
of  his  predecessors:  persuading  Congress  to  boost  the  SEc's 
budget.  Plagued  by  low  pay,  mission  creep,  and  sagging 
morale,  the  agency  has  long  needed  more  money.  Though 
Bush  said  on  Mar.  13  he's  still  not  inclined  to  give  it.  Congress' 
General  Accounting  Office  thinks  otherwise.  In  a  Mar.  5  re- 
port, it  found  the  SEC's  workload  has  grown  by  80%  since 
1993,  while  staffing  has  been  stagnant.  Pitt  asked  the  Hill  for 
$558  million  for  next  year — an  extra  $91  million,  or  six  times 
the  $15  million  that  Bush's  budget  office  approved.  "We  need 
those  resources  if  we  are  to  restore  the  public's  full  confidence 
in  our  capital  markets,"  he  told  the  Senate  Appropriations 
Committee. 

Pitt  was  right  on  both  counts:  The  SEC  needs  reinforce- 
ments, and  it  needs  to  rebuild  public  confidence.  But  how 
much  faith  should  members  of  the  Investor  Class  have  that 
Pitt  vidll  do  the  job  of  reining  in  corporate  offenders — and 
those  who  help  them? 

Before  Enron  blew  up  into  a  corporate  ethics  fiasco,  Pitt 
made  millions  representing  top  financial-industry  players.  So 
Democrats,  eager  to  prolong  Bush's  discomfort  over  Enron's 
demise,  are  quick  to  suggest  that  Pitt's  background  makes 
him  a  poor  candidate  to  lead  an  ethics  crusade.  Pitt  "is  a  man 
of  unquestioned  character,"  says  Corzine,  a  former  Wall 
Streeter.  But  "on  policy,  he's  toeing  the  Administration's  line 
with  relatively  weak  initiatives." 

A  chorus  of  pension-fund  managers  and  shareholder-rights 
advocates  agrees.  They  fear  the  Administration  will  rob  them 
of  their  best  chance  in  decades  to  overhaul  corporate  boards. 
"Pitt  wants  to  have  the  appearance  of  action  to  hide  the 
fact  that  he's  not  doing  anything  serious,"  asserts  Sarah  Tes- 
lik,  president  of  the  Council  of  Institutional  Investors,  an 
activist  group  of  pension  and  mutual  funds. 

Pitt's  supporters  say  skeptics  are  missing  a  key  point: 
Pitt's  devotion  to  the  sec  and  its  central  role  in  ensviring  the 
integrity  of  U.  S.  capital  markets.  Bom  in  Brooklyn,  N.  Y.,  to 
immigrant  parents,  Pitt  beUeves  that  "the  sec  plays  an  in- 
credibly important  role  in  overseeing  the  markets  that  enable 
millions  to  achieve  a  piece  of  the  American  dream."  With  a 
freshly  minted  law  degree  from  St.  John's 
University,  Pitt  joined  the  sec  in  1968.  He 
headed  a  major  study  on  the  rising  clout  of 
institutional  investors,  then  was  tapped  as 


Ive  disclosed  the  risks  in  their 
s  to  investors. 

Lawyers  will  find  loopholes. 


INSIDER  STOCK  SALES 


LEM:  Execs  don't 
to  report  stock  sales 
'*p  to  13  months. 

S  PLAN:  Force  them 
sclose  stock  sales 
n  48  hours. 

ICT:  A  long-overdue 
ovement. 


Winnick  sold 
big  stakes 
in  Global 
Crossing 


counting  issues 
Require  notice 
to  the  SEC  of 
events  like 
ethics  waivers, 
off-balance- 
sheet  deals. 

VERDICT  Good 

moves,  but  SEC  will  have  to  make  sure 

lawyers  don't  water  down  statements. 


Did  former  Enron  CEO 
Skilling  tell  all? 


officers  or  directors.  Force  execs  to  give 
back  gains  based  on 
inflated  earnings. 

VERDICT  Congress  is 
likely  to  pass  the 
ban,  but  the  SEC  will 
have  to  prove  ill-got- 
ten pay  was  fraudu- 


lent to  make  penal- 
ties stick  in  court. 


Former  Enron 
Chairman  Lay  is 
on  the  spot 


DISCLOSURE 


JLEM:  Investors  may  not  know  when 
Tipany's  financial  health  falters. 

'S  PLAN:  Make  companies  file  quar- 
and  annual  reports  faster  and  in- 
they  spell  out  strategy  and  key  ac- 


CEO  MISBEHAVIOR 


PROBLEM  Impunity.  Corporate  miscre- 
ants often  go  on  to  new  jobs  at  public 
companies.  And  it's  too  easy  for  execu- 
tives to  pocket  bonuses  and  option  re- 
wards based  on  inflated  earnings  and 
stock  prices. 

PITT'S  PLAN  Winning  SEC  power  to  ban 
corporate  wrongdoers  from  serving  as 


MORE  COPS 


PROBLEM  The  SEC  is  understaffed,  and 
its  lawyers  and  accountants  underpaid. 

PITT'S  PLAN  Boost  the  SEC  budget  by 
$91  million,  to  $558  million 

VERDICT  Makes  sense.  The  White  House 
has  approved  only  a  $15  million  budget 
hike,  but  Congress  may  up  Pitt's  ante 

and  vote  for  more.  Data:  BusinessWeek 
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executive  assistant  to  the  late  SEC  Chairman  Ray  Garrett  Jr. 
In  1975,  Garrett  named  the  30-year-old  Pitt  the  agencj-'s 
youngest-ever  general  counsel.  In  that  job,  Pitt  got  ac- 
quainted with  accounting  abuses.  He  and  then-Enforcement 
Director  Stanley  Sporkin  lavmched  the  mid-1970s  crackdown 
on  cooked  books  and  faulty  internal  controls  at  such  compa- 
nies as  United  Brands  and  Lockheed.  "We  brought  20  cases 
against  the  Big  Eight  accoimting  firms,"  Sporkin  recalls. 

"Harvey   was    in    on 
everj'  one  of  them." 

Pitt  left  in  1978  to 
become  a  partner  in 
the  Washington  office  of  Fried  Frank.  There,  he  became  the 
go-to  guy  for  anyone  in  trouble  on  financial  issues — the  New 
York  Stock  Exchange,  Merrill  Lynch,  America  Online,  and,  ac- 
cording to  his  ethics  filing,  109  other  cUents  with  civil,  crim- 
inal, or  pohcy  problems  with  the  sec. 

Even  as  a  private  lawyer,  Pitt  helped  the  sec  crack  big 
cases.  In  the  1986  Drexel  Bumham  Lambert  insider-trading 
scandal,  Pitt  put  enforcers  on  to  two  of  the  prime  suspects — 
Drexel  broker  Dennis  B.  Levine  and  junk-bond  king  ^lichael 
R.  Milken — as  he  negotiated  plea  bargains  for  his  clients, 
Switzerland's  Bank  Leu 


REVIEWER 

Cynthia  Glassman, 
who  came  to  the 
SEC  from  Ernst  & 
Young,  is  working 
on  streamlining 
rules  for  companies 
that  want  to  issue 
stocks-one  of  Pitt's 
top  priorities 


ice  cream  at  school  evem 
for  his  young  son  an 
daughter.  Friends  say  he's 
a  voracious  reader,  and 
nightstand  tilts  to  thi 
right:  Recent  books  b; 
WilUam  Safire  and  Peg 
Noonan  are  among  his  fa 
vorites.  Pitt  is  current! 
reading  Theodore  Rex,  Ed 
mund  Morris'  biography  o 
a  GOP  President  faced  wit 
massive  abuses  of  co: 
rate  power. 
It  could  be  instructive.  History  shows  that  eve: 
doctrinaire  conservatives  can  get  religion  whe: 
the  markets  are  roiled  by  scandal.  Case  in  point 
the  go-go  '80s.  When  MUken  and  Boeskj'  burs 
into  the  headlines,  the  sec  was  headed  by  a  throw 
out-the-regs  Republican.  John  Shad.  But  that  didn'i 
keep  the  sec  from  demonstrating  its  resolve  with 
wave  of  prosecutions  that  cooled  inside  dealing. 
When  it  came  to  Enron,  the  enforcement  r 
sponse  was  a  no-brainer  In  October,  as  soon  as  th 
Houston-based  energy-trading  giant  disclosed  hugi 
third-quarter  losses,  the  sec  launched  an  investi 
gation.  Enforcement  Director  Stephen  M.  Cutler 
quickly  asked  the  three  then-sitting  comnrdssione: 
to  grant  him  subpoena  pow^er.  Pitt  weighed  his  awn  con 
flict — he  had  represented  Andersen — against  the  fact  that 
he  didn't  participate,  the  sec  wouldn't  have  a  quorum.  He] 
joined  in  a  unanimous  vote  to  back  Cutler.  Since  then,  Pit 
has  not  been  involved  in  the  Enron  probe.  That  has  quiete 
critics,  though  some  still  say  he  should  have  fuUy  and  formall; 
recused  himself.  More  significantly,  he  has  ordered  Cutle: 
to  step  up  examinations  of  other  companies'  books,  draftini 
accountants  from  other  sec  di\isions  to  speed  up  cases 

On  the  second  fi-ont — tightening  financial  disclosure — Pit 
has  zeroed  in  on  the  weaknesses  that  let  Enron  bmld  r 
house  of  cards.  Take  Enron's  abuse  of  murk}'  accountin 
rules  to  create  off-the-books  partnerships  that  hide  the  com 
pan\''s  debt.  Pitt  has  chewed  out  the  Financial  Accountini 
Standards  Board  for  failing  to  fix  the  rules.  But  he's  no 
waiting  for  FASB  action:  Starting  with  annual  rep>orts  for 
2001.  companies  must  tell  investors  which  bookkeeping  judg- 
ments have  the  biggest  impact  on  reported  profits.  Under  SEC 
"guidance" — soon  to  be  backed  by  formal  rules — CEOs  will 
have  to  spell  out  the  key  risks  their  businesses  face  in  the 
"management  discussion  and  analysis"  section  of  the  reports. 
"[Those]  have  always  been  a  pretty  rote  exercise,"  says  SEC 

Chief  Accountant  Robert 


55. 


and  arbitrageur  Ivan  F. 
Boesky.  Sure,  the  deals 
helped  his  clients,  but  the 
episodes  show  that  Pitt 
"is  firmly  committed  to 
the  view  that  people  who 
abuse  seciuities  markets 
should  be  punished,"  says 
Cornell  University  law- 
professor  Junathan  R. 
Macey. 

Back  at  th-^  EC — earn- 
ing a  fracti'.;  if  his  $3 
million  annu<.,  pay  at 
Fried  Frank — i  r;t  is  set- 
ting a  stiff  pace  for  his 
staff.  Still,  he  finds  time 
to  make  homemade  Oreo 
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THE  SEC 

When  Pitt  took  over,  the  SEC's 

budget  woes  already  hindered 

enforcement  actions... 


CASELOAD 

...even  as  actions  on  complex 

financial  fraud  cases  were 

on  the  rise. 
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K.  Herdman,  a  former 
Ernst  &  Yoimg  Interna- 
tional \ice-chairman.  "This 
year,  we're  hearing  that 
lots  of  companies  are  tak- 
ing out  a  clean  sheet  of 
paper." 

New  SEC  rules  will 
speed  other  information, 
too.  On  Pitt's  advice,  Bush 
is  calling  for  a  48-hour 
deadline  for  reporting  ma- 
jor insider  stock  sales  or 
purchases — tightening  to- 
day's rules,  imder  which 
reports  can  take  months. 
Pitt  has  also  ordered  up 
rules  requiring  companies 


Best  Full-Size  Car  in  Initial  Quality.  The  2001  Chrysler  Concorde  was  the  highest-ranked  Full-Size  Car  in  J.D.  Power  and  Associates  2001  Initial  Quality  Study  Study  based  on  a 
total  of  54,565  consumer  responses  indicating  owner-reported  problems  during  the  first  90  days  of  ownership,  www.jdpower.com 


to  report  immediately  on  a  range  of  events,  including  some,  like 
waivers  of  ethics  rules  or  creation  of  off-balance-sheet  financing 
vehicles,  that  figured  prominently  in  Enron's  collapse. 

Pitt  came  to  the  sec  prepared  to  overhaul  financial  re- 
porting— and  for  that 
effort,  Enron  has  been 
a  blessing  in  disguise. 
"The  current  crisis  fi- 
nally demonstrates  in  absolutely  clear  relief  that  our  disclo- 
svu-e  system  doesn't  work  as  well  as  it  should,"  says  Alan  L. 
Beller,  a  securities  lawyer  Pitt  tapped  as  director  of  corpo- 
ration finance  and  senior  counselor.  These  early  steps  will  feed 
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into  a  more  sweeping  overhaul  of  financial  statements  tha 
will  let  companies  use  Internet  technology  to  give  investor; 
data  that  are  both  broader  and  better  focused  than  today 
impenetrable  financial  statements. 

Another  top  Pitt  priority — streamlining  rules  to  make  i 
easier  to  raise  capital  and  to  help  retail  investors  get  in  on 
broader*  range  of  stock  issues — has  been  delegated  for  now 
newly  appointed  Commissioner  Cynthia  A.  Glassman, 
economist  who  came  to  the  sec  from  Ernst  &  Young.  "Th( 
goal  is  to  make  sure  that  our  rules  are  relevant,  effective,  an 
efficient  in  the  markets  of  the  21st  century,"  Glassman  says 

But  right  now,  coping  T;vith  Enron  fallout  is  Job  One.  Tht 


AFTER  ENRON :  NOTHING  CAN  BE  OFF  THE  TABLE' 


Harvey  Pitt  joined  the  SEC  vowing 
to  streamline  regulations  and 
foster  closer  ties  with  corpora- 
tions, accountants,  and  Wall  Street. 
But  Enron's  collapse  is  forcing  him 
to  step  up  oversight.  Chi  Mar.  8,  Pitt 
spoke  tvith  correspondents  Mike  Mc- 
Namee  and  Amy  Bonnis. 

Has  Enron  changed  your  thinking 
about  the  need  for  new  rules? 
There's  always  a  danger  that  people 
overreact.  Notwithstanding  that,  I 
can't  look  at  the  disclosure 
and  accounting  system  after 
Enron  the  same  way... 
What  it  means  is  nothing 
can  be  off  the  table.  What- 
ever solution  is  [proposed], 
even  if  I  might  have 
thought  in  the  past  it  was 
outlandish,  it  has  to  be  giv- 
en serious  thought  now.  My 
values  haven't  changed,  but 
my  reality  has  changed. 

What  is  the  broader  lesson 
for  the  SEC? 

Enron  is  a  poster  child  for 
things  I  thought  needed  im- 
proving in  the  system.  It  is  an  impe- 
tus to  move  more  quickly  than  I  en- 
visioned ...  All  I  want  to  do  is  make 
the  system  better,  and  I  believe  the 
President  has  outlined  the  right  pro- 
gram... I  intend  to  implement  all  of 
the  President's  directives  as  quickly 
as  we  can. 

Can  you  elaborate? 

[Enron's  accounting]  pointed  up  fun- 
damental flaws  in  the  system  because 
it  is  predicated  on  technology  that  is 
G7  years  old.  In  1934,  we  didn't  have 
computers,  we  didn't  have  the  Inter- 
net. So  the  concept  I  came  in  with 
was  that  much  of  [the  data]  being 
disclosed  [were]  irrelevant  or  stale  or 
impenetrable.  Investors  should  have 
the  ability  to  look  at  a  financial  state- 
ment and  understand  what  the  com- 


pany's status  is.  You  also  have  a  sys- 
tem in  which,  because  we  dealt  with 
quarterly  and  armual  reporting,  the 
only  time  people  were  required  to 
report  was  at  the  end  of  the  quarter 
or  year.  What  happens  if  something 
really  significant  happens  before  the 
end  of  the  quarter?  Under  federal 
law,  there  was  no  obligation  to  tell 
shareholders. 

You  favor  a  new  board  to  oversee  ac- 
countants, but  critics  say  your  ver- 
sion is  too  wimpy. 

People  who  claim 
[my  solution] 
might  not  go  far 
enough — well, 
sometimes  they 
may  be  right.  But 


i  i  Enron  is 
the  poster 
child  for  things 
I  thought 

needed  improving  in 

the  system.  11 


—  HARVEY  PITT 

a  lot  of  times...  they're  really  saying, 
"We  need  my  solution,  not  yours." 
What  I  proposed  is  the  most  far- 
reaching  reform  for  the  accovmting 
profession.  Anyone  who  thinks  it  is 
weak  doesn't  understand  it. 

Bush  wants  CEOs  to  sign  a  financial- 
health  statement.  What's  to  keep  that 
from  being  mere  boilerplate? 
If  you  have  an  errant  GEO  and  the 
company  he  or  she  disserved  pays 
the  fine,  then  you  have  what  I  would 
call  an  s&L  situation:  You  have  given 
someone  a  fi"ee  ride  with  other  peo- 


ple's money.  That  makes  no  sense.  So 
I  support  the  President's  notion  that 
there  must  be  individual  accountabili- 
ty. The  best  way  is  to  do  what  we  do 
in  the  banking  and  securities  indus- 
tries: If  you  engage  in  serious  mis- 
conduct, you're  out  of  the  game. 

Can  the  SEC  shoulder  its  new  re- 
sponsibilities without  a  significant 
budget  increase  for  enforcement? 

We  have  more  financial  fraud  cases 
vmder  investigation  than  at  any  time 
in  our  history.  And  we  need  people.  I 
think  the  Office  of  Management  & 
Budget  has  been  very  responsive. 

Did  it  really  have  to  take  such  a 
mess  to  institute  these  reforms? 

My  predecessor  decided  to  pursue 
Reg  FD,  fair  disclosure, 
which  is  not  a  disclosure 
regulation — it's  an  anti-dis- 
closure regulation.  Your  best 
bet  vmder  FD  is  to  say  noth- 
ing to  anyone.  And  the  sec 
focused  on  the  issue  of  [au- 
ditor] independence.  [That] 
is  important,  but  it  was  not 
dealt  with  in  a  thoughtful 
way...  Problems  exist  which 
still  need  to  be  solved,  but 
they  don't  go  away  simply 
because  you  pass  a  ban  [on 
auditing  firms  consulting  for 
clients]. 
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You  still  oppose  a  rule  that  bans  a 
firm  from  doing  audits  and  consulting 
work  for  the  same  company? 

If  some  [congressional]  proposals  go 
through,  in  the  next  five  years  we 
will  have  far  worse  audits  than  we 
have  now.  With  all  the  bashing  of  ac- 
covmtants,  it's  hard  to  see  the  best 
and  the  brightest  minds  going  into 
this  field.  And  if  accovmting  firms  are 
more  dependent  on  audit  clients,  then 
by  definition  they're  less  independent. 
Independence  is  important.  But  the 
real  issue  is  the  quality  of  audits.      ■ 
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At  Fannie  Mae,  our  job  is  to  lower  COSts 

to  save  home  buyers  money. 


^  FannieMae 


www.fanniemae.com 


At  Fannie  Mae,  our  nnain  purpose  is  to  lower  the  cost  of  homeownership 
so  that  more  families  can  experience  the  joy  and  pride  of  having 
homes  of  their  own. 

That's  been  our  goal  for  over  30  years.  And  our  work  is  paying 
off.  We  help  lenders  offer  mortgages  to  home  buyers  that 
save  them  as  much  as  $30,000  over  the  life  of  a  30-year, 
fixed-rate  conventional  loan. 

You  see,  at  Fannie  Mae,  everything  we  do  is  in  the  pursuit  of  one 
goal  —  making  the  American  Dream  an  affordable  dream. 
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SEC  has  already  attacked  the  rich  pay  that  Enron  is  bestow- 
ing on  its  new  ceo,  corporate  turnaround  expert  Stephen  F. 
Cooper.  On  Man  13,  the  sec  filed  its  first  suit  seeking  repay- 
ment of  stock  options  earned  when  an  executive  at  chemical 
company  IGI  Inc.  allegedly  inflated  profits.  "We  are  going  to  go 
after  compensation  packages  whenever  we  think  the  facts 
show  disservice  to  the  shareholders,"  Pitt  says.  Such  threats 
"will  m^e  a  lot  of  CEOs  sit  up  and  take  notice,"  says  Philip  B. 

Livingston,  CEO  of  Fi- 
nancial Executives  In- 
ternational, which  rep- 
resents top  execs. 
To  make  them  stick,  the  SEC  will  need  some  creative  legal 
work.  Now,  it  can  ask  a  federal  court  to  bar  egregious  of- 
fenders from  taking  new  jobs  as  officers  or  directors,  where 
they  can  play  around  with  shareholder  money.  Pitt's  en- 
forcers have  stepped  up  those  requests  and  are  hoping  to 
make  an  example  of  Albert  "Chainsaw  Al"  Dunlap,  who's 
fighting  SEC  charges  that  he  defi^uded  Sunbeam  Corp.  share- 
holders. Judges  have  been  stingy,  in  enforcement  chief  Cut- 
ler's view,  in  granting  the  SEC's  requests.  In  his  plan,  Bush 
asks  Congress  to  amend  its  1990  law  to  give  disbarment 
power  directly  to  the  SEC — the  only  element  of  his  10-point 
corporate-accountability  plan  that  requires  new  legislation. 

The  HjU,  however,  may  want  to  do  more  on  accounting  issues. 
Bush's  plan  wouldn't  do  much  to  limit  the  conflict  created  when 
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the  same  accounting  firm  consults  for  a  company  that  it  audit   "  ^ 
Bush  would  ban  auditors  only  from  performing  internal  audii 
ing — checking  corporate  controls  for  hiring,  say,  or  purchasin  J^ 
Any  other  restrictions  would  be  left  to  Pitt,  who  maintain  (^ 
that  Levitt's  big  push  in  2000  to  split  consulting  from  auditin 
was  misguided.  Rtt  doesn't  believe  consulting  has  to  be  in  cor 
flict  with  auditing  and  fears  a  separation  would  scare  bright  pe( 
pie  away  from  accoimting.  "My  concern  is  that  if  some  [co; 
gressional]  proposals  go  through,  in  the  next  five  years  we  wi^'t 
have  far  worse  audits  than  we  have  now,"  says  Pitt. 

That  view  doesn't  prevail  on  the  Hill.  The  Senate  is  likel 
to  pass  a  ban  on.  all  consulting,  except  tax  work,  by  audij 
firms.  The  bill  might  also  close  the  revolving  door  between  ai 
ditors  and  the  executive  suite,  forcing  any  company  tha 
hires  an  audit  partner  as  a  chief  financial  officer  to  switch  a Jj'" 
diting  firms  for  at  least  two  years.  The  House  GOP  leader  E? 
may  water  down  those  provisions.  But  Congress  is  ahead  o  t-V 
Pitt  on  reforming  accounting. 

Can  Pitt  get  in  front  of  the  reform  parade  and  silenc 
the  skeptics?  On  three  of  his  four  core  agenda  items — en 
forcement,  cracking  down  on  CEOs,  and  improving  financial  diAw: 
closure — his  proposals  are  indeed  ahead  of  the  pack.  So  fal  f  tt 
though,  Pitt  is  getting  little  credit.  In  part,  that's  because  o 
his  style:  While  the  SEC  chief  knows  the  technical  and  lega  k 
role  of  the  commission  from  the  inside  out,  he  hasn't  ye 
grasped  the  vital  importance  of  the  chairman's  bully  pulpitlipE 
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By  Joseph  Weber 

With  the  Mar.  13  an- 
nouncements that  nei- 
ther Deloitte  Touche 
Tohmatsu  Interyiational 
Group  Ltd.  nor  Ernst  & 
Young  International  has  been 
able  to  come  to  terms  on  a 
purchase  of  Arthur  Ander- 
sen, the  accounting  world 
and  Corporate  America  now 
face  a  new  reality.  Andersen 
either  quickly  finds  another 
global  partner  or  is  left  to 
struggle — ayid  probably  die — 
on  its  oum.  One  way  or  the 
other,  the  odds  are  good  that 
we  will  see  an  ignominious 
end  for  the  8 9 -year-old  firm 
that  was  long  a  role  m,odel 
for  the  profession.  Here's 
what  the  ground-shifting  de- 
velopments mean: 

Why  did  Deloitte  Touche  back 
away  from  buying  Andersen? 

No  one  seems  willing  to 
buy  the  firm  unless  Andersen 
negotiates  a  limit  to  its  po- 
tential Enron  litigation  Habil- 
ities.  Earher,  Ernst  &  Young 
also  broke  off  merger  talks 
because  litigation  matters 
were  unresolved.  But  if  An- 
dersen can  negotiate  a  cap  on 


liabilities  with  plaintiffs'  rt! 
tomeys  and  the  Securiti  ly 
Exchange  Commission — 
milUon  is  the  figure  mos 
ed — a  buyer  could  acquis  rse 
firm  by  assuming  that  U 
ty.  Some  of  the  cash  woi 
come  from  insurance  anc 
rest  from  future  revenutlfr 
But  Deloitte  ultimately  ] 
couldn't  protect  its  partr 
from  the  risk  that  they 
have  to  pay  for  Anderse 
mistakes. 
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What  did  Deloitte  and  otlp! 
see  in  Andersen? 

The  appeal  was  the  fiijar; 
$4  bilUon  U.  S.  business, 
eluding  28,000  U.  S.  staff 
with  much  expertise  and 
many  contacts  and  at  le£ 
some  of  the  firm's  $5  bill 
foreign  business — an  allu 
prospect.  Without  a  sale 
business  and  staff  would 
dispersed  among  Anders  I  ^ 
rivals. 


55- 


Volcker  wants  to  make  the  firm 

a  role  model,  but  he  is 

unlikely  to  get  the  chance 


Why  can't  Andersen  survi 
Its  own? 

After  defections  by  su 
big  clients  as  Kerr-McGe 
Freddie  Mac,  Federal  E: 
press,  Merck,  and  Delta, 
many  more  of  the  firm's 
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'itt  is  never  likeiy  to  become  another  Levitt — but  he  can 
inake  his  positions  clearer.  Most  tellingly,  he  hasn't  done 
vhat  any  good  pol  does  at  the  start  of  a  campaign:  Define 
limself  before  his  opponents  do  it  for  him.  Pitt  could  make  a 
ase  that  his  measures  will  protect  the  Investor  Class — and 
■  unake  investing  easier  as  well.  But  he  hasn't. 
•?!     If  Pitt  takes  on  that  challenge,  he  must  shake  the  perception 
hat  he's  a  mouthpiece  for  the  White  House.  His  gushing  em- 
lorace  of  Bush's  plan  only  feeds  the  idea 
ithat  he's  a  halfhearted  reformer.  Pitt  can 
)^a.sily  put  some  distance  between  himself 
md  the  White  House  by  accepting  that 
('ongress  can  play  a    role  in  giving  his  re- 
forms teeth.  That  means  listening  to  De- 
mocrats, some  of  whose  ideas — like  the  Mar. 
12  proposal  from  Senator  Patrick  Leahy 
(D-Vt.)  to  create  a  new  class  of  securities 
crimes — merit  serious  attention. 

Pitt  must  also  make  a  clean  break  with  his  old  clients. 
When  Enron  turned  accountants'  conflicts  into  front-page 
Mnews,  it  exposed  an  incestuous  system  in  which  the  guardians 
arfof  financial  statements  were  allowed  to  police  themselves. 
Pitt  persuaded  the  accountants  to  let  a  few  outsiders  in  on 
disciplinary  decisions — and  he  thinks  that's  a  major  triumph, 
ei  But  it's  hardly  enough.  He  needs  to  push  for  a  tougher  dis- 
cipline board,  and  work  with  Congress  to  win  it.  And  as  for 
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Now  Pitt  has  to 

put  some  distance 

between  himself  and 

the  White  House 


splitting  auditing  from  consulting,  he  should  embrace  the 
Big  Five's  agreement  to  end  their  most  lucrative  form  of  con- 
sulting— installing  big  computer  systems — for  audit  clients. 

Few  sec;  chiefs  have  come  into  office  with  the  qualifications 
Pitt  brings.  He  knows  both  the  agency  and  the  industries  it 
regulates  intimately.  In  a  quarter-century  of  representing  fi- 
nancial-fraud defendants  he  has  been  exposed  to  nearly  every 
known  form  of  chicanery.  The  Reluctant  Reformer  has  enor- 
mous potential  to  end  the  epidemic  of  fi- 
nancial abuse  plaguing  Corjxjrate  America. 
And  when  it  comes  to  getting  things  done, 
there's  a  chance  that  Pitt's  conciliatory 
style  could  achieve  much  more  than 
Levitt's  saber-rattling. 

Will  this  historic  moment  in  American 
business  produce  a  historic  reformer?  Or 
will  Pitt  succumb  to  the  pressures — from 
his  party,  fi'om  Wall  Street,  and  fi^om  his 
own  ideology — and  devote  himself  to  little  more  than  calming 
the  troubled  political  waters  around  his  President?  Super- 
lawyer  Pitt  likes  to  say  that  since  he  toc^k  the  helm  at  the  SK(;, 
he  now  works  for  "the  most  wonderful  client  of  all — ^the  Amer- 
ican investor"  It's  time  for  him  to  deliver  for  that  client  as  he 
has  for  so  many  others  before. 

By  Mike  McNamee  and  Amy  Bomis  in  Washington,  ivith 
David  Henry  in  New  York 


in, 


clients  are  likely  to 

sewhere.  Partners, 

igers,  and  staff  will 

dbly  leave,  too, 

!r  than  accept 
tijoly  reduced  earnings 

he  prospect  of  little 
isHh.  What's  more,  if 
rsen  is  indicted  or 

Ls  guilty  to  criminal 
es  of  obstructing 

e,  regulators  could 

t  from  the  auditing 

ess.  Even  if  they 
the  taint  would 
\ !  out  more  business. 
f, 

d  a  sale  be  good  for 

n  shareholders  and 
llBffers? 

»s,  as  long  as  the  deal 
irtotees  that  they  get 
,    Without  a  sale, 
?ices  are  high  that  Andersen  will 
i  jpear,  leaving  no  source  of  revenues 
aiy  future  claims.  Once  the  insur- 
II  money  runs  out,  claimants  will 
u'  to  pursue  partners  individually,  a 
',/  prospect.  The  risks  that  they'll  be 
i  high  and  dry  after  a  few  years  are 
jirt  greater  without  a  sale  that  guar- 

es  a  payout. 

hin't  Paul  Volcker,  Andersen's  recent- 
jpointed  overseer,  think  Andersen 

i(d  survive  independently? 
:)lcker,  brought  in  by  Andersen 

\'S  Executive  Joseph  Berardino, 
ts  a  top-to-bottom  overhaul  that 

;ld  turn  a  reformed  Andersen  into  a 


CEO  BERARDINO 

He  could  still  find  a 
buyer,  but  he'll  have  to 
negotiate  limits  on 
Enron  liability  first 


role  model  for  the 
accounting  profession. 
The  problem  is  the  firm 
would  likely  collapse  in  a 
heap  of  litigation  before 
his  plan  could  be 
implemented. 

What  about  Volcker's  pro- 
posed reforms? 

Volcker  would  separate 
all  audit  work  from  con- 
sulting. Staffers  who 
work  in  areas  such  as  tax 
consulting  and  executive 
recruitment  would  be- 
come independent  of  au- 
dit staffers  and  supervi- 
sors. No  longer  would 
individual  partners  han- 
dle— and  be  paid  for — all 
the  work  that  their 
clients  generate,  remov- 
ing any  incentive  to  go  soft  on  audits 
to  get  consulting  business.  He  would 
also  mandate  the  rotation  of  auditors 
at  least  every  five  years  and  would  es- 
tablish a  "cooling-off*  period  before  a 
partner  could  seek  a  job  with  a  client. 
He  would  also  bar  firms  from  doing 
certain  work  for  audit  clients:  Included 
in  the  ban  would  be  internal  auditing 
and  tax  consulting. 

Are  these  changes  needed  in  the 
profession? 

Absolutely.  Any  buyer  should  have  to 
accept  these  conditions — and  Congress 
and  the  sec  ought  to  consider  making 
them  the  rule  in  the  profession.  Ideally, 


a  buyer  should  even  bring  Volcker  on 
board  to  make  sure  his  recommenda- 
tions are  followed.  As  the  former  Fed 
chairman  told  BusinessWeek:  "The  au- 
diting firms  have  shown  a  remarkable 
capability  for  resisting  reforms."  The 
price  for  snapping  up  Andersen  should 
include  taking  on  both  Volcker's  regi- 
men and  oversight. 

Would  these  moves  eliminate  auditing 
failures,  preventing  another  crisis? 

No.  As  long  as  corrupt  managers  try 
to  hide  information — as  was  alleged  at 
Enron — auditors  can  be  duped.  Poor  fi- 
nancial reports  can't  be  eliminated.  But 
such  moves  would  reduce  the  odds  of 
an  Enron  II.  Just  as  there  will  always 
be  criminals,  there  will  always  be  some 
questionable  financial  reporting.  But 
improving  the  procedures  for  ferreting 
out  criminality  or  simple  negligence 
has  to  help. 

Won't  a  buyer  balk  at  accepting  the 
Volcker  reforms? 

Yes.  Deloitte  groused  about  some  of 
the  recommendations,  arguing  that 
consulting-auditing  conflicts  are  more 
perception  than  reality,  for  instance. 
None  of  the  firms  wants  radical  re- 
forms, but  the  one  that  does  accept 
them  would  have  powerful  bragging 
rights.  It  could  claim  to  be  the  ethical 
leader  of  the  profession,  which  might 
even  draw  clients.  But  with  Deloitte, 
the  most  promising  partner,  backing 
away  from  a  merger,  a  quick  deal  is 
looking  less  and  less  likely.  Bankruptcy 
now  looms  as  an  option.  ■ 


UJ 
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GRILL  WALL  STREET'S  KINGPINS  NEH 


COMMENTARY 

By  Emily  Thornton 

After  the  stock  market 
crashed  in  1929.  Congress 
hauled  in  Wall  Street 
bosses  to  explain  how  bankers 
helped  companies  inflate  earn- 
ings for  a  decade  through 
complex  structures.  Congress 
scioitinized  bank  practices  for 
years,  then  passed  the  Glass- 
Steagall  Act,  splitting  com- 
mercial banks  from  broker- 
ages. That  checked  the 
Street's  temptation  to  monkey 
with  clients'  finances  while 
flogging  their  stock. 

Now  Congress  needs  an- 
swers from  Wall  Street's 
chiefs  again.  Congress  re- 
pealed Glass-Steagall  in  1999, 
under  pressm-e  from  bankers 
who  swore  they  would  man- 
age such  conflicts  of  interests. 
They  would  erect  so-called 
Chinese  Walls  that  forbade 
shaiing  information  between 
those  selling  a  company's 
stock  and  those  arranging  its 
financing. 

But  the  Chinese  waUs  are  porous. 
Bankers  ignore  them  when  it's  con- 
venient: They  take  analysts  on  road- 
shows of  investment-banking 
cUents — their  way  of  making  it  clear 
they  don't  want  downgrades  of  those 
companies.  The  walls  also  proxide 
cover  for  bankers,  who  let  analysts 
push  a  client's  stock  even  when  they 
know  the  company  is  in  trouble. 
That's  why  analysts  recommended 
Enron  to  the  end,  though  the 
bankers  behind  its  complex  financing 
knew  it  was  on  the  skids. 

Congress  has  made  a  show  of  re- 
solve. In  late  March,  the  House  Fi- 


Cover  Stof 


nancial  Ser\'ices  Committee  is  likely 
to  giill  top  execs  about  conflicts  of 
interest  between  analysts  and 
bankers.  The  House  Energy  &  Com- 
merce Committee  wrote  to  the 
heads  of  10  investment  banks  de- 
manding records  on  Em-on  by  Mar. 
20.  Unlike  the  usual  discreet  in- 
quiries, these  lettei-s  are  on  the 
committee's  Web  site  for  the  world 
to  see. 


Top  brass  needs 

to  explain  the 

banks'  role  in  the 

Enron  fiasco 

Wall  Street  isn't  sweating  yet. 
Investment  banks,  a  powerful  lobby- 
ing force,  expect  to  deflect  this  vm- 
wanted  attention  with  reams  of 
paper  and  testimony  from  lesser 
execs.  And  the  Energy  &  Commerce 
Committee  chairman,  *W.  J.  "Billy" 
Tauzin  (R-La.),  remains  undecided 
on  whether  bank  heads  should 
testify. 

So  far,  hearings  have  focused  on 
Enron's  management  and  its  ac- 
countants. But  the  role  of  some  of 
its  investment  bankers  has  been 
largely  imexplored.  Congress  has  to 
talk  with  top  brass  to  get  the  com- 
plete picture.  The  bankers  need  to 
explain  why  they  Unk  analysts'  pay 
to  deals  and  invest  in  cUents'  off-bal- 
ance sheet  partnerships  just  to  win 
future  business. 

Lower  ranking  bank  officials  won't 
be  much  help.  Consider  research  an- 
alysts' testimony  in  February.  True 


to  form,  they  blamed  their 
flawed  "buy"  recommendations 
on  Enron's  financial  state- 
ments and  pleaded  ignorance 
to  their  employers'  other  ties 
to  the  company — those  famous 
Chinese  Walls  again. 

The  analysts'  lame  defense 
highlights  one  thing  that 
hasn't  changed  much  since  the 
1930s:  The  secvuities  indus- 
try's   abysmal  record  of  self- 
regulation.  Over  the  past  nine 
months,  the  industry  has  pro- 
posed a  series  of  basic  re- 
forms   such  as  stopping  ana- 
lysts from  owning  stocks  in 
the  companies  they  cover.  Yet 
investors  remain  skeptical.  A 
March  sur\'ey  of  300  investors 
by  online  market  research 
firm  InsightExpress  LLC 
shows  that  roughly  one  in 
four  trust  their  own  judgment 
over  any  financial  guidance. 
With  good  reason:  Only  1.8% 
of  analysts'  recommendations 
are  "sell"  or  "strong  sell." 
Why?  Mainly  because  they 
don't  dare  anger  investment 
banking  cUents. 

Lawmakers  have  a  golden  oppor- 
tunity to  show  they're  not  in  the 
pocket  of  big  political  donors.  Secu- 
rities and  investment  firms  gav^e 
$91.7  million  to  candidates  and  par- 
ties in  2000,  making  them  the  third- 
highest  givers  after  law  firms  and 
retired  indi\iduals,  says  the  Center 
for  Responsive  Politics  in  Washing- 
ton. Tauzin,  among  others,  backed 
the  1995  Private  Securities  Litiga- 
tion Reform  Act,  which  shields 
companies  and  investment  banks 
from  lawsuits. 

This  is  the  moment  to  fix  the 
damage.  Don't  just  force  banks  to 
yank  buy  recommendations  when 
they  know  better.  Make  them  at 
least  disclose  the  sweetheart  deals 
behind  investments  in  off-balance 
sheet  partnerships.  If  that  means 
legislating  compliance,  so  be  it. 
"If  they  don't  pass  legislation  after 
[Enron],  there's  no  chance  theyTl 
ever  pass  legislation,"  says  Charles 
R.  Geisst,  professor  of  finance  at 
Manhattan  College.  Congress  hauled 
in  tobacco  and  auto  executives  on 
grave  public  issues.  Why  should 
the  Masters  of  the  Universe  be  any 
different? 

With  Amy  Bomis  in  Washington 
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It's  not  just  e-Business. 
It's  Real  Business. 


LendingTree  -  www.lendingtree.com  -  "When  Banks  Compete,  You  Win* 


The  Leading  Online  Lending  Exchange 

Empower  consumers  and  lenders  by  "changing 
the  consumer  lending  game" 


When  we  surpassed  $15  billion  in  closed  loans 

Since  1996,  LendingTree  has  been  the  leader  in  connecting  lenders 

and  borrowers  on  the  Internet,  and  Digex  has  been  managing  the 

LendingTree.com  online  exchange  since  the  company  expanded 

to  offer  its  unique  service  nationwide  in  1998.  By  leveraging  its 

proprietary  Lend-X^^^  technology  to  facilitate  its  online  exchange, 

LendingTree  streamlines  the  cumbersome   loan   process  and 

puts  consumers  in  a  position  of  control  as  lenders  compete  for 

their  business. 

Digex  provides  full   management   of  the   LendingTree.com 
lending  exchange  so  they  can  focus  on  their  mission: 
Leveraging  technology  to  empower  borrowers  and  lenders. 

To  learn  how  Digex  can  empower  your  Internet  business, 
call  1  -866-344-3997  or  visit  www.digex.com/hosting. 
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Managing  Business  on  tlie  Internet' 


Sports  Business 


BASEBALL 


PLAY  BALL-EVEN 
IF  NO  ONE  LOVES  YOU 

Can  the  Expos,  living  on  borrowed  time,  really  compete? 


Normally,  big-league  managers  arriv- 
ing for  spring  training  are  quick  to 
suit  up.  Yet  a  week  into  workouts 
at  the  Montreal  Expos'  training  com- 
plex in  Jupiter,  Fla.,  there  was  Frank 
Robinson  rummaging  through  a  foot- 
locker  in  search  of  a  cap  that  fit.  Being 
behind  schedule  is  no  biggie  at  Expos' 
camp  this  spring,  though.  Baseball  Com- 
missioner Bud  Selig  didn't  even  get 
around  to  ofBcially  announcing  that  there 
would  be  an  Expos  team  until  Feb.  12. 
These  are  strange  times  for  the 
Expos,  arguably  the  most  unloved  of 
Major  League  Baseball's  30  teams.  The 
woeful  franchise  was  the  undisputed 
champ  of  fan  apathy  last  year,  pulling  in 
a  paltry  7,648  spectators  per  game  to 
dreary  Olympic  Stadium.  Add  that  to  a 
decade  of  eroding  sponsor  and  commu- 
nity support,  and  it's  no  surprise  that 
Montreal  was  a  prime  target  for  Selig  & 
Co.  as  they  plotted  to  shut  down  two 
franchises  during  the  off-season. 


The  Expos  survived  that  scare  for 
now  (table).  But  it  became  the  first  ma- 
jor-league team  ever  to  lose  an  owner 
and  gain  30.  In  an  unprecedented 
switcheroo,  MLB  bought  the  club  for 
$120  miUion,  a  maneuver  that  freed  for- 
mer Expos  owner  Jeffrey  Loria  and  his 
partners  to  acquire  the  Florida  Marlins. 
For  MLB,  the  arrangement  makes  sense. 
It  buys  Selig  six  more  months  to  lay 
the  groundwork  for  contraction  or,  pos- 
sibly, pick  new  owners  who  will  move 
the  franchise  to  Washington,  D.  C. 

But  to  some,  a  big-league  club  owned 
collectively  by  the  lords  of  baseball  is  as 
shady  as  hitting  a  homer  with  a  corked 
bat.  "Suppose  you  had  a  tight  pennant 
race  in  the  National  Leagu  e . . .  with  one 
of  two  contenders  playing  the  Expos. 
In  that  final  game,  you  might  have  all 
kinds  of  reasons  to  be  suspicious,  with- 
out anyone  committing  a  single  dishon- 
est act.  It's  asking  for  trouble,"  says 
Marvin  Miller,  former  executive 


HOW  MLB  WOUND  UP  RUNNING  THE  EXPOS 


NOVEMBER  6 

Owners  vote  to  shut- 
ter two  teams.  Expos 
and  Twins  on  hit  list. 

NOVEMBER  16 

Minnesota  judge 
orders  Twins  to  honor 
final  year  of  stadium 
lease. 


JANUARY,  2002 

Marlins  owner  John 
Henry  buys  Red  Sox 
for  $700  million. 
Expos  owner  Jeffrey 
Loria  buys  Marlins 
for  $158  million. 
MLB  acquires  Expos 
for  $120  million. 


FEBRUARY  5 

Baseball 
Commissioner 
Bud  Selig  officially 
calls  off  contraction 
for  2002. 


« 
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director  of  the  Major  League  Basebal] 
Players  Assn. 

"I  understand  the  potential  for  conl 
flict  here,"  Sehg  says.  "I  want  to  pre! 
serve  the  independence  of  the  ExpoJ 
franchise."  He  insists  MLB  officials  will 
be  strictly  hands-off.  To  prove  it,  hJ 
tapped  three  highly  regarded  execs  t(| 
run  the  team:  Robinson,  a  Hall  of  Famtl 
player  and  veteran  manager;  General 
Manager  Omar  Minaya,  an  ex-New  Yorll 
Mets  assistant  gm  and  the  first  Hispanl 
ic  to  be  a  big-league  gm;  and  President 
Tony  Tavares,  ex-head  of  Walt  Disne\ 
Co.'s  Anaheim  Sports  subsidiary,  wh(| 
until  last  year  ran  the  Anaheim  Angelsl 
"All  three  of  us  have  reputations  fo/ 
being  opinionated,  sticking  to  our  gunsi 
and  [being]  maybe  a  little  bit  difficult,] 
says  Tavares  of  the  Expos  hastily  asl 
sembled  front  office.  "Maybe  that's  whjj 
we  got  selected." 

Even  with  strong  execs  running  thtl 
show,  though,  the  Expos  will  be  tethi 
ered  to  their  MLB  overseers.  For  exam] 
pie,  the  player  payroll  of  some  $37  mil] 
lion — about  the  same  as  the  team  spenj 
on  player  salaries  last  year — was  man| 
dated  by  Selig.  The  Expos  can't  exceet| 
it  without  mlb's  say-so. 

But  what  if  the  Expos  are  in  a  peni 
nant  race  come  September?  While  otheif 
gms  are  appealing  to  their  owners  t(| 
ante  up  for  star  players,  Minaya  coulcj 
be  making  his  case  to  Sehg. 
don't  buy  the  theory  thalj 
the  club  will  be  permittecl 
to  run  viathout  peopU| 
from  outside  touching 
it,"  says  Miller.  Maybtl 
so,  but  it's  a  theorj| 
that  wiU  only  be  testec 
if  there's  a  miracle  ir 
Montreal. 

By  Mark 

Hyman  ir\ 

JupiteA 

Fla\ 
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moving  ahead  in  their  careers  know 

that  advanced  education  is  the  key  to 

opening  new  doors. 

The  BusinessWeek  Executive 

Education  &  MBA  Directory  offers 
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institutions  and  educational  programs. 
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COLUMBIA 
BUSINESS 
SCHOOL 


Learning  that 


Powers 


Performance® 


Columbia  Executive  Education 

Translate  learning  into  superior  performance.  We  set  the 
global  standard  for  success — for  individuals  and  organi- 
zations. Our  approach  is  concrete,  specific  and  designed  for 
Immediate  results.  You  share  challenging  situations  from 
your  experience — we  give  detailed  feedback  from  faculty 
who  work  at  the  dynamic  Intersection  of  teaching  and 
consulting.  We  will  give  you  the  ideas  and  tools  you  need  to 

power  your  performance. 


TUCK    SCHOOL    OF     BUSINESS    AT    DARTMOUTH 
2002    Executive    Education    Proqrams 


Access 

the 

power 


of 

new 

ideas 


The  Financial  Executive  and  Real  Value  Creation     Gateway  to 

Business  Management    Strategic  Brand  Management 

Minority  Business  Executive  Programs    Tuck  Executive  Program 

Tuck  Global  Leaders  Program    Custom  Executive  Education 

Register  today  to  develop  tomorrow's  competitive  edge 
www.tuck.dartmouth.edu 


Tuck  School  of  Business 
at  Dartmouth 
Executive  Education 


Hanover,  NH 

Phone:  603-646-2839 

Fax:  603-646-1773 

tuck.exec.ed@dartmouth.edu 
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Bring  something 


invaluable 


back  to  your  company. 

Yourself. 


UPC  O  MLtlfi-^COURSES 


rm  Creating 
Breakthrough  Strategy 

[June  9-14] 

Fundamentals  of 
Management:  Highlights 
of  an  IVIBA  [June  16-28] 

Leading  and  Managing 
People  [July  14-19] 


Marketing  Management 

[September  8-13] 

dm  Negotiation  and 
Decision-Making 
Strategies  [May  9-10] 

Finance  and  Accounting 
for  the  Nonfinancial 
Executive  [May  13-17] 


WWW.GSB.COLUMBIA.EDU/EXECED 

800-692-3932  EXT.  153 

212-854-3395  EXT.  153 


What  you  know,  how  you  work  and  even 
how  you  think  will  all  change  dramatically 
with  this  program.  We  are  the  #i  ranked 
Executive  MBA  Program  in  New  England, 
and  over  17  months  (without  interrupting 
your  career)  you'll  acquire  the  business 
knowledge,  teamwork  insight  and  the 
leadership  skills  critical  to  advancement 
and  long-term  success.  All  things  we're 
fairly  certain  your  company  will  value. 
For  Information  call  617-353-8470  or 
http://managementbu.edu/exec/emba/ 
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EXECUTIViMBAPROGRAM 


University  of  California, 
Berkeley,  Haas  School  of 

Miisiness 


Columbia  Business  School, 
Columbia  University 


2  Top  Global 

Business  Schools 

*  2  Cities 

*  2  Networks 

=  1  Innovative 

Executive  MBA  program. 


Announcing  the  Berkeley-Columbia 
Executive  MBA  program.  Ilarn  MBAs 
from  both  schools — without  interrupt- 
ing your  career. 

•  Classes  meet  in  three-day  modules — 
Thursday  through  Saturday — every 
three  weeks  for  19  months. 

•  Instruction  alternates  Ijetween  the 
financial  and  technological  centers 
of  New  York  and  San  Francisco. 


Call  212-854-2211  or  visit  www.berlteiey.colunibia.edu 


^\^e  are  the  best  return  on  your 
most  valuable  resources  — time 
and  money.  Auburn  University's 
EMBA  programs*  combine  on- 
campus  residencies,  international 
study,  and  innovative  distance- 
learning  technologies  to  create 
an  intensive,  but  flexible  learning 
environment.  Aimed  at  mid  and 
upper  level  professionals,  the 
program  runs  twenty-one 
months,  launches  each  Fall,  and 
equips  business  leaders  with  the 
technical,  analytical,  and  creative 
sicills  to  excel  in  the  world  of 
21^'  century  business. 

...that's  the  difference  between 
Vs  and  them. 


a  Auburn 
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r  s  I  t  y 


email  emba(abusiness.auburn.edu 
phone:  334.844  4060 


them 
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a  40-year-old  executive 
a  pioneer 
schedule  juggler 
ambitious 


I  will  learn  today  and  lead  tomorrow  because 
I  am  a  University  of  Maryland  University  College  student. 

Learn  to  lead  in  today's  global  markets  with  an  MBA  from  University  of  Maryland 
University  College.  Earn  your  MBA  completely  online  in  just  32  monthi>.  Or  you 
.  .)n  choose  from  16  other  master's  degrees  as  well  as  dual  degree  programs,  also 
available  online.  And  if  you  live  in  Maryland,  we  offer  our  21-month  Executive 
MBA  program  for  experienced  management  professionals,  aiul  on  MBA  that 
combines  online  and  classroom  instruction.  So,  study  at  an  accredited  university 
that's  served  working  adults  around  the  world  for  more  than  50  years 

Call  800-888-UMUC,  visit  www.umuc.edu/mba/busweek, 
or  send  an  e-mail  to  pbbwk@info.umuc.edu. 


University  of  Maryland  University  College    Real  life.  Real  lesson*. 


Established  1947         100*  Programs         150  Locations  Worldwide  &  Online 
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'ZZZ  EXECUTIVE  PROGRAMS 


Sometimes  You  Have 
to  Get  Out  of  Your  Box 
to  Think 
Outside  of  the  Box. 


Open-enrollment  Programs 

•Executive  Degree  Programs 
1^^  'Hot  Topic  Workshops 

•Custom  Solutions 


DEVELOPING  LEADERS.  DELIVERING  RESULTS. 


PtwSTAFL 


4  Stretch  your  thinking 

'"  to  develop  managerial 
competencies  for  leadership 
excellence. 


Enroll  now  for  2002  sessions. 
Call  today  for  information. 


I 


PROGRAMS 


1-800-31  1-6364 


www.snieal.psu.edu/psep 
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*^  FLORIDA 

Rorida  MBA  Programs 

Warrington  College  of  Business 

University  of  Florida 

m  Bryan  Hall 

Post  Office  Box  117152 

Gainesville,  Florida  32611-71S2 

Toll  free:  877.435.2622 

Fax:  352.392.8791 

Email:  floridamba:  notes.cba.ufl.edu 

http://www.floridamba.ufl.edu 

*1S  month  program 


UntquG,  1-YGar 

MBA  Pragram* 

June  2002 

■  Top  50  MBA  Programs, 
2001  US  News  &  World 
Report 

■  World  Renowned  Faculty, 
in  all  business  disciplines 

■  State-of-the-art  cuniculum 

■  Outstanding  business 
students  (both  current 
and  alumns) 

For  information  call: 
1-877-435-2622 
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Change  your  thinking 
Change  your  life 

A  Washington  University  education  is 
not  only  business  at  its  best,  it's 
a  lite-changing  experience. 

The  Oiin  School  of  Business  at  -^ 

Washington  University  offers: 

•  Executive  MBA 

•  Professional  Evening  MBA 

•  Full-time  MBA 

•  Custom-designed  Non-Degree  programs 

Find  out  more  about  the  nationally  recognized 
business  programs  at  Washington  University. 
Call  314-935-7301  or 

visit  our  Web  site  at     GRADUATE 
www.olin.wustl.edu.      BUSINESS 

PROGRAMS 

S  Washington  University^  in  St.Ix)uis 

Olin  School  of  Business 


London 
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Expand  your  Horizons 


2  Top  Global  Business  Schools  ■•■  2  Cities  +  2  Networks 
=  1  innovative  Executive  MBA  Program. 

EMBA-Giobal,  a  joint  venture  between  Columbia 
Business  School  and  London  Business  School,  gives 
managers  a  unique  route  to  global  leadership. 

•  20-month  program 

•  Instruction  alternates  between  New  York  and  London, 
two  of  the  world's  financial  capitals 

•  Two  top  MBA  degrees 

•  Membership  in  two  global  alumni  networks 


TO  FIND  OUT  MORE,  CALL  212-854-2211. 


www.gsb.coiumbia.edu/emba 
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GRADUATE    SCHOOL    OF    BUSINESS 


EXECUTIVE     EDUCATION 


In  the  Heart  of  Silicon  Valley 


Powerful 
Ideas, 

Innovative 
Practice, 

Value 


Lasting 


For  more  information  contact: 

Mary  Mayfield 
Office  of  Executive  Education 
Stanford  Graduate  School  of  Business 
Phone:  (650)  723-3341  (worldwide) 
Fax:  (650)  723-3950  (worldwide) 

Email: 

executive_education@gsb.stanford.edu 

Web  Site: 

www.gsb.stanford.edu/exed 


General  Management  Programs 

Stanford  Executive  Program 

June  23  -  August  6, 2002 

Executive  Program  for  Growing  Companies 

July  21  -  August  2,  2002 

Stanford-N.U.S.  Executive  Program  in 
International  Management  (in  Singapore) 

July  28  -  August  16,  2002 
Advanced  Management  College 

September  15-20, 2002 

(at  Stanford  Sierra  Conference  Center) 

Management  Degree  Program 

Stanford  Sloan  Program 

August29,  2002 -July  6,  2003 

Financial  Management 

Finance  and  Accounting  for  the 
Non-Financial  Executive 

May  5  - 10  and  November  10-15,  2002 
Financial  Management  Program 

July  7-19,  2002 

Credit  Risk  Modeling  for  Financial 
Institutions 

October  13-18,2002 

Leadership  and  Strategy 

Teams  Without  Boundaries 

June  24  -  28,  2002 

Mergers  and  Acquisitions 

August  4  -  9,  2002 

Executive  Program  in  Strategy 
and  Organization 

August  4  - 16, 2002 


Executive  Program  in  Leadership: 
Effective  Use  of  Power 

August  12-16, 2002 

Human  Resource  Executive  Program: 
Leveraging  Human  Resources  for 
Competitive  Advantage 

Septembers- 13, 2002 

Leading  Change  and  Organizational 

Renewal 

November  3  -  8, 2002 

Managing  Teams  for  Innovation  and  Success 

February,  2003 

Marketing 

Marketing  Management  Program 

June  23  -  July  5,  2002 

Negotiation 

Advanced  Negotiation  Program 

April  1  -  5,  2002 

Negotiation  and  Influence  Strategies 

April  21  -  26  and  October  20  -  25,  2002 

Technology  and  Business 

strategic  Uses  of  Information  Technology 

April  28  -  May  3,  2002 

Managing  Your  Supply  Chain  for 

Global  Competitiveness 

August  25  -  30,  2002 

Electronic  Business  and  Commerce 

October  6 -11,  2002 


www.gsb.stanford.edu/exed 
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Developing  Leaders 
for  Tomorrow 


Entrepreneurial  Spirit 
Interdisciplinary  Programs 
World-renowned  Faculty 
Strong  Industry  Partnerships 

The  Leeds  School  of  Business 

http://leeds.colorado.edu/mba 

303.492.8397 

busgrad@colorado.edu 

Colorado 
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UCLA 
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Invest  in  your 


at  The  Anderson  School  at  UCLA 

The  Anderson  School's  Executive  Education 
Programs  and  MBA  Programs  for  Working 
Professionals  deliver  focused  learning,  far 
reaching  benefits,  and  executive  relationships 
that  will  last  a  lifetime. 

EXECUTIVE  EDUCATION  PROGRAMS:  (310)  825200] 
execed@anderson.ucla.edu 

EXECUTIVE  MBA:  (310)  825-2032 
emba.admissions@anderson.ucla.edu 

FULLY-EMPLOYED  MBA:  (310)  8252632 
femba.admissions@anderson.ucla.edu 


The  Anderson  School  at  UCLA 


WWW.ANDERSON.UCLA.EDU 
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Executive  MBA  in 

New  Media  and  Communication 


University  of  St.Gallen 


/_ 


EQUIS 

accrciUicit 


Full-time  Media-MBA 

at  one  of  Europe's  leading 

Business  Schools 

1 1  -month  program: 

•  General  Management 

•  Managing  New  Media  and  Communication 
■  Managing  the  Information  Industries 

•  Exchange  Unit:  Haas  School  (Berkeley,  CA) 

•  Exchange  Unit:  Luxembourg  (EU) 

•  MediaVenture:  From  Theory  to  Practice 

MBA  Office 

Phone:  ++41  (0)  71  224  30  22 

Email:  media-mba@unisg.ch 

http://www.media-mba.unisg.ch 
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Arizona  State 
University  West 


School  of  Management 


We  Mean  Business. 

The  School  of  Management  at  ASU  West 
provides  more  than  just  qualit\'  business 
degrees.  Students  and  faculty^  contribute 
to  our  local  business  and  economic  sectors 
through  research,  collaboration,  internships, 
and  community  service  projects. 

•  B.S.,  Global  Business,  with  concentrations  in: 

-  Financial  Management 

-  Human  Resource  Management 

•  Information  Systems  Management 

-  International  Studies 

-  Marketing 

•  B.S.,  Accountancy 


Postbaccalaureate  Certificate        '^^^^ 
in  Accountancy 

•  Professional  Certificate  in  Accountancy 

•  M.B.A.  programs: 

-  ConnectMBA       -p.m.MBA 

-  ScottsdaleMBA    -  CorporateMM 

602-543-6200 
www.west.asu.edu/som 

PO  Box  37100  •  Phoenix,  Arizona,  USA  85069-7100 


Whds  inspiring  whom: 


From  top  left:  Tom  Cough/in, 
President  and  CEO,  Wal-Mart 
Stores  &  Supercenters;  Carol  Bemick, 
Vice  Chairman.  President  of  North 
America,  Alberto-Cidver  Co.;  K.  Ivan 
Glaze,  La  Sierra  Unii>ersity  SIFE  Team 
member,  Heatifer  Miller,  Sam  M.  Walton 
Free  Enterprise  Fellow,  La  Sierra  University; 
Leslie  Lardizabal,  La  Sierra  University 
SIFE  Team  member;  and  Lincoln  High, 
Elementary  School  Student. 


The  spirit  of  free  enterprise  is  burning  brighter  than  ever  thanks  to  the  circle  of 
inspiration  -  the  business  leaders,  faculty,  college  students  and  the  millions  of  people 
they  reach,  who  together  make  up  Students  in  Free  Enterprise  (SIFE).  The  students, 
filled  with  energy  and  enthusiasm,  remind  executives  that  free  enterprise  does  more 
than  build  businesses;  it  builds  lives.  And  in  turn,  these  executives  show  the  students, 
by  example,  that  anything  is  possible.  SIFE,  it's  not  just  about  business;  it's  about  life. 


STUOBTS  ■  Fie  Bmjif  MIL 


Helping  people  achievt  their  dreatit 
through  Jrte  enterprise  education. 

8    CaU  1-800-677-SIFE 

www.sife.org 


POLITICS 


HATS  SCARING  REPUBLICANS? 
SEARED  SENIORS 

The  GOP  must  calm  their  fears  before  the  midterm  elections 


With  President  George  W.  Bush 
riding  high  in  the  polls,  a  number 
of  swing  voting  blocs — including 
[baby  boomers  and  suburbanites — are 
increasingly  likely  to  support  the  GOP. 
That  should  be  good  news  for  Bush 
brother  Jeb,  who  is  seeking  reelection  as 
jgovemor  of  Florida.  But  one  group  vital 
to  his  candidacy — and  perhaps  key  to 
the  midterm  elections — is  heading  in 
the  other  direction  and  setting  off  Re- 
publican alarm  bells. 

After  a  decade  of  gop  gains,  older 
Americans — particularly  women — are 
once  again  trending  Democratic.  Seniors 
are  "the  most  Democratic  cohort  by  age 
and  the  least  likely  to  shift  their  opin- 
ion," says  White  House  political  guru 
Karl  Rove.  And  that  provides  solace  to 
Jeb  Bush's  likely  challenger,  former  At- 
torney General  Janet  Reno,  and  other 
Dems  running  in  states  and  districts 
where  elderly  voters  are  clustered. 

Pocketbook  issues  are  at  the  heart 
of  recent  Democratic  gains.  While  the 
stock  market  has  hammered  portfolios 
across  the  board,  younger  investors 
have  plenty  of  time  to  recoup  their  loss- 
es. Older  Americans,  on  the  other  hand, 
are  increasingly  worried  about  their 


standard  of  living.  "The  recession  of  the 
'90s  was  the  baby  boomer's  recession," 
says  Republican  pollster  Edward  A. 
Goeas  III.  "This  recession  has  been 
more  of  a  seniors'  recession."  That  has 
Republicans  worried  that  Democratic 
"senior  scare"  tactics — a  feature  of  elec- 
tions for  20  years — may  be  particularly 
potent  in  2002.  ■■^^— ^^— 

The  political  stakes 
in  the  battle  for  the 
senior  vote  are  enor- 
mous. Because  the  el- 
derly are  more  likely 


PREEMPTIVE  STRIKE 


RALLYING  AROUND  RENO:  Working  a 
retirement  village  in  Boca  Raton 

charge  that  Republicans  are  pillaging 
the  Social  Security  trust  fund.  What's 
more,  they'll  hammer  the  gop  for  failing 
to  provide  a  prescription-drug  benefit. 
"There  is  no  reason  to  be  intimidated 
[by  the  President's  popularity],"  says 
Democratic  pollster  Stanley  B.  Green- 
berg.  'This  is  a  moment  of  opportunity." 
Dems  will  blast  the  gop  for  jeopard- 
izing Social  Security's  future  to  under- 
write a  $1.35  trillion  tax  cut  that  tUts  to- 
ward the  wealthy.  Ultimately,  says 
Democratic  strategist  James  Carville, 
RepubUcan  plans  vdll  require  seniors  to 
sacrifice.  The  GOP  believes  "you  cannot 
be  taken  seriously  on  Social  Security 
[reform]  unless  you  take  some  old  peo- 
ple and  slap  them  around,"  he  grins. 

Republicans  aren't  sitting  back.  While 
accusing  the  Democrats  of  preying  on 
the  fears  of  old  people,  the  White  House 
also  has  rolled  out  a  new  "retirement 
security"  agenda.  The  President's  four- 
pronged  approach  would  expand  401(k) 
plans,  protect  workers  against  what  he 
calls  "pension-plan  abuse"  by  corporate 
miscreants,  provide  prescription-drug 
discount  cards  for  seniors,  and  allow 
younger  workers  to  invest  some  of  their 
Social  Security  payroll  taxes  in  private 
accounts.  House  Republicans  have  a 
simpler  idea:  issue  government  certifi- 
cates to  each  retiree  promising  that  the 
feds  vdll  deliver  every  cent  in  prom- 
ised Social  Security  benefits.  The  prob- 
lem? The  certificates  would  not  be  bind- 
ing on  future  Congresses. 

While  Bush  promised  during  the  2000 

campaign  to  push  for  privatization,  he  is 

postponing  a  specific  plan  until  after  the 

elections,  fearing  a  senior  backlash. 

^^^^^■^■li^"  "There  are  some  ^vithin 

the  Administration,  and 

particularly  within  the 

House   gop,   who   are 

wary  of  the  issue,"  says 

Senator  John  Kyi  (R- 


Anticipating  a  "senior 

scare"  campaign  from  Dems, 

.       4.    ■   4.x,      ■A4.                    the  GOP  wants  to:  a  •   \      i    j- 

to  vote  in  the  midterms      _  Ariz.),  a  leadmg  pnva- 

than    any    other    age     ■  Expand  401(k)  plans  tization  proponent, 
group,  they  hold  dis-      -"•----■■ - -" Republicans  are  bet- 
proportionate  sway.  A     *  Protect  against  ^.-^g  ^^^^  ^^^^^  preemp- 

gray  wave  could  deter-      P.^"^'°"'Pl^.!^...^.^':'.^^.^. _  tive  policy  strike  vnll 

mine  the  political  fate      g  Offer  a  discount  for  neutralize   the   Dems' 

of  a  number  of  politi-      prescription  druRS  emotional  appeals.  But 

cians,  including  Demo-  unless  Republicans  can 
cratic  Senators  Tom  Harkin  of  Iowa  and      persuade  seniors  to  reject  any  scare 


Jean  Camahan  of  Missouri,  as  well  as 
Jeb  Bush.  In  addition,  seniors  could  tip 
the  balance  in  a  dozen  House  races  in 
states  such  as  Arizona,  California,  Mis- 
sissippi, and  Pennsylvania. 

Democrats  sense  an  opening.  They 
are  preparing  to  dust  off  their  old 


campaign,  the  gop  faces  an  increasingly 
serious  challenge  to  its  power  on  the 
Hill — and  to  the  Bush  agenda  in  2003 
and  beyond. 

By  Richard  S.  Dunham,  with  Lor- 
raine Woellert  and  Howard  Gleckman, 
in  Washington 
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Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


CD  University  of 

W  Leicester 

Prestigious  British  University 
World  Leader  in  Distance  learning 

no  GNAT  required 
Local  support  center 
Flexible  Education  Financing 
available 

Work  experience  6c  qualifications 

considered 

l^ember  of  the  Association  of 

Business  Schools 

Accredited  by  the  Association  of  MBAs 

Offered  under  Royal  Charter 


800-874-5844 

email:  info@rdi-usa.com 

www.rdi-usa.com 


rdi 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


Men's  Footwear 


MEN:   BE  TALLER!! 


Tired  of  being 
short?  Try  our 
quality  footwear 
HIDDEN  height- 
increasing  feature 
IMSlCEshoe  No 
OVERSIZED 
HEtlSI  Will  mal<e 
you  rr  TAUER  deoendino  on  avte  OVIR 100  SmES  AVAILABLE. 
Extremely  comfortable.  Sizes:  5-12  Widths  B-EEE  In  business 
over  55  years  MONEY-BACK  GUARANTEE.  Call  or  write  for 
FREE  color  catalog 

ELEVATORS*  D 

BICHLEE  SHOE  COMPANY.  DEPT  BVBW24 
PO  BOX  3566   FREDERICK.  MD  21705 


1-800-290-TALL 


Career  Opportunities 


ECONOMIST— Plan  &  conduct  research 
on  import  &  distribution  of  products  fronn 
Moldova,  Ul<raine  &  other  countries, 
mainly  vintage  &  desert  wines,  champagne 

6  vodl<a  to  the  USA;  devise  methods  & 
procedures  for  collecting  &  processing 
needed  data;  conduct  cost  &  profit 
analysis  for  international  trade  purposes; 
prepare  research  findings  to  aid  in  market 
Interpretation  of  economic  changes  or 
problems  on  those  foreign  marketplaces,  & 
to  forecast  future  market  trends  there. 
Required;  BS  In  Economics,  2-year 
experience  in  job  offered;  2-year 
experience  must  Include  research  on 
International  trade  of  goods  between  the 
U.S.  &  the  republics  of  the  former  Soviet 
Union;  $59,634/yr,  40  hrs/wk,  9;00-5:00. 
Job  in  Vernon  Hills,  IL.  Applicants  must 
show  proof  of  legal  authority  to  worl( 
in  the  U.S.  Send  2  copies  of  both 
resume  &  cover  letter  to;  Illinois  Dept.  of 
Employment  Security,  401  S.  State  St., 

7  N.,  Chicago,  IL  60605,  Attn;  Brenda 
Kelly,  Ref#V-IL  2701 4-K.  No  calls.  An 
Employer  Paid  Ad. 


Discount  Travel 


la$}fegas/HeyiiXoni 

Distouttt  Hotel  Rdfi 
Upto&S%Off! 

hoteldiscoijnt.com 


1-800-310-4821 

1  TO  Cities         '^^ 


"^^^M 


Golf  Shoes 


'THE  BEST  GOLF  SHOE 
I'VE  EVER  WORN" 

-  Gene  Sullivan 


www.gi 

888-887-471 1 
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Business  Services 


eMailMarketin 


Advanced  Email  Newsletter  Campaigns 

•  High  powered  delivery  system 

•  Easy  Online  Interface 

•  Detailed  Reporting  and  Tracking 

1-866-362-4522 


w  w  w  .  e  m  a 


GLOBAL  MARKETING  EXPERT 

20-i-yrs  selling  experience  Europe/ 
China-Pacific/Latin  America.  Market 
Strategy,  Distribution  Channels, 
Contract  Negotiations.  Pay  only  time 
utilized,  as  needed.  Excellent 
References.  No  obligation.  Jack  (678) 
641-1607,  or  ceo@stratmarts.com 


Sales  Leads  &  Mailing  Lists 


Business  Llsts-14  million  businesses. 

Select  by  geography,  sales  voluine,  business  type, 
contact  naine,  credit  rating,  and  more 

Consumer  Lists-266  million  consumers. 
Select  by  age,  income,  home  value,  buying 
behavior,  geography,  and  more. 

info^M^^  -800-555-5335  „,  ^^^ 


Need  a  Logo? 


Visa/MC/Amex 

Toil-Free: 


Get  a  Professional 

Custom  Designed 

LOGO  TODAY! 

1-888-869-5646 


www.  1 800mylogo.com 


Business  Credit  Reports 
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Wrangling  over  cloning  patents 
may  decidiE?  which  bl"  three  obscnre 
corapanie^  l^mws  up  to  be  a  powerhouse 


What  do  you  get  when  you  com- 
bine three  biotech  companies, 
a  handful  of  patents,  and  a 
Noah's  Ark  full  of  cloned  ani- 
mals? A  messy  fight  for  control  over 
one  of  biology's  most  promising  new 
fields.  Farmers  are  already  cloning 
prized  cows  and  pigs,  a  practice  that 
will  balloon  if,  as  expected,  the  Food  & 
Drug  Administration  approves  the  mar- 
keting of  milk  and  meat  from  clones 
later  this  year.  The  world's  first  cloned 
kitten  was  bom  in  December,  perhaps 
heralding  an  industry  aimed  at  people 
who  can't  bear  to  part  with  their  house- 
hold pets.  More  significantly — if  the  eth- 
ical issues  are  ironed  out — scientists 
might  someday  use  the  same  cloning 
technique  to  produce  human  stem  cells 
for  use  in  repairing  damaged  organs  or 
tissues. 

The  three  companies  claiming  to  con- 
trol this  technology  are  not  nearly  as 
well  knowTi  as  Dolly  the  cloned  sheep  or 
CC  the  cloned  tabby  cat.  The  leading 
player  is  Geron  Corp.  in  Menlo  Park, 
Calif.,  which  got  into  the  cloning  game 
in  1999  by  acquiring  Roslin  Bio-Med 
Ltd.,  a  spin-off  of  the  company  that  cre- 
ated Dolly.  Its  two  challengers  are  Ad- 
vanced Cell  Technology  Inc.  in  Worces- 
ter, Mass.,  headed  by  a  Geron  defector, 
and  Infigen  in  DeForest,  Wis. 

The  Microsoft  of  this  new  industry,  if 
there  ever  is  one,  will  be  the  player 
that  gains  the  tightest  grip  on  core 
patents.  That  company  would  be  able 


to  collect  fees  from  all  companies  using 
cloning  technology  in  research — and  de- 
mand a  cut  of  royalties  from  resulting 
products.  Alternatively,  there  may  nev- 
er be  a  king  in  this  murky  domain.  Un- 
der one  possible  scenario,  several  com- 
panies could  end  up  holding  patents  on 
narrow  approaches  to  cloning. 

Patent  disputes  that  are  just  now 
getting  the  attention  of  the  U.  S.  Patent 
&  Trademark  Office  will  eventually  sort 
all  this  out.  For  the  time  being,  uncer- 
tainty over  who  will  wield  the  most 
patent  power  is  a  headache  not  only  for 
the  three  companies  invplved  but  for 
dozens  of  startups  pursuing  clone-relat- 
ed research.  "Anytime  there  is  confusion 
in  the  marketplace  over  who  owns  the 
lights  to  what,  raising  capital  becomes  a 
challenge,"  says  Infigen  President 
Michael  D.  Bishop.  "If  we  can't  clear 
up  the  ambiguities  of  these  base 
patents,  we  won't  be  able  to  move  for- 
ward with  the  technology." 

Cloning  is  too  new  for  any  company 
to  begin  raking  in  revenues,  but  the 
potential  is  clear,  act  charges  $20,000  a 


Patent  disputes  in 

emerging  biotech 

fields  are  driving 

investors  away 


head  for  the  milk  cows  it  clones  ani 
earned  $1  million  last  year  from  licens 
ing  its  know-how  to  others — including 
Genetic  Savings  &  Clone,  which  fundec 
the  creation  of  cc  the  kitten  at  Texai 
A&M  University.  Granted,  the  proces 
has  yet  to  be  perfected:  For  even 
healthy  clone,  there  are  hundreds  o 
miscarriages  and  defective  births.  Still 
the  scope  of  the  opportimity,  claims  act 
founder  and  CEO  Michael  D.  West,  "is 
limited  only  by  human  imagination." 

Or  by  the  patent  authorities.  Tht 
technology  at  the  center  of  the  intellec 
tual-property  disputes  is  called  "nucleai 
transfer."  The  dna  of  the  animal  beinj 
cloned  is  sucked  out  of  one  of  its  cells 
and  fused  with  an  emptied-out  egg  cell 
which  then  develops  into  an  embryo 
Geron  argues  that  Dolly  the  sheep  was 
the  first  animal  created  with  this  tech- 
nique, back  in  1997,  by  Geron's  Roslir 
unit.  That  first  use  is  the  reason  Geror 
CEO  Thomas  B.  Okarma  is  certain  his 
company  wiU  prevail  in  the  patent  battle 
"I  have  DoUy,"  he  says.  "I  have  no  fear.' 

Okarma  also  believes  that  he  has  ? 
lot  less  to  lose  than  his  competitors.  Li 
censing  fees  from  cloning  patents  ac 
counted  for  less  than  10%  of  Geron's 
$3.6  million  in  revenues  last  year.  The 
rest  came  from  research  partnerships 
with  such  companies  as  Kyowa  Hakko,  a 
Japanese  pharmaceutical  company. 

Most  of  Geron's  research  is  focused 
on  a  potential  cancer  treatment  based 
on  the  behavior  of  a  natural  enzyme 
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called  telomerase,  which  has  nothing  to 
do  with  cloning.  The  company  is  also 
developing  remedies  for  diabetes,  heart 
disease,  and  neurological  disorders  based 
on  embryonic  stem  cells.  So  any  rev- 
enues Geron  derives  from  the  disputed 
cloning  patent  are  gravy.  "We  care  more 
about  curing  cancer,"  sniffs  Okarma. 

ACT,  on  the  other  hand,  is  betting  the 
farm  on  its  clones.  Its  subsidiary,  Cyagra 
LLC,  breeds  cloned  cows  and  sold  about 
$1  million  worth  of  the  animals  last  year. 
West  hopes  to  use  the  same  cloning  tech- 
nique to  produce  human  embrj^os  from 
which  stem  cells  can  be  han'ested.  "With 
therapeutic  cloning,  we  could  make  any 
kind  of  cell  identical  to  those  of  any  pa- 
tient, engineered  in  any  way,"  he  says, 
and  estimates  the  potential  market  to 
be  well  over  $10  billion  a  year.  "The 
market  is  absolutely  huge." 

Maybe  so,  but  West's  impatience  to 
conquer  that  market  isn't  making  him 
many  friends.  In  November,  ACT  an- 
noxmced  it  had  successfully  cloned  a  hu- 
man embryo.  In  reality,  experts  say,  it 
had  only  created  a  mass  of  cells  that 
died  before  they  became  a  viable  source 
of  stem  cells.  Many  scientists  in  the  in- 
dustry pegged  the  announcement  as  a 
disturbing  ploy  to  catch  the  attention 
of  venture  capitalists.  ACT,  which  has 
raised  $12  million  so  far,  is  now  on  the 
hunt  for  an  additional  $10  million  to  $15 
mQMon.  "It's  horrifying,"  says  Arthur  L. 
Caplan,  a  professor  and  director  of  the 
Center  for  Bioethics  at  the  University 
of  Pennsylvania.  "The  desire  to  raise 
money  and  secure  a  patent  position  is 
driving  these  companies  into  a  land- 
rush  mentality." 

In  January,  the  U.  S.  Patent  &  Trade- 
mark Office  took  a  step  toward  sorting 
all  this  out.  It  agreed  to  investigate 
Geron's  claim  that  act's  key  patent 
should  be  withdrawTi  because  Geron's 
Roslin  unit  invented  and  first  used  the 
technology.  Then,  on  Mar.  11,  the  battle 
took  a  new  twist  when  the  patent  office 
said  it  would  investigate  whether  one  of 
Infigen's  applications  for  an  animal- 
cloning  patent  also  overlaps  Geron's 
pending  patent.  Infigen,  which  is  also 
cloning  livestock,  already  has  a  sepa- 
rate dispute  with  act  over  the  same 
technology. 

It  will  take  at  least  a  year,  maybe 
two,  to  determine  who  owns  the  dis- 
puted technology.  Patent  authorities 
must  consider  who  first  invented  the 
cloning  method  as  well  as  vho  put  it 
into  practice  most  effectively  Thanks 
to  Dolly,  Geron  has  the  upp  i-  hand, 
patent  experts  say.  Ultimately,  though, 
all  three  companies  could  end  up  with 
patents  that  differ  slightly,  based  on 


The  Conjbatants 

All  three  of  America's  top  cloning  companies 

anticipate  windfalls  m  licensing  technology,  but 

their  strategies  differ  in  substantial  respects 
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BUSINESS  Research  into  the  enzyme  telomerase  as 
an  anticancer  agent;  study  of  embryonic  stem  cells  for 
treating  disease;  licensing  of  cloning  technology 
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ADVANCED  CELL  TECHNOLOGY 


BUSINESS  Cloning  animals  such  as  dairy  cows; 
researching  the  cloning  of  human  embryos  for  stem-cell 
production;  licensing  of  cloning  technology 
REVENUES  $2  mi 


lion 


INFIGEN 


BUSINESS  Cloning  of  cows  and  pigs;  researching  animal 
cloning  for  production  of  human  therapeutic  products 
REVENUES  Not  dlsciosed 


such  factors  as  the  types  of  cells  that 
are  used  or  the  manner  in  which  they 
are  prepared.  "Very  often,  the  scope  of 
one  patent  does  not  end  up  being  near- 
ly as  broad  as  initially  assumed,"  says 
Edward  G.  Poplawski,  a  patent  lawyer 
with  Sidley  Austin  BrowTi  &  Wood  LLP 
in  Los  Angeles. 

This  is  not  the  first  time  Geron  has 
tried  to  corner  the  intellectual-proper- 
ty rights  to  a  new  technology.  Last 
year,  it  was  sued  by  one  of  its  research 
partners,  the  Wisconsin  Alumni  Re- 
search Foundation,  over  the  scope  of 
its  Ucensing  rights  to  key  lines  of  em- 
bryonic stem  cells — the  bulk  of  the  cells 
in  existence  when  the  government 
stopped  funding  research  aimed  at  de- 
veloping new  stem-cell  lines.  In  Janu- 
ary, to  settle  the  dispute,  Geron  gave 


up  exclusive  rights  to  i 
but  a  few  cell  lines  th; 
it  deemed  held  the  mo 
commercial  potential. 

Still,  some  biotech  exe 
utives  worry  that  Gere 
has  too  much  power  ' 
control  access  to  potently 
ly  life-saving  cells.  Lu 
Giebel,  CEO  of  San  Dieg 
based  CyThera  Inc.,  sa;^ 
he  had  to  go  overseas  i 
obtain  stem  cells  for  h 
company's  research 
would  be  a  waste  of  t 
to  try  to  get  a  reasonab 
license  from  Geron,"  sa^ 
Giebel.  Okarma,  howev< 
insists  that  all  interest 
companies  are  welcome 
come  talk  to  him. 

Nevertheless,  fears  th; 
barriers  may  arise  in  tl 
emerging  cloning  an| 
stem-cell  fields  are  dri 
some  investors  away  fro: 
startups.  "Where  intelle 
tual  property  is  uncert 
you  can't  be  sure  of  a  coi 
pany's  ability  to  operat| 
freely  and  to  exclude  ot 
ers,"  says  Michael  Lytto 
of  Oxford  Bioscience  P; 
ners,  a  Boston  venture! 
capital  firm.  "This  is 
very  serious  problem 
Add  in  the  possibility  th; 
the  government  could  ba; 
all  human  cloning — eve 
for  therapeutic  purposes 
and  the  end  result  is  onl 
a  handful  of  U.S.  comp; 
nies  able  to  raise  enoug! 
money  to  get  their  re 
search  off  the  ground 
The  uncertainty  has  be 
come  a  burden  in  other  ways,  as  wel 
Fewer  companies  entering  the  fieL 
means  fewer  potential  collaborators  t 
help  advance  the  study  of  cloning.  "W' 
believe  all  research  in  therapeuti 
cloning  will  benefit  us,"  Geron's  Okarm 
says.  "We're  frustrated  that  we've  beei 
unable  to  create  a  network  of  partners 
We're  losing  a  lot  of  knowledge."  A  pro 
tracted  patent  battle  could  set  the  clocl 
back  years  in  the  effort  to  use  cloninj 
to  regrow  the  damaged  cells  of  heart 
and  brains.  And  even  the  companie 
battling  for  the  patents  know  it  wovilc 
be  a  shame  if  such  a  promising  tech 
nology  resulted  in  nothing  more  thai 
cloned  kittens. 

By  Arleyie  Weintraub  in  Menlo  Park 
Calif.,  with  Faith  Keenan  in  Worces 
ter,  Mass. 
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Soccer  is  tough  on  players.  Brutal  on  networks,  it's  a  mercness  test  of  power  and 

agility.  Over  a  period  of  just  four  weeks,  tfie  amount  of  mission-critical  voice  and  data  generated  by  the 
FIFA  World  Cup'"  could  rival  what  many  companies  generate  in  a  year.  That's  why  they  chose  Avaya  to 
build  one  of  the  world's  largest  converged  networks.  And  with  billions  watching,  we're  showing  the  world  that 
our  converged  network  can  stand  up  to  the  most  arduous  proving-ground  yet.  To  see  why  over  90%  of  the 
FORTUNE  500^  power  their  business  with  Avaya  voice  and  data  communications,  visit  avaya.com/nowone. 
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,Y  LATE  THIS  YEAR,  SURFERS 

in  look  forward  to  dramati- 
illy  faster  downloads  of  Web 
ages  packed  with  pictures, 
aarts,  and  logos.  The  speed 
oost  will  come  wdth  the  roll- 
ut  of  JPEG2000,  an  update  of 
jie  JPEG  compression  stan- 
ard  that  is  widely  used  to 
tore  and  transfer  images, 
he  trick,  says  Michael  W. 
larcellin,  one  of  JPEG2000's 
ad  developers,  is  its  "just 
inough"  approach. 

In  essence,  that  means  the 
[igger  the  image  file,  the 
reater  the  benefit.  JPEG2000 
Tomises  to  cut  download 
ime  for  everyday  Web  im- 
ges — in  the  range  of  20  to 
00  kilobytes — by  a  re- 
pectable  50%.  "But  the  com- 
pression really  sings  viith  big 
mages,"  says  Marcellin,  a 
irofessor  of  electrical  and 
omputer  engineering  at  the 
Jniversity  of  Arizona. 

When  retrieving  an  image 
from  a  server,  today's  Web 
browsers  try  to  open  the 
vhole  file,  no  matter  how  big. 
X  JPEG2000-enabled  browser 
first  checks  where  the  pic  will 
De  displayed — or  printed,  or 
saved — and  grabs  a  subset  of 
he  file  fitted  to  the  user's 
kreen,  printer,  or  hard  drive, 
rhanks  to  such  on-the-fly  siz- 
ing, big  images  can  be  deliv- 
ered upwards  of  1,000  times 
as  fast,  says  Marcellin.  JPEG2000 
offers  another  enhancement: 
bhe  option  of  "lossless"  com- 
pression, so  that  no  detail  is 
lost  from  the  original  image. 

Web  browsers  are  just  the 
beginning.  Now  that  the  stan- 
Mdard  has  been  approved  by 
'  the  International  Organization 
for  Standardization  (iso)  in 
Paris  and  made  available 
gratis  to  developers,  expect 
to  see  JPEG20(X)  in  everything 
from  digital  cameras  to  digital 
copiers  and  printers  from 
Eastman  Kodak,  Sony,  Ri- 
coh and  others  by  the  third 
quarter.  Adam  Aston 


KNOWING  WHEN  TO  GET  THE  CHROME  OUT 


ENVIRONMENTAL  CRUSADER  ERIN  BROCKOVICH  COULD 

have  made  good  use  of  a  new  method  for  measuring 
hexavalent  chromium  in  contaminated  groundwater.  Ge- 
ologists from  the  University  of  Illinois  at  Urbana-Cham- 
paign  are  now  able  to  gauge  the  rate  at  which  the  sus- 
pected carcinogen  naturally  breaks  down  into  a  less 
toxic  form.  That  could  help  engineers  determine  when  a 
major  cleanup  is  necessary. 

Chromiimi,  used  to  electroplate  car  bumpers,  among 
other  things,  is  a  common  inorganic  contaminant  at  haz- 
ardous waste  sites.  With  current  tests,  engineers  have  a 
hard  time  determining  how  quickly  the  compound  is 
changing  form.  The  water  in  a  tested  well  may  be  dilut- 
ed by  rainfall,  for  example.  "You're  trying  to  sample  a 
moving  target,"  says  Thomas  M.  Johnson,  a  University 
of  Illinois  geologist.  Johnson  and  a  colleague,  Andre  S. 
Ellis,  were  able  to  get  a  fix  on  the  change  by  measuring 
the  ratio  of  heavy  to  light  chromium  in  a  contaminated 
groundwater  sample.  The  geologists  hope  to  test  the 
technique  on  known  contaminated  sites.       Julie  Forster 


HOW  TO  MAKE 
CHIPS  THAT  ARE 
REALLY  SPEEDY 

INTEL      AND      OTHER      CHIP- 

makers  are  hot  on  the  trail  of 
semiconductors  that  pack 
1  billion  transistors  and  switch 
on  and  off  more  than  1  tril- 
lion times  per  second.  The 
new  chips,  expected  in  the 
second  half  of  the  decade,  will 
require  radical  advances  in 
manufacturing  technology.  As 
elements  such  as  transistors 
and  capacitors  are  packed 
more  densely  together,  it  gets 
harder  to  deposit  uniform,  ul- 
trathin  layers  of  materials  to 
insulate  the  circuit  lines. 

ASM  International,  in  the 
Dutch  town  of  Bilthoven,  has 


developed  a  form  of  chemical 
vapor  deposition  that  lays 
down  uniform  layers  just  10 
to  20  atoms  thick.  In  brief, 
a  silicon  wafer  is  exposed  to 
a  single  gas  in  a  purified 
chamber.  The  surface  of  the 
chip  reacts  with  the  gas,  and 
as  soon  as  it  is  saturated,  the 
reaction  stops.  After  the  re- 
actor is  cleaned,  the  process 
can  be  repeated  with  a  sec- 
ond gas.  "It's  self-limiting," 
says  Henk  de  Waard,  busi- 
ness manager  for  thin  films. 
"You  get  a  single  atomic  lay- 
er everywhere  on  the  surface 
of  the  wafer,  with  extreme 
control  over  film  thickness." 
ASM  is  taking  orders  from  top 
chipmakers,  with  the  goal  of 
billion-transistor  chips  by 
2005  in  mind.  ■ 


SOLVING  THE 
STRUCTURE  OF 
THE  DENGUE  VIRUS 

FLAVIVIRUSES,   WHICH   CAUSE 

insect-borne  diseases  such  as 
dengue.  West  Nile  virus,  and 
yellow  fever,  have  long 
stumped  scientists  trying  to 
understand  their  molecular 
structure.  No  more,  say  re- 
searchers at  Purdue  Univer- 
sity and  California  Institute 
of  Technology.  In  the  Mar.  8 
issue  of  Cell,  they  describe 
mapping  dengue's  structure, 
thus  taking  the  first  step  to- 
ward developing  a  vaccine  to 
combat  the  virus. 

Dengue  infects  more  than 
50  million  people  worldwide 
each  year  and  causes  24,000 
deaths.  Using  a  combination 
of  electron  microscopy  and 
computer  graphics,  the  Pur- 
due-Cal  Tech  team  developed 
a  three-dimensional  view  of 
the  virus  that  revealed  a 
dimpled,  golf-ball-like  struc- 
ture with  a  protective  pro- 
tein shell  over  a  double  layer 
of  fatty  molecules.  These  help 
shelter  the  disease-causing 
genetic  material  in  the  core 
until  its  release  into  the  cell 
of  a  host. 

The  study's  principal  au- 
thor, Purdue  biologist  Richard 
J.  Kuhn,  says  that  some  of 
the  scientists'  biggest  chal- 
lenges were  getting  a  large 
enough  sample  of  the  easily 
damaged  virus  to  study,  and 
protecting  people  working 
with  it.  Now  that  the  struc- 
ture has  been  identified,  the 
team  will  try  to  determine 
how  the  virus  fuses  with  the 
cells  of  its  victims  to  spread 
the  disease.       Pallavi  Gogol 
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Who  Needs 
A  Whole  MBA? 

A  specialised  master's  degree  may  better  fit  the  bill 


BY 

MICA  SCHNEIDER 


[hen  you  consider  going  back  to  school 
to  hone  your  business  skills,  chances 
are  you're  thinking  about  getting  an 
MBA.  But  an  MBA  isn't  the  only  game 
in  graduate  business  education.  With  a 
bit  of  research,  you  may  find  that  what 
you  really  want  may  be  a  speciaUzed 
master's  degree  in  business. 

Specialized  master's  business  programs  have 
been  aroimd  for  decades.  But  they  proliferated  in 
the  1990s,  as  business  schools  discovered  that  a 
curriculum  showcasing  their  academic  specialty 
allows  them  to  better  compete  for  students.  The 
mainstays  of  the  alternative  business  programs 
used  to  focus  on  accoimting  and  finance,  but  now 
you  can  pursue  a  master's  degree  in  interna- 
tional business,  health-care  administration,  mar- 
keting, nonprofit  management,  or  human  re- 
sources. In  the  late  1990s,  the  hot  new  programs 
were  in  information  technology  and  e-commerce. 
At  least  60  of  403  B-schools  surveyed  by  Busi- 
nessWeek in  2001  offered  master's  degrees  in 
these  new  specialties.  Even  now,  schools  say,  in- 
terest in  the  programs  has  remained  steady. 


Master  Plans 


PROGRAM /WEBSITE 

MASTERS  IN  FINANCE 
London  Business  School 

www.london.edu/mif/ 

MASTER  OF  SCIENCE 

IN  ELECTRONIC  COMMERCE 

Carnegie  Mellon  University 

www.ecom.cmu.edu 

MASTER  IN  HR  LEADERSHIP 
Rotterdam  School  of  Management 

www.rsm.nl/programs 

SYSTEM  DESIGN  AND  MANAGEMENT 
Massachusetts  Institute  of 
Technology  (Sloan) 

sdm.mit.edu/sdm/ 


DESCRIPTION 

Course  is  offered  full-time  (10  months) 
or  part-time  (21  months)  to  about  240 
students.  Many  of  its  grads  now  work  for 
global  banks. 

Year-long  program  begins  each  May  with 
just  31  students.  Teams  of  students  work 
on  14-week  projects  for  companies  that 
partner  with  the  program. 

Human  resources  experts  from  big  U.S. 
and  European  companies  helped  create 
the  18-month  program  for  professionals 
with  seven  or  more  years  of  experience. 

Graduates  receive  a  master  of  science 
in  engineering  and  management. 
Program  runs  13  months  for  full-time 
students  or  24  months  part-time. 


Mmm- 


The  master's  programs, 
which  range  from  10  months 
to  2  years  for  full-time  stu- 
dents, are  best  suited  to  those 
who  already  have  a  business 
background  but  want  to  spe- 
cialize in  a  particular  field.  For 
instance,  students  who  have 
an  undergrad  business  degree 
may  see  no  point  in  going 
over  similar  courses  in  an  MBA 
program.  That  was  the  think- 
ing of  Patricia  Wycoco,  28, 
who  \^'ill  graduate  in  July  with 
a  master's  in  finance  from 
London  Business  School. 
Wycoco,  who  has  a  bachelor's 
degree  in  business  economics, 
was  most  recently  an  invest- 
ment manager  for  Deutsche  Bank  in  Manila,  "fm  .■ 
thought  that  developing  a  competence  in  financ  te 
was  more  important  than  getting  a  general  busi  mi' 
ness  education,"  she  says.  This  summer,  Wycoc  ien« 
will  join  the  Manila  office  of  McKinse/s  Southeas  Be 
Asia  Practice.  lurpl 

AppUcations  to  alternative  programs,  as  witl  liien 
those  to  MBA  programs,  have  risen  in  the  past  \.  fe 
months  as  students  seek  refuge  in  academia  fror  imt 
the  turbulent  job  market.  Often,  the  specializec  ave 
programs  are  slightly  less  expensive  than  thei id- 
MBA  counterpart  at  the  same  business  school  v:f 
At  the  University  of  Minnesota's  Carlson  Schoc  : 
of  Management,  tuition  for  out-of-state  student 
in  its  two-year  program  in  health-care  adminis  bi; 
tration  is  $18,604,  vs.  $19,199  a  year  for  its  two  k: 
year  MBA  program.  Most  alternative  program:  ?er^ 
are  also  easier  to  get  into  because  the  appUcan  ro-- 
pool  is  smaller.  For  example,  Texas  A&M  Uni  i: 
versity's  Mays  College  of  Business  accepted  22^^ '' 
of  its  full-time  MBA  apphcants  in  2001,  vs.  a  28*;  . 
acceptance  rate  at  its  master's  program  in  man  te 
agement  information  systems.  a; 

A  downside  is  that  many  of  these  program;  Ohi 
are  new,  so  they  don't  have  a  track  record  witl  ior 
recruiters  and  employers.  "It  takes  some  time  foi  or 
people  to  figure  out  w'hat  a  new  degree  of  thi:  i 
type  is  all  about,"  says  Tridas  Mukhopadhyay,  di  i 
rector  of  the  three-year-old  Master  of  Science  ii  h 
Electronic  Commerce  program  at  Carnegie  Mel  ' 
Ion's  Graduate  School  of  Industrial  Administra  . . 
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"ion.  And  the  degrees  don't  guarantee  starting 
notaries  on  par  with  those  of  mba  grads.  A  lot  de- 
iii  ends  on  the  specialty,  the  student's  work  expe- 
ociiience,  and  the  school's  reputation. 
s    Be  aware,  too,  that  selection  standards  vary 

harply  from  one  school  to  the  next,  particularly 
ittt^hen  it  comes  to  students'  field  experience.  En- 
i;  oiling  in  a  program  specializing,  say,  in  human  re- 
.)ii  purees  doesn't  ensure  that  your  classmates  wiH  all 
jnyave  worked  in  human  resources.  The  Rotterdam 
eii  School  of  Management's  Master  in  HR  Leadership 
fli  irogram  requires  applicants  to  have  at  least  sev- 
X)  n  years  of  experience  in  the  field,  but  students  at 
n::i)hio  State  University's  Master's  in  Labor  and 
jjiuman  Resources  program  at  Fisher  College  of 
\-(j.  Business  range  from  recent  college  grads  to  man- 
fi^  igers  with  26  years  of  experience.  It  will  be  up  to 
jit  ^ou  to  find  out  the  score  before  applying. 
ni-  If  you  find  the  right  program,  you'll  be  able  to 
;<tlelve  deeper  into  the  specialty  than  most  MBA 
.^  :urriculums  do.  Students  are  committed  to  their 
ji-  ;hosen  fields,  so  the  depth  of  learning  is  greater, 

says  Tasha  Sims,  25,  a  second-year  student  at 
K  3hio  State's  HR  program.  Sims,  who  had  worked 
th  br  three  years  in  benefits  and  compensation  be- 
•j  'ore  enrolling  in  grad  school,  will  join  ExxonMo- 
]j  )il  in  August  as  a  recruiting  adviser. 
j.  Companies  are  showing  signs  of  appreciating 
3i;he  value  of  these  special  degrees.  When  Peter 
:.  Stephaich,  CEO  of  Campbell  Transportation  in 
s-  riharleroi,  Penn.,  decided  to  overhaul  his  company's 


^   information  system,  he  commissioned 
six  e-commerce  graduate  students 
///      and  tW'O  professors  from  Carnegie 
Mellon.  The  team,  along  with  six 
Campbell  executives,  will  cre- 
ate, among  other  things,  a 
state-of-the-art  tracking  sys- 
tem for  the  company's 
barges,  which  ply  the 
Ohio   River  and   its 
tributaries.  The  sys- 
tem will  use  a  range 
of  technologies  from 
handheld  devices  to 
global     positioning 
systems.  "A  typical 
MBA    doesn't    have 
the        e-commerce 
skills  to  build  one  of 
these  things,"  says 
Stephaich,  himself  a 
1989  MBA  from  New 
York  University. 

Ford  Motor, 

meanwhile,  current- 
ly pays  for  19  of  its 
employees  to  attend 
Massachusetts  Insti- 
tute of  Technology's 
System  Design  and 
Management  pro- 
gram, which  com- 
bines engineering 
and  business  cours- 
es. The  five-year-old 
program  enrolls  some  50  students  each  January, 
about  80%  of  w^hom  are  company-sponsored.  "Be- 
cause of  the  complexity  of  the  products  being  de- 
veloped these  days,  there's  a  real  need  for  people 
who  understand  both  the  technical  and  the  busi- 
ness side  of  things,"  says  Dennis  Mahoney,  the  di- 
rector of  SDM. 

If  a  specialized  business  degree  might  suit  you, 
explore  BusinessWeek  OnlLne's  profiles  of  B-schools 
(w^^^businessw'eek.com/bschools).  The  profiles  fo- 
cus on  MBA  programs  but  also  list  alternative  de- 
grees. From  there,  you  can  foUow  links  to  each 
school's  Web  site  to  determine  whether  the  pro- 
gram offered  will  help  improve  your  career.  Once 
you  select  the  schools  you  w^ould  like  to  apply  to, 
you  may  find  that  admissions  procedures  vary 
slightly  from  those  at  MBA  progi-ams.  For  starters, 
not  all  programs  require  the  Graduate  Manage- 
ment Admissions  Test,  opting  instead  for  the 
Graduate  Record  Examination.  For  some  special- 
ized business  courses  of  study,  you'll  need  a  par- 
ticular undergrad  degree  such  as  engineering;  for 
others,  you  must  have  company  sponsorship. 

If  it's  a  toss-up  between  an  MBA  and  a  spe- 
cialized degree,  consider  that  some  B-schools,  such 
as  the  University  of  Wisconsin  at  Madison  and 
Thunderbird,  The  American  Graduate  School  of 
International  Management,  let  their  master's  stu- 
dents switch  into  an  MBA  program.  So  do  your 
homework.  With  these  master's  programs,  you 
probably  have  more  options  than  you  think.       ■ 


These  alternative 
programs 
allow  students 
to  delve  much 
deeper  into 
their  specialty 
than  they  could 
in  an  MBA 
program 


o 


o 
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Answering 
the  $150,00 
Question 

Which  business  school 
is  the  right  one  for  you? 

BY  JENNIFER  MERRITT 

So  you've  decided  to  get  a  Master's 
Business  Administration — the  covetJ 
degree  that  often  serves  as  an  entr| 
into  the  upper  echelons  of  manag| 
ment.  You've  figured  it's  worth 
$150,000  or  more  investment — in 
ition,  expenses,  and  two  years  of  Ic 
pay.  And  you've  spent  late  nights  boning  il 
for  the  Graduate  Management  Admission  Te/ 
earning  a  score  that  should  put  you  in  til 
running  for  a  spot  on  the  "admitted"  list  at 
highly  rated  school. 

Now  what?  Before  you  slog  through  thoJ 
lengthy  applications,  take  a  step  back.  Ycj 
need  to  consider  more  than  just  a  brand  nan 
when  it  comes  to  choosing  the  right  prograr 
Everj'  appUcant  has  different  needs  and  goaij 
and  not  every  school  will  meet  them. 

It's  not  too  late  to  apply  for  the  fall  semes 
Most  business  schools  will  take  applications 
til  early  April,  although  your  chance  of  accef 
ance  is  less  than  if  you  had  applied  in  Decer 
ber.  You  improve  your  odds  of  getting  in 
you  target  your  search,  says 
Brad  Pearson,  director  of  ad- 
missions at  Olin  School  of  Busi- 
ness at  Washington  University 
in  St.  Louis.  Find  the  program 
sviited  to  you,  suggests  Pear- 
son, who  says  admissions  of- 
ficers can  spot  applicants 
trjTng  too  hard  to  fit  in. 

The  first  step:  Decide  what  your 

needs  are.  If  you  thrive  in  a  less  structure 

learning  environment,  think  about  the  Un 

versity  of  Chicago  Graduate  School  of  Bus 

ness,  where  you  can  choose  most  of  your  ow 

course  work.  The  Chicago  experience  is  quit 

different  from  what's  offered  at  its  Nort 

Shore  neighbor,  Northwestern  University 

Kellogg  Graduate  School  of  Management,  whei 

your  teamwork-fiUed  classes  are  predeterminec 

Aiming  for  a  job  on  Wall  Street?  You  could  tr 

the  finance-savv\^  Wharton  School  at  the  Un 
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versity  of  Pennsylvania  or  Columbia  Business 
School,  which  has  strong  ties  to  investment  firms 
in  its  hometown  of  New  York  (page  108).  Both 
send  up  to  50%  of  their  grads  to  the  financial  in- 
dustries and,  along  with  Chicago,  are  ranked 
the  top  three  schools  for  finance  by  recruiters  in 
the  biannual  Busi7iessWeek  MBA  sur\'ey. 

Of  course,  geography  plays  a  role,  too.  Maybe 
you're  restricted  to  the  region  where  you  live,  or 
you've  always  dreamed  of  mo\'ing  to  a  certain 
part  of  the  country.  If  you  want  to  be  in  the 
center  of  a  buzzing  city,  think  New  York,  Chica- 
go, Atlanta,  or  Los  Angeles — with 
nearly  two  dozen  B-schools  among 
them.  If  you  prefer  a  secluded, 
woodsy  atmosphere,  there's  Tuck 
School  of  Business  at  Dartmouth 
College  in  Hanover,  N.  H.,  popula- 
tion 10,850.  Once  you  decide  where 
you  want  to  be  for  the  next  two 
years,  you  can  search  for  the  pro- 
gram that  meets  yovir  goals. 

Are  you  set  on  a  particular  ca- 
reer? The  key  is  to  match  your  in- 
terest and  goals  with  a  school's  of- 
ferings. Consider  the  experience  of 
Doug  Alder,  a  former  mechanical  en- 
gineer at  ExxonMobil.  Knowing  he 
wanted  to  work  for  an  asset  man- 
agement firm  after  graduating,  he 
chose  the  McCombs  School  of  Busi- 
ness at  the  University  of  Texas  at 
Austin  because  of  its  student-man- 
aged investment  fiind.  Alder  appUed 
with  the  hope  of  joining  the  fund's  management 
team  and  later  earned  a  spot  as  one  of  its  man- 
agers. After  he  gets  his  degree  this  spring,  the 
28-year-old  Alder  will  start  a  job  with  Fayez 
Sarofim  &  Co.,  a  Houston  investment  firm. 

There  are  many  ways  to  get  vital  informa- 
tion about  MBA  programs.  You  can  start  by  vis- 
iting the  Web  sites  of  those  you're  interested 
in.  For  an  overview  of  the  field,  check  Busi- 
nessWeek's B-school  ranking  of  the  top  50 
schools,  and  read  profiles  of  hundreds  of  others  at 
www.businessw^eek.com/bschools.  There,  you'll 
find  statistics  on  class  size,  curriculum,  and  tu- 


I 
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An  MBA  is  costly- 
in  tuition,  other 
expenses,  and  two 
years  of  lost  pay. 
So  take  time  to 
visit  schools,  meet 
with  admissions 
officers,  and  sit  in 
on  a  class 


How  to  Pick 
an  MBA 
Program 

Here  are  a  few 
things  to  keep  in 
mind  when  deciding 
which  B-school 
best  suits  your 
needs: 

1               FULL-TIME  OR  PART-TIME?               | 

Can  you  afford  two  years  out  of  the  workforce,  or 
would  you  be  better  off  taking  night  classes  and 
keeping  your  day  job? 

1              WHAT  DO  YOU  WANT  TO  DO?              | 

Does  marketing  at  an  Old  Economy  company  sound 
exciting,  or  do  you  hope  to  sell  a  new  technology? 
Choose  a  program  that  bolsters  your  all-around 
abilitie  -.  and  hones  your  skills  to  meet  your  goal. 

1          IIETWORKING  OPPORTUNITIES?            | 

Does  the  school  offer  an  inside  track  to  the  kinds  of 
companies  you'd  like  to  work  for?  Will  you  be  study- 
ing with  the  school's  star  management  professors 
and  working  on  real-world  projects? 

ition — along  wdth  insightful  comments  fix)m  gn 
uates  about  each  school's  strengths  and  we; 
nesses.  You  can  also  click  on  links  to  e 
school's  Web  site,  and  read  helpfiil  tips  on  how 
finance  your  education  (page  107). 

Take  the  time  to  \'isit  the  schools,  meet  w 
admissions  officers,  and  sit  in  on  a  class.  "Tht 
visits  are  key  to  determining  the  quahty 
teaching,"  says  Dawna  Clarke,  admissions  diri 
tor  at  the  Daixien  Graduate  School  of  Business 
the  University  of  Virginia. 

Be  sure  to  speak  with  students,  faculty,  a  '"', 
alumni  who  are  doing  the  kind 
work  you  plan  to  seek.  (You  can  vi 
ally  get  the  names  from  the  adm 
sions  and  alumni  offices.)  Take  sf 
cial  note  of  how  they  react  to  yo 
inquiries.  Are  professors  gregarioi 
and  open,  or  are  they  stem  and  a 
missive?  Are  alumni  upbeat,  or 
you   get   the   feeling  they   wou 
rather  not  discuss  their  ahna  mate 
"Trust  your  senses.  If  you  get  a  b 
feeling,  it's  most  likely  going  to 
the  same  or  w^orse  when  you  she 
up  in  the  fall,"  says  Brian  Sowins 
a  second-year  MBA  student  at  Was 
ington   University,  w'ho  says  t) 
school  w^as  the  right  choice  for  hir 
Once  you've  narrowed  your  sear 
to  schools  with  the  right  cuiTicului 
location,  and  learning  environmer 
it's  time  to  be  realistic.  These  da\ 
top  programs  turn  away  three  or  fo 
times  as  many  applicants  as  they  admit.  At  mo 
schools,  the  number  of  MBA  hopefuls  applying  is  i 
more  than  30%  for  the  class  entering  this  fall, 
t\7)ical  uptick  in  a  down  economy.  That  mak' 
the  odds  you'll  be  admitted  to  your  first  choi 
pretty  slim,  especially  if  you've  got  your  sights  s» 
on,  say,  Stanford  University  Graduate  School 
Business,  where  only  8%  of  applicants  get  in. 

Check  the  BusinessWeek  profiles  to  find  tl 
composition  of  the  student  body,  fi-om  test  scort 
to  work  experience,  and  see  how"  you  fit  in 
you've  got  a  less-than-stellar  gmat  score — sa 
below  620 — and  a  college  grade-point  averag 
below  about  3.5,  along  with  only  average  w^or 
and  extracurricular  experience,  you'll  likely  en 
up  with  few  acceptance  letters  if  you're  aiming  i 
one  of  BusinessWeek's  top  30  schools.  You  can 
change  your  college  grades,  but  gmat  book, 
software,  and  prep  classes  may  help  you  bootf 
your  score.  One  strategy  w^ould  be  to  put  you 
plans  on  hold  until  you  get  your  numbers  up. 

Think  back  to  your  undergraduate  applies 
tions  and  try  the  same  strategy:  one  dreai 
school,  a  few  where  you  have  a  good  chance  £| 
acceptance,  and  one  safety  school  where  you' 
likely  be  a  shoo-in.  Once  you've  hned  up  four  c 
five  schools,  be  prepared  to  spend  20  or  30  horn 
writing  essays  and  gathering  recommendation: 
Take  your  time.  Seasoned  admissions  director 
can  sense  a  rushed  essay,  says  Clarke.  Afte 
you've  mailed  your  apphcations,  you'll  get  to  si 
back  and  wait — and  see  if  vou  made  the  cut.    I 
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low  to  Pay 

or  that  Parchment 

rom  federal  aid  to  outright  grants,  help  is  there 


BRIAN  HINDO 


flf  I  Gould  Do  It 
Over. . . 

Here  are  some  hints 
from  current  MBA 
students  and  financial 
aid  directors  to  l<eep  in 
mind  wfien  planning 
your  8 -school  career: 


Paying  for  your  MBA  is  no  small  task. 
Just  ask  Oliver  Robinson,  who  will 
soon  complete  his  first  year  in  the  mba 
program  at  the  Wharton  School  of  the 
University  of  Pennsylvania.  Before 
packing  up  for  Philadelphia,  after  Robin- 
son spent  four  years  in  the  U.  S.  Navy,  he 
and  Ws  wife  sold  their  home  in  Charleston, 
S.  C,  and  both  their  cars.  The  money  they  made 
from  those  sales  help  with  tuition  payments  but 
still  don't  come  close  to  covering  the  $62,160  to- 
tal cost  of  a  Wharton  MBA. 

Thus,  this  semester  alone,  the  26-year-old  relies 
on  $9,157  in  Federal  Stafford  Loans,  $750  in  Fed- 
eral Perkins  Loans,  a  $1,500  grant  from  Wharton, 
and  a  $3,000  loan  through  Wharton  and  Citibank. 
For  Uving  expenses,  Robinson's  wife  Holly  chips 
in  earnings  fi'om  her  medical  research  job  at 
MCP  Hahnemann  University  School  of 
Medicine.  They  also  draw  $950  a  month 
from  the  Montgomery  G.  L  Bill. 

That's  about  par  for  the  course  at 
most  B-schools.  "The  main  way  students 
pay  for  the  MBA  is  through  loans  and 
personal  funds,"  says  Don  Martin,  asso- 
ciate dean  of  admissions  at  the  Univer- 
sity of  Chicago  Graduate  School  of  Business, 
where  75%  of  students  get  some  financial  aid 
from  the  school.  Martin  says  some  students  still 
receive  funding  from  their  employers,  but  be- 
cause of  the  sour  economy  and  students'  reluc- 
tance to  be  bound  to  their  companies,  he  esti- 
mates corporate  sponsorship  has  fallen  20%  to 
30%  in  the  past  10  years. 

At  Chicago,  like  other  B-schools,  the  loan 
process  starts  at  the  federal  level.  Prospective 
students  fill  out  the  Free  Application  for  Feder- 
al Student  Aid  (fafsa),  available  on  the  Web  at 
www.fafsa.ed.gov.  Based  on  savings,  investments, 

■  Start  saving  early.  The  more  you  stash  away 
now,  the  less  you  have  to  pay  back  in  loans  plus 
interest  later. 

■  Get  rid  ot  debt.  Paying  down  credit-card  balances 
make  it  easier  to  manage  monthly  payments  while 
you're  not  earning  income. 

■  Keep  up  with  financial  aid  deadlines.  If  you're  ap- 
plying late  in  the  admissions  cycle,  such  as  in  March 
or  April,  you  should  send  in  financial  aid  forms  along 
with  the  rest  of  your  application. 


and  income  statements,  the  government  deter- 
mines students'  eligibility  for  Stafford  Loans, 
which  go  as  high  as  $18,500  per  academic  year. 
The  current  interest  rate  is  5.39%,  which  bumps 
up  to  5.99%  after  graduation.  Students  who 
demonstrate  greater  need  can  qualify  for  the 
Federal  Perkins  Loan  as  well.  Fixed  at  5%  in- 
terest, that  loan  may  be  as  large  as  $6,000  per 
year.  Interest  starts  after  graduation. 

On  top  of  federal  aid,  most  B-schools  offer  in- 
stitution-specific loans  through  banking  partners, 
such  as  the  CitiAssist  loan  at  Wharton  that  Robin- 
son procured.  The  loan  terms  and  rates  vary  by 
school.  Some  schools,  like  Stanford  University, 
require  students  to  submit  separate  financial  aid 
forms  directly  to  the  school.  Would-be  mbas  need 
to  be  aware  of  these  deadlines  as  well. 

MBAS  need  not  be  saddled  with  loans.  With  a 
little  digging,  resourceful  students  can  supple- 
ment financial  aid  packages  with  grants,  either 
from  private  groups  or  the  B-schools  themselves. 
A  good  place  to  start  is  BusinessWeek  Online. 
First,  go  to  www.businessweek.com,  then  click  on 
the  B-schools  tab.  Scroll  down  to  the  hnk  for 
Financial  Aid.  There  you'll  find  Q&As  with  the  fi- 
nancial aid  directors  of  29  B-schools  and  links  to 
helpful  financial  aid  Web  sites. 

Another  possible  option  for  cash-strapped  stu- 
dents is  a  teaching  assistantship.  Southern 
Methodist  University  in  Dallas  will  begin  offering 
assistantships  as  part  of  aid  packages  this  fall.  At 
SMU,  like  most  B-schools,  a  ta  can  expect  a  per- 
semester  stipend  of  about  $1,500  for  10  hours  of 
work  a  week,  usually  grading  papers  and  leading 
discussion  sections.  That's  time  you  won't  get 
to  spend  on  yoiir  own  work,  though. 

For  a  handful  of  students  at  each  school, 
stellar  GMAT  scores  and  undergraduate  GPAs  re- 
sult in  full  scholarships.  More  often,  MBA  stu- 
dents resemble  Robinson,  who  estimates  he'll 
graduate  about  $50,000  in  the  hole.  Still,  he's  not 
worried  about  repayment.  After  all,  the  average 
starting  base  salary  for  a  Wharton  MBA  in  2001 
was  $98,218.  That  makes  taking  on  loans  a 
whole  lot  easier.  ■ 
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Those  MBA  Job  Blues 
Won't  Last  Long 

Columbia's  dean  sees  Wall  Street  staffing  up  next  year 


If  you  believe  the  dire  predictions,  the  world 
ivill  be  flush  vnth  newly  minted  jobless  mbas 
come  June.  Now  that  U.S.  financial  giants 
and  consulting  firms  are  slashing  jobs,  it 
seems  unlikely  that  2002  graduates  ivill  be 
showered  unth  $100,000-plics  job  offers  in  the 
way  Die  past  few  classes  of  graduates  were.  But 
Meyer  Feldberg,  wlw  in  his  13  years  as  dean  of 
Columbia  Business  School  has  established  close 


ing  have  been  probably  65%  to  80%  of  the 
recruiting  business. 

Does  being  in  New  York  figure  into  that  trenj 

Clearly,  geography  matters.  Being  in 
York  City,  we  are  a  subway  ride  away  from| 
the  firms.  [Columbia  has]  650  alums  at  Citigrc 
500  with  J.  P.  Morgan  Chase,  300  with  Golc 
Sachs,  300  with  Morgan  Stanley,  and  2001 
Lehman  Brothers.  What  happens  is... the  cd 
panies  at  which  you  have  enormous  depth 
seniority  keep  coming  back  to  hire  each  yea 

How  does  that  play  into  this  year's  hiring? 

This  is  going  to  be  a  much  more  difficult  y^ 
Wall  Street  is  not  only  retrenching  in  ter 
hiring  but  actually  has  laid  off  people  who  w^ 
hired  over  the  past  two  or  three  years, 
firms  say  they  are  cutting  the  number  of  schd 
at  which  they  recruit.  I  think  they  are  going 
stay  closer  to  the  schools  with  which  they 
had  high  success  over  the  past  10,  15  years, 
schools  that  wiU  sviffer  most  are  [the 
where  firms  have  historically  only 
half  a  dozen  people  or  fewer. 


Meyer  Feldberg 

TITLE  Dean,  Columbia  Busi-      ^^^3^  3^,^^,^  ^^^     3^^  ^  ^^^ 

ness  School,  since  1989. ^^e  job  market? 


BORN  Mar.  17,1942, 
Johannesburg,  South  Africa. 

educatYo'n 

University  of  Witwatersrand, 
South  Africa,  B.A.  Political 
Science,  1962;  Columbia 
Business  School,  MBA, 
1965;  University  of  Cape 
Town,  PhD,  Management/ 
Strategy,  1969. 

PREVIOUS  JOB 

President  of  Illinois  Insti- 
tute of  Technology,  1986-89. 

PLAQUE  ON  HIS  DESK  SAYS 

"No  whining."  He  turns  the 
plaque  to  face  him,  or  his 
visitors,  depending  on  his 
mood. 


At  the  moment,  I  imderstand  ck 
to  60%  of  our  May  graduates  have  j 
offers.  I  would  say  that  in  spite  of  t 
difficulty,  we  will  stUl  send  betwe 
45%  and  50%  of  our  graduating  ch 
into  finance.  Hiring  in  private  wea 
management  and  client  services  v 
probably  be  up,  and  investment  ba 
ing  will  be  down  a  bit. 


ties  vnth  Wall  Street's  top  brass,  says  there's 
still  room  for  bright  mba  grads  in  fiymncial  ser- 
vices and  consulting.  He  believes  that  MBAs  urill- 
ing  to  look  at  Old  Economy  stalwarts  can  also 
find  some  plum  assignments.  He  recently  sat 
down  with  BusinessWeek's  Jennifer  Merritt  to 
discuss  the  job  outlook. 


Wall  Street  has  always  been  a  top  desti- 
nation for  MBAs.  Tell  me  about  the  rela- 
tionship between  Wall  Street  and 
B-schools. 

It  varies  from  school  to  school.  We 
have  been  pretty  consistent  for  the  last 
12  years,  with  more  than  50%  [of 
grads]  going  into  finance.  For  all  top 
schools,  Wall  Street  finance  and  consult 


What  are  some  good  alternatives  to 
finance  and  consulting  jobs? 

The  industrial  manufacturing  a 
package-goods  companies  have  seen 
opening  or  a  gap  on  the  campuses,  a 
they've  come  back  with  enthusias 
[These  companies]  have  now  beco: 
global  players  themselves.  That's  one 
the  reasons  they  are  able  to  attr; 
the  top  students.  Many  of  our  bu; 
ness  students  are  finding  that  the  j 
opportunities  are  globally  focused.  They  are 
charge  of  managing  a  product  line  on  a  global  b 
sis,  or  they  are  in  charge  of  managing  a  regio 
al  area  of  the  world. 

How  long  will  it  be  before  Wall  Street  returns 
to  its  traditional  hiring  levels? 

A  year.  Wall  Street  always  worries  w^ht 
there  is  a  dowTiturn,  and  they  cut  bac 
[But  financial  firms]  worry  much  mo 
about  not  being  staffed  when  the  ma 
ket  turns  up,  because  that's  when  y< 
lose  market  share.  So  when  the  mark 
starts  to  turn,  you're  going  to  see  a  ner 
ous  scramble,  a  desperate  scramble, 
bring  in  new  talent  so  companies  can  tal 
advantage  of  any  upturn. 
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IN  THE  PARALLEL  UNIVERSE,  IT  WAS  IMPOSSIBLE  TO  GET  EVERYONE  ON  THE  SAME  PAGE.  HERE,  THEY  FOUND. 

LOTUS  FOR  E-LEARNING 

Log  Entry,  Day  27:  This  company  was  able  to  plan,  create  and  deploy  an  e-learning  program,  thanks 
to  Lotus  LearningSpace™  software  and  IBM  Learning  Services  (together  known  as  IBM  Mindspan  Solutions™). 
People  learn  together  faster,  so  products  get  to  market  faster.  See  demo  at  lotus.com/visitmindspan 


business  software 


IT'S  A  DIFFERENT  KIND  of  WORLD. 

YOU  NEED  A  DIFFERENT  KIND  OF  SOFTWARE. 
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Satellite  Radio 


Tuning  In 
To  Pay  Radio 

Nonstop  sound  and  juicy  channels  are  a  treat 


BY 
LARRY 


ARMSTRONG 


^ 


Remember  the  little  pigtail  coUs  that 
meant  a  driver  had  a  car  phone?  Or 
the  boomerang  flying  on  the  back  of  a 
limo  that  was  a  dead  giveaway  to 
the  TV'  set  inside?  Now,  there's  a  new 
car  antenna  to  envy.  In  its  classiest  incar- 
nation, it  looks  like  a  three-inch-long  black 
shark  fin  riding  the  roof.  It's  a  sure  sign 
the  driver  subscribes  to  satellite  radio,  the 
first  innovation  in  radio  since  FM  stereo 
41  years  ago. 

Satellite  radio  offers  digital,  coast-to- 
coast  broadcasts  beamed  from  space.  Be- 
cause people  listen  to  radio  mostly  in  their 
cars,  it's  aimed  at  drivers  and  offers  com- 
pelling improvements  over  the  AM  and  FM 
bands:  The  sound  you  hear  is  close  to  CD 
quality,  the  signals  don't  fade  as  you  get  30  or  40 
miles  away  from  a  station's  transmitter,  and  the 
vast  diversity  of  programs  means  you  can  al- 
ways find  something  you  want  to  hear. 

Two  companies,  XM  Satellite  Radio  and  Sirius 
Satellite  Radio,  offer  similar  but  incompatible 
100-channel  services.  Each  requires  you  to  buy  a 
special  radio,  costing  fix>m  $300  to  over  $1,000  de- 
pending on  whether  you  get  it  as  an  option  in  a 
new  car,  a  kit  that  works  with  your  existing  ra- 
dio, or  a  brand-new  aftermarket  car  stereo  from 
the  Ukes  of  Pioneer,  Alpine,  and  Kenwood.  And, 
oh  yes — ^this  is  paid  radio,  at  $10  to  $13  a  month, 
so  you'd  better  spend  a  lot  of  time  behind  the 
wheel  if  you  want  to  get  your  money's  worth. 


The  Goast-to-Goast,  near-GD-quality  signals  won't  fade, 
even  when  you  drive  through  tunnels  or  among  skyscrapers 


jf 


Over  the  past  few  months,  I've  become  a  "car 
potato"  as  I've  tested  both  services,  sometimes 
even  sitting  in  front  of  my  house  to  catch  the 
end  of  a  program  I  couldn't  get  inside.  First,  I 
borrowed  a  $299  Sony  drn-xmoi  handheld  XM 
receiver  that  hooks  up  to  a  car  cassette  player. 
(It's  the  only  one  that  wiU  work  with  your  home 
audio  system,  too.)  Later,  I  drove  a  Cadillac 
DeviUe  for  a  week  with  a  factory-installed  XM  ra- 
dio, a  $295  option.  In  between,  I  spent  time  with 
Sirius  executives  in  a  BMW  X5  for  a  demo  of  its 
system  in  Las  Vegas.  You  can  get  Sirius  in  Den- 
ver, Houston,  Phoenix,  and  Jackson,  Miss.;  it  wiU 
finish  its  national  rollout  in  August.  XM  Radio  has 
been  available  nationwide  since  November. 


Both  sateUite  systems  offer  a  marked  differ- 
ence in  sovmd  from  conventional  analog  radio. 
You  don't  hear  any  crackly  static,  and  the  signal 
doesn't  fade  and  distort  in  hilly  terrain.  Both 
use  low-power  transmitters  on  the  ground  to  fill 
out  any  holes  in  the  satellite  coverage.  Even  in 
long  timnels,  the  Sony  receiver  performed  flaw- 
lessly. The  Cadillac  radio,  however,  would  spo- 
radically lose  the  same  XM  signal. 

The  real  story  of  sateUite  radio,  however,  isn't 
soimd  quality,  it's  the  wealth  of  programming. 
With  deregulation  of  radio  station  ownership  in 
the  '90s,  many  stations  were  sold  to  big  compa- 
nies that  turned  to  tried-and-true  formats.  The 
result?  Same-old,  same-old  top  hits  in  the  cities, 
and  country  music  everywhere  else.  The  line- 
ups at  XM  and  Sirius  are  remarkably  aUke,  with 
60  to  70  music  channels;  the  rest  are  news, 
sports,  comedy,  and  talk.  Each  has  a  dozen  dif- 
ferent rock  channels,  from  soft  rock  to  unsigned 
bands.  There  are  a  half-dozen  jazz,  three  classical, 
four  dance,  and  uncensored  rap  channels.  Like 
show  tunes?  You  can  get  them  24/7. 

It's  not  background  music,  either,  like  the  mu- 
sic channels  on  your  cable  T\'.  Most  stations  have 
announcers  and  some,  annoying  DJs.  While  the 
music  channels  at  Sirius  are  commercial-free,  XM 
runs  up  to  six  minutes  of  ads  per  hour  on  about 
half  its  music  stations.  If  you're  not  sure  it's  for 
you,  you  can  try  out  any  Sirius  channel  over  a 
broadband  Internet  connection  at  siriusradio.com, 
or  listen  to  music  clips  at  xmradio.com. 

I  easily  foimd  lots  of  channels  to  Uke.  My  cur- 
rent favorite:  U-Pop,  global  chart-toppers  on  XM 
channel  29.  Then  there's  that  cool  antenna.  It 
really  dressed  up  my  aging  Toyota.  ■ 
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SurprlM  your  lova 
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•  Now,  your  favorite  music  when  you  want  It 
with  Raclio@AOL. 

•  Now,  your  local  news,  weather,  entertainment, 
movie  show  times  and  more. 


/IsA/wdvs: 


•  Your  security  and  privacy  are  protected  on  AOL. 

•  FREE  customer  service  244iours  a  day, 
on  the  phone  or  online. 

•  Parental  Controls  help  safeguard  your 
kids  online. 

•  There's  never  been  a  better  time  to  join! 
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(all  1-800-4-ONUNE 

today  for  FRS  A0L7.0  software 
1000  hours  to  tiy  it  out! 


forASddys 


A 

AMEI^ICA 

So  easy  to  use, 
no  wonder  it's  #1 


Or  pick  up  your  FREE  AOL  7.0  software  at  these  retailers: 
Barnes  &  Noble  -  BLOCKBUSTER  -  Circuit  City  -  CompUSA"  -  Kinko's  -  Office  Depot  -  SEARS  -  Target 


I  future  AOL  fees,  simply  cancel  before  tria:  period  ends.  Avail,  to  new  members  in  the  US,  age  18+;  a  major  aedit  card  or 
-rqr-  rriay  jppjy  j^  cBftain  Sff  J    r.r    luring  trial  time.  MeiiAers  may  incur  phone  charges  on  their  phone  bills,  depending  on 
JO  are  registered  serv  i  •  America  Online,  Inc.  ©2002  America  Online,  Inc.  All  rights  reserved  BLOCKBUSTER® 
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TRAVELOCITY.COM'S 
TROUBLED  TRIP 

Right  atop  Travelocity.com's  home  page,  you'll  • 
see  the  online  travel  agent's  name  and,  be- 
low it,  "A  Sabre  Company."  That's  because 
Sabre  Holdings,  which  runs  the  world's  leading 
travel  reservations  network,  owns  70%  of  Trav- 
elocity.  Yet  as  holders  of  the  other  30%  are  now 
learning  to  their  dismay,  owning  part  of  a  Sabre 
company  and  being  partners  with  Sabre  are  not, 
in  fact,  one  and  the  same. 

A  paradox?  Yes,  and  it's  one  worth 
pondering  if  you  hope  to  stay  on  top 
of  the  risks  to  your  portfolio  that 
Wall  Street  never  tires  of  cooking  up. 
Egged  on  by  investment  bankers, 
more  and  more  companies  spin  off 
units  in  partial  public  offerings. 
Nestle,  for  example,  is  set  to  sell  25% 
of  its  eye-care  business,  Alcon,  (Bark- 
er, Mar.  18)  while  Citigroup  is  offering 
20%  of  a  Travelers  insurance  unit. 
Executives  love  these  deals  becavise 
they  ra^e  cash  and  often  boost  the 
parent  company's  shares. 

For  public  investors,  these  off- 
spring carry  a  decided  risk.  Any  of 
the  plaintiffs  in  the  raft  of  class  ac- 
tions filed  against  Sabre  and  Trave- 
locity  could  tell  you  all  about  it. 
Sabre,  itself  a  spin-off  from  American 
Airlines'  parent  AMR,  spawned  Trav- 
elocity's  Web  site  in  1996.  But  Travelocity  shares 
didn't  start  trading  imtU  March,  2000 — just  as 
the  Nasdaq  hit  its  peak.  Since,  the  shares  plunged 
and  never  fuUy  recovered  (chart). 

Now,  Sabre  wants  to  buy  back  the  30%  of 
TVavelocity  it  doesn't  own.  Why?  "It  makes  sense 
to  combine  the  companies  and  to  optimize  the  in- 
vestment opportimities,"  a  Sabre  spokesman  told 
me.  So,  on  Mar.  5,  Sabre  formally  offered  $23  a 

share  in  cash.  Since 
Travelocity  closed 
near  19  the  day  be- 
fore Sabre  disclosed 
EXPEDIAEXPE  $297    $60.9      -$22         $3,297         the  possibility  of  its 
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TRAVELOC ITY.COM  TVIY  302      24.7 -^5 1320  Travelocity  is  less 

profitable 


BY  ROBERT  BARKER 

rb@businessweek.com 

Sabre  wants  to 
buy  back  30%  of 
Travelocity.Gom 
for  $23  a  share. 
It's  not  enough, 
investors  say 


for  its  own  shareholders — not  for  investors 
the  spin-off.  In  Sabre's  case,  once  it  decided 
wanted  to  own  all  of  Travelocity  and  captui 
for  itself  all  of  its  future  potential,  its  objectiv 
became  to  acquire  the  shares  as  cheaply  as  po: 
sible.  Suddenly,  Travelocity's  minority  investoi 
found  themselves  on  the  opposite  side  of  th 
bargaining  table  from  their  "partner,"  Sabre. 

The  way  these  deals  usually  play  out,  minor 
ty  shareholders  don't  sit  at  the  table  alon< 
'They're  joined  by  the  spin-offs  independent  d 
rectors — that  is,  those  vmafiBliated  with  the  pai 
ent.  At  Travelocity,  just  three  of  the  nine  direc 
tors  are  independents.  Two  of  them,  F.  Williar 
Conner,  CEO  of  Internet  security  outfit  Entrus 
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TraveloGily.coni's  Rnances  Sag . . . 


COMPANY/SYMBOL 


REVENUES*  EBITDA**  NET  INCOME  MARKET  VALUE 


*ln  millions;  operating  data  are  for  12  months  ended  Dec.  31.  2001 
**Earnings  before  interest,  taxes,  depreciation,  and  amortization 

Data:  Company  reports,  BusinessWeek 

...And  Its  Stock  Has  Gone  Nowhere 
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TRAVELOCITY.GOM 
MOfmiY  CLOSE* 


MAR.  8,  '00 
•EXCEPT  MAR.  8,  '00  AND  NWR.  11, 


02  WHICH  ARE  DAILY  CLOSES 


MAR.  11, '02 
DataiS&PComstock 


than 

archrival  Expedia 
(table).  Sabre  sees 
23  as  a  fair  price. 

The  trouble  with 
this  assertion — and 
what  makes  these 
spin-offs  risky — is 
an  inherent  conflict 
of  interest.  It's  the 
parent  company's 
duty  to  make  deals 
on  the  best  terms 


Trjv«l»c*»  Horn*  >  OuM**  &  Adoic* 

O  Welcome  to  Guides  &  Advice! 


Travel  advice 

personalized  for 

you. 

Trip  Expert 

>  Express  Request 
Find  a  destination  that's  perfect  for  you. 

>  Someplace  Similar 
A  new  favorite,  based  on  an  old  one. 

>  Destination  Check 
Se«  if  a  specific  plac«  is  right  for  you. 
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and  travel  industry  consultant  Kathy  Misimas 
make  up  a  special  committee  evaluating  Sabre'f 
bid.  Their  adviser,  Salomon  Smith  Barney,  pu' 
Travelocity's  value  at  30  to  55.  The  independeni 
directors  then  labeled  23  as  "inadequate." 

When  or  at  what  price  a  deal  wiU  be  struck  is  r 
impossible  to  know.  Neither  Conner  and  Misunas 
nor  Sabre's  CEO,  WiUiam  Hannigan,  are  talking 
Yet  odds  are  Hannigan  will  prevail.  Sabre  ha^l 
more  leverage  as  it  revels  in  a  buyer's  dream 
one  bidder,  with  lots  of  inside  information.  Anc 
Hannigan  is  more  motivated  than  Conner  anc 
Misunas,  both  of  whom  have  day  jobs  and  whose 
latest  disclosures  show  they  own  just  5,000  and 
1,000  Travelocity  shares,  respectively.  Given  that 
Misunas  spent  22  years  at  AMR  and  from  1993  tc 
1995  was  Sabre's  ceo,  it's  even  fair  for  sharehold- 
ers to  wonder  where  her  true  loyalty  lies. 

If  Travelocity  goes  private,  some  investors 
won't  be  happy  at  any  price.  They  will  be  frozen 
out  of  any  fliture  gains  and — salt  in  the  wound 
some  win  owe  capital-gains  taxes.  The  best  cure 
for  this  kind  of  worry?  With  spin-offs  that  leave 
minority  investors  vulnerable,  just  say  no. 
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Selected  Profiles  of  the  Nation's  Top  Price-Performing  Micro-Cap  Companies  as  of  12/31/01 


112% 


JJ  From  the  approximate  3,700  domestic  companies  with  market 
th  I  capitalizations  under  200  million  dollars,  the  following  pages  high- 
n  light  selected  firms  in  the  top  10%,  in  terms  of  share  price 
\  performance  for  the  26-week  period  ending  12/31/01.  Each  profile 
describes  a  leading  company  including  its  industry,  market  trends 
and  reasons  for  success,  as  written  by  company  management.  And 
while  past  performance  is  never  a  guarantee  of  future  results,  these 
top-performing  companies  represent  investment  opportunities 
worthy  of  a  micro-cap  investor's  close  consideration. 


Annualized  Gain/Loss 
for  the  26- Week  Period 
Ending  12/31/2001 


-10% 


-5%     -6% 
H   DJIA 
H  S&P  500 
I      I  NASDAQ  Composit  Index 

^M  Average  Share  Price  Gain  of  the 
26  Micro-Cap  Firnns  Profiled  in 
this  Section 
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acific  Magtron  Intl.  Corp.  •  PMIC  •  Technology  Services 


Milpitas,  CA  •  IR  Contact:  Ed  Bailey  •  801-350-0245 
www.pacmag.com    ed@mktmaven.com 


Aptimus,  Inc.  •  APTM  •  Online  Marketing 


Pacific  Magtron  International  Corporation  provides  total 
solutions  to  the  technical  marketplace  including  Enterprise 
Application  Integration  (EAI)  products  and  services,  corporate 
information  technology,  and  advanced  solutions  development 
for  the  Internet  market  and  multimedia  and  storage  peripheral 


Hardware  distribution.  The  company  is  in  a 
/ery  aggressive  growth  and  acquisition 
(node.  In  the  last  year  two  exciting  compa- 
lies    were    acquired,    LiveMarket    and 

nlFechnical  Insights.  LiveMarket,  a  Microsoft 
]old  and  BizTalk  certified  partner  provides 

at^ystem  integration  solutions  and  web 

itpervices  on  the  Microsoft  .NET  Platform. 
Technical  Insight  is  a  geographic  and 

isjjroduct  expansion  for  the  company's 
RontLine  Network  Consulting  division. 


Key  Manager  Statement 

"With  our  recent  acquisitions, 
we've  built  a  stable  total  solution 
platform  for  growth  in  the  coming 
years.  To  an  investor  looking  for 
ground  floor  opportunities,  we  are 
ideal  because  of  our  12  years  of 
operations  and  our  current  growth 
plan  to  take  us  to  the  next  plateau. " 

Ted  Li,  President  &  CEO 


San  Francisco,  CA  •  IR  Contact:  John  Wade 
www.aptimus.com 


415-896-2123x245 


APTIMUS. 


high  volume  performance-based  customer 
acquisition  solutions  for  major  consumer 
marketers.  The  Aptimus  Network  presents 
consumers  with  targeted  offers  geared  to 
their  immediate  interests,  allowing  mar- 
keters to  reach  consumers  with  the  right 
offers  when  they  are  most  likely  to  respond. 
Aptimus'  patent  pending  offer-serving  tech- 
nology enables  us  to  promote  offers  contex- 
tually  via  third  party  websites  across  the 
Internet.  Built  on  a  technology  platform  that 
is  flexible  and  scalable,  the  Aptimus  Network 
can  support  millions  of  users  and  hundreds 
of  marketers  and  website  partners. 


Aptimus,  Inc.  is  the  leading  online  direct  response  network. 

Aptimus    provides 

Key  Manager  Statement 


"Aptimus'  Q4  2001  revenues  dou- 
bled from  Q3  2001,  in  the  first  major 
indicator  of  the  growing  momentum 
of  our  network  model  We're  very 
excited  about  this  strong  growth  and 
the  continuing  positive  trends  we  are 
seeing  in  Ql  2002.  We  are  moving 
full  steam  ahead  with  a  terrific 
approach  to  serving  major  direct 
marketers  in  their  customer  acquisi- 
tion goals,  while  creating  significant 
revenue  and  profit  opportunity. " 

Tim  Choate,  Ctiairman,  Pres.  &  CEO 


Ross  Systems,  Inc.  •  ROSS  •  Software 


Atlanta,  GA  •  IR  Contact:  Robert  Webster  •  877-ROSS-INC 
www.rossinc.com 

111  I  Tv^mmp  ^^^^  '^  ^  ^'°''^'  ^"PP''^*^  °^  enterprise  software  to  food 
^^^^  '  &  beverage,  pharmaceuticals,  specialty  chemicals, 
biotech  and  other  process  manufacturers.  The  iRenaissance  suite  and  its  integrated 
collaborative  commerce  products,  enable 
Ross'  customers  to  leverage  the  Internet  to 
optimize  both  internal  operations  and  exter- 
nal channels  with  suppliers,  distributors 
and  customers.  The  Company  has  imple- 
mented a  successful  restructuring  to 
improve  its  profitability  and  productivity 
worldwide  and  has  achieved  five  quarters  of 
profitability  and  a  greatly  improved  balance 
sheet.  Ross  has  3,000  customers  installed 
worldwide,  many  of  whom  have  transitioned 
through  three  generations  of  technical  evo- 
lution over  its  almost  thirty-year  history. 


Key  Manager  Statement 

"Our  success  has  been  driven  by 
our  increased  focus  on  the  needs  of 
customers  in  our  target  markets.  We 
continue  to  add  industry-specific 
depth  to  our  suite  of  ERR  Supply 
Chain,  and  Customer  Management 
applications,  while  offering  special- 
ized services  to  get  customers 
implemented  and  gaining  benefits 
quickly  and  affordably " 

J.  Patrick  Tinley,  Chairman  &  CEO 


OmniVision  Technologies,  Inc.  •  OVTI  •  Electronics 


Sunnyvale,  CA  •  IR  Contact:  Gene  McCown  •  financialrelations@ovt.com 

www.ovt.com 

OmniVision  Technologies  (OVT)  is  a  market  leading 
independent  supplier  of  CMOS  based  CameraChip™ 
solutions  for  high-volume  imaging  applications.  OVT  puts  all  camera  functions  on  a 
single  chip,  enabling  manufacturers  to  produce  cost  effective,  low  voltage,  high  per- 
formance solutions  in  very  small  packages. 
By  utilizing  standard  CMOS  technology  and 
its  own  proprietary  production  and  testing 
methods,  OVT  can  easily  mass-produce 
quality  CameraChip™  solutions  for  high  vol- 
ume markets.  The  Cahners  In-Stat  Group 
forecasts  the  worldwide  market  for  image 
sensors  to  grow  at  a  42%  compound  annu- 
al rate  from  34M  units  in  annual  shipments 
in  1999  to  nearly  200M  units  in  2004,  when 
CMOS  manufacturers  are  expected  to  com- 
prise 75%  of  the  image  sensors  shipped. 


Key  Manager  Statement 

"Our  leading-edge  technology  and 
products  give  us  a  key  competitive 
advantage.  This  is  especially  true 
for  handheld,  battery-operated 
devices  where  small  size,  low  power 
consumption  and  low  cost  are  gat- 
ing factors  for  engineers  designing 
products  for  new  camera -related 
applications. " 

Shaw  Hong,  CEO  &  President 
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Frisco  Bay  Industries  Ltd.  •  FBAY  •  Integrated  Security  I     Educational  Video  Conferencing  •  EVCI  •  Education    «t 


Montreal,  Quebec  •  IR  Contact:  Heather  Halickman  •  heather@triscobay.com 

www.friscobay.com 

"^  Pqiqi^I^  RAV  '^^'^''°  ^^^  '^  ^  leading  provider  of  integrated 
'  "^'^^^  PMT  security  and  financial  services  systems  for  blue 
chip  clients  worldwide.  Ranked  as  North  America's  15th  largest  security  integrator  by 
SDM  Magazine,  Frisco  Bay  provides  design,  engineering,  implementation  and  main- 


I 


tenance  of  sophisticated  security  systems. 
Clients  include  IBM,  Royal  Canadian  Mint, 
Home  Depot,  Teleglobe  and  Fleet  Bank. 
Financial  services  systems  include  coin 
and  bill  counting  and  sorting  machines, 
teller  operated  cash  dispensing  machines, 
rolled  coin  and  note  dispensers  and  ATMs. 
For  its  recent  fiscal  year  ending  1/31/02, 
Frisco  Bay  processed  more  than  10  million 
ATM  transactions,  aggregating  in  excess  of 
$800  million  of  value  through  its  installed 
network  of  over  1,000  ATM  machines. 


Key  Manager  Statement 

"We  are  experiencing  significant 
demand  for  our  security  systems  and 
excellent  growth  in  our  financial  serv- 
ices business.  Recurring  revenues 
are  steadily  increasing  and  account 
for  more  than  35%  of  total  revenues. 
Since  1998,  our  ATM  volumes  have 
increased  at  a  CAGR  of  65%.  We  are 
setting  new  records  for  revenues, 
cash  flow  and  earnings  per  share. " 

Barry  Katsof.  Chairman  &  CEO 
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Cardiotech  International,  Inc  •  CTE  •  Medical  Devices 


Woburn,  MA  •  IR  Contact:  Michael  Szycher 
www.cardiotech-inc.cam 


781-933-4772 


iP 


CardioTech  is  a  leader  in  pioneering  innovative  devices  to  treat 
late-stage  cardiovascular  disease.  CardioTech  has  designed  a 
coronary  artery  bypass  graft  to  surgically-treat  coronary  artery 
disease,  a  condition  that 


affects  millions  of 
Americans.  The  graft  is  undergoing  animal 
tests,  prior  to  initiation  of  human  clinical 
trials.  The  company  manufactures  dispos- 
able medical  devices  for  Fortune-500  com- 
panies. CardioTech  has  developed  drug- 
eluting  stents  designed  to  reduce,  or  elim- 
inate the  blockage  of  arteries  (restenosis), 
and  is  currently  seeking  strategic  market- 
ing partners. 


Key  Manager  Statement 

"We  are  targeting  a  potential 
market  of  $1.5  billion  annually  with 
the  coronary  artery  bypass  graft,  and 
an  additional  $2  billion  market  in 
drug-eluting  stents.  Over  the  past 
three  years  we  have  completed  two 
accretive  strategic  acquisitions.  Our 
goal  is  to  double  sales  on  a  yearly 
basis  to  create  sustained  sharehold- 
er value  over  the  long  term. " 


Michael  Szycher,  CEO 
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Rentrak  Corporation  •  RENT  •  Information  iVIanagement 


Portland,  OR  •  IR  Contact:  Rick  Nida  •  503-284-7581  x295 
www.rentrak.com 


^NTRAK 


Rentrak  Corporation  provides  management 
services  to  motion  picture  studios  for  video- 
cassettes  (VHS)  and  digital  video  disks  (DVD) 
distributed  on  a  revenue-sharing  basis  to  more  than  10,000  home  video  rental 
stores.  The  company  processes  more  than  one  billion  rental  and  sales  transac- 
tions each  year  Rentrak  plans  to  leverage 
its  proprietary  information  management 
expertise  and  systems  into  other  enter- 
tainment arenas. 

Diluted  earnings  per  share  (EPS)  for 
Rentrak  through  its  third  quarter  of 
Fiscal  Year  2002  were  $0.68.  The  com- 
pany expects  EPS  for  its  2002  fiscal  year 
to  be  in  the  $0.80-0.85  range. 


Key  Manager  Statement 

"Rentrak  is  in  excellent  financial 
condition  with  solid  earnings  from 
Dur  core  business,  new  projects  that 
iv'  expect  will  turn  into  profitable 
busnesses,  no  debt,  and  more  than 
$1  per  share  in  cash  on  the  balance 
sheet." 

Pau:  A.  Rosenbaum, 
Chairman  &  CEO 


Ifonkers,  NY  •  IR  Contact:  Dr.  John  J.  McGrath  •  914-787-3547 


C.  EVCI  Career  Colleges 

EVCI  is  in  the  business  of  acquiring, 
developing,  owning  and  operating  career 
colleges  and  certificatipn  centers.  The  com- 
pany also  offers  enhanced  video  communi- 
cation technologies. 

EVCI  achieved  its  first  operating  profit  in 
September  2001,  and  its  first  net  income  for 
the  fourth  quarter  2001.  The  company's 
objective  is  to  "roll  up"  educational  institu- 
tions and  reach  $100  million  in  revenue 
within  the  next  18  to  24  months.  The  com- 
pany ranked  31  out  of  the  3,706  Micro-Cap 
companies  surveyed  herein  for  shareholder 
value.  Continued  top  and  bottom  line 
growth  is  projected  for  fiscal  2002. 


Key  Manager  Statement 

"Fourth  quarter  2001  performanc 
exceeded  internal  expectations  an, 
analyst  projections.  Annual  revenue, 
nearly  doubled  m  2001  and  EVC 
has  achieved  its  twelfth  consecutivt 
revenue  increase,  quarter  over  quar 
ter  Profitability  is  directly  attributabk 
to  the  marked  increase  in  revenues 
and  the  cost  reductions  implementec 
in  2001.  Remaining  optimistic  fa 
continued  profitable  internal  growtt 
and  expansion  for  fiscal  2002.  EVC, 
continues  to  seek  acquisition, 
enhancing  revenue  and  bottom  line. 

Or  John  J.  McGrath,  President 


Hologic,  Inc.  •  HOLX  •  Medical  Devices 


Bedford,  MA  •  IR  Contact:  Glenn  Muir  •  781-999-7300 
www.hologic.com 

^^^j^  Hologic,  Inc.  is  a  leading  developer  manufacturer  ah 

supplier  of  medical  imaging  systems  dedicated  to  servin 
the  healthcare  needs  of  women,  and  a  leading  develope 

of  state-of-the-art  digital  imaging  technology  for  general  radiography  and  man- 

mography  applications.  Hologic's  resources 


HOLOGIC 


are  focused  on  developing  systems  with 
superior  image  quality  and  diagnostic 
accuracy  while  providing  exemplary  cus- 
tomer service.  Hologic's  core  business  units 
are  focused  on  osteoporosis  assessment, 
mammography  and  breast  biopsy,  direct-to- 
digital  X-ray  for  general  radiography  appli- 
cations and  mini  C-arm  imagmg  for  ortho- 
pedic applications.  Hologic's  product  lines 
are  premier  brands  in  their  markets  and 
command  leading  market  positions. 


Key  Manager  Statement 

"I  believe  fiscal  2002  will  be  a 
watershed  year  for  Hologic.  In  radiol- 
ogy, the  X-ray  market  is  going  digital, 
and  we  are  well  positioned  with  our 
unique  direct-to-digital  capture  tech- 
nology to  enable  this  transition.  The 
market  potential  in  this  emerging 
field  has  been  estimated  to  exceed 
$1.5  billion  in  the  coming  years. " 

Jack  Cumming,  President  and  CEO 
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Bway  Corporation  •  BY  •  Packaging 


Atlanta,  GA 


^vf«n 


IR  Contact:  Jeff  O'Connell  •  800-385-8792 
www.bwaycorp.com 

Bway  is  a  leading  manufacturer  of  steel  cans  anc 

Ml  Gorpatmtion    ^^^^^  ^^^^  ^^^  packaging  aerosol,  paint  and  relatec 

products,  coffee,  and  other  consumer  products.  2001  sales  were  $475  million.  Over  the 
past  year,  Bway's  financial  position  has  strengthened  significantly  as  the  result  of  ini 
tiatives  undertaken  by  new  management.  EBITDA  (earnings  before  interest,  taxes 
depreciation  and  amortization)  increased  during  the  last  two  quarters  combined  by  $7.^; 


million  or  57%  vs.  the  previous  year  The 
Company  is  currently  benefiting  from 
reduced  overhead,  improved  operating  per- 
formance resulting  from  plant  rationaliza- 
tions and  higher  sales  levels  supported  by 
several  new  multi-year  agreements  with 
major  industry  customers.  Management's 
focus  on  debt  reduction  has  substantially  de- 
leveraged  the  balance  sheet,  with  total  lever- 
age (debt/EBITDA)  reduced  to  3.2X. 


Key  Manager  Statement 

"The  recent  noticeable  improvement 
in  our  overall  financial  position  is 
beginning  to  demonstrate  the  poten- 
tial of  Bway's  earnings  and  is  provid- 
ing senior  management  the  flexibility 
to  explore  strategic  alternatives  to 
maximize  shareholder  value. " 

Jean-Pierre  M.  Ergas.  Chairman  &  CEC 


Special  Advertising  Section 
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luestcor  Pharmaceuticals,  Inc  •  QSC  •  Pharmaceuticals 


Nymox  Pharmaceutical  •  NYMX  •  Biotechnology 


l^ 


Union  City,  CA 


212-825-3210 


IR  Contact:  Shayne  Payne 
www.questcor.com 

Questcor  Pharmaceuticals,  Inc.  is  a  specialty 
QUESTCOR  pharmaceutical  company  that  serves  the  needs  of 
iiLiie  acute  care  and  critical  care  hospital  markets  with  its  proprietary  products  includ- 
iss jig  HP  Acthar^  Gel  for  a  seizure  complex,  referred  to  as  West  Syndrome  or  infantile 

pasm,  and  patients  with  multiple  sclerosis,      ^     Manager  Statement 
rithamolin®  for  sclerotherapy,  Glofil™-125      „„    ,     . 

nd  Inulin  for  measuring  renal  GFR,  and       ^"^  *^^'"^f  'P'''^""'  '"^  P"" 

continue  to  develop  positively  and 


*'ramidin®  in  Italy  for  various  gastrointesti- 
Bial  disorders  including  nausea  and  vomit- 
'a^hg.  The  Company  will  soon  launch,  \/SL#3, 
^1  patented  probiotic,  used  to  promote  nor- 
*inal  gastrointestinal  function.  The  compa- 
^]y  has  recently  announced  record  revenues 
w  lor  2001,  along  with  the  accomplishment  of 
'  several  key  milestones,  resulting  in  a  stock 
(  )rice  growth  of  247%  in  2001. 


Questcor  continues  to  expand  its  busi- 
ness, report  record  revenues  and  grow 
its  customer  base.  We  have  also  been 
well  received  by  members  of  the 
investment  community  we  have  met 
over  the  past  year  Our  goal  is  to  reach 
cash  flow  breakeven  late  in  2002" 

Charles  J.  Casamento, 
Chairman,  President  &  CEO 


MlsonJx  Incorporated  •  MSON  •  Medical  Devices 


Farmingdale,  NY 


I 

m 


IR  Contact:  Richard  Zaremba  •  631-694-9555 
www.misonix.com 


I    I    I    I        Misonix  is  the  country's  major  designer  and  manufacturer  of  ultra- 
-S.2i>Li/    sonic  medical  devices  forthe  diagnostic  and  therapeutic  markets.  It 
P*jls  presently  awaiting  for  the  first  approval  by  the  FDA  to  use  ultrasound  for  the  treat- 


ment of  hearing  problems  plus  the  ablation 
of  benign  prostate  tissue.  Products  include 
the  use  of  high  frequency  sound  waves  to 
divide  and  coagulate  tissue  for  both  open 
and  laparoscopic  surgery,  an  ultrasonic 
aspirator  system  which  incorporates  tech- 
nology into  neuro  and  general  surgery  for  the 
removal  of  tissue  such  as  tumors,  an  ultra- 
sonic lithotripsy  system  for  use  in  urology  to 
pulverize  kidney  and  bladder  stones  and  a 
device  that  produces  objective  data  neces- 
sary to  periodically  test  ultrasonic  transduc- 
ers for  performance  variances. 


Key  Manager  Statement 

"We  are  developing  products  for  the 
treatment  of  enlarged  prostate  and 
prostate  cancer  utilizing  high  intensity 
focused  ultrasound  products  for  the 
profoundly  deaf  and  for  an  affliction 
called  tinnitus  for  which  there  is  cur- 
rently no  solution  and  an  ultrasonic 
bone  cutter  These  are  unique  products 
that  represent  the  opportunity  for  sig- 
nificant growth  for  our  shareholders. " 

Michael  A.  llfcManus,  Jr.,  Pres.  &  CEO 


LOGIC  Devices  Inc.  •  LOGC  •  Semiconductors 


Sunnyvale,  CA  •  IR  Contact:  Kimiko  Lauris  •  408-542-5400 
www.logicdevices.com 

S  ^s^Ss^         '-'^^'^  '^  ^  fabless  semiconductor  manufacturer 
=  '^i^''i^=  "^      providing  high-performance,  function-specific  integrated 


-VIChS  INCORPORATED 


circuits  that  are 
utilized  in  smart  weapons  systems,  broad- 
cast studio,  medical  imaging,  and  digital 
telecommunications  equipment.  While 
streamlining  its  product  offerings  by  over 
75%  to  focus  on  high-margin,  proprietary 
products,  LOGIC  has  also  been  able  to 
strengthen  its  balance  sheet.  Over  a  three- 
year  period,  it  used  its  cash  flow  from 
operations  to  decrease  liabilities  by  93%, 
resulting  in  an  exceptional  quick  ratio  of 
6.2.  Also  during  this  three-year  period, 
LOGIC  averaged  a  cash  return  on  paid-in 
capital  of  approximately  12.5%. 


Key  Manager  Statement 

"While  the  semiconductor  industry  is 
currently  in  the  deepest  down  cycle  in 
its  history.  LOGIC'S  revenues  have  held 
up  better  than  the  industry's:  however, 
LOGIC'S  stock  trades  at  a  significant 
discount  to  its  peers.  Its  price-to- 
sales  is  1.42  compared  to  6.36  for  the 
industry:  its  price-to-book  value  is 
0.86  compared  to  5.88  for  the  indus- 
try: and  its  price-to-cash  flow  is  14. 65 
compared  to  41.16  for  the  industry. " 

Bill  Volz.  President  &  CEO 


Maywood,  NJ  &  Montreal,  QC  •  IR  Contact:  Michael  Munzar  •  800-936-9669 
www.nymox.com  •  info@nymox.com 

With  three  products  already  on  the  market  and  several  other 
potential  drug  and  diagnostic  blockbusters  in  development, 
Nymox  is  emerging  as  one  of  the  elite  biotechnology  companies.  Nymox  is  the  first 
company  to  have  successfully  developed  and  brought  to  market  an  accurate  periph- 


^A 


'6 


NYM^X 


eral  test  for  Alzheimer's,  the  AlzheimAlert'" 
urine  test.  Nymox  also  developed  and  mar- 
kets the  NicAlert"  and  NicoMeter"  saliva 
and  urine  tests  for  tobacco  exposure  and 
has  a  patented  line  of  "Alert"  quantitative 
point  of  care  diagnostic  products  in  devel- 
opment. The  company  has  leading  drug 
development  programs  for  Alzheimer's, 
infectious  diseases,  and  benign  prostatic 
hyperplasia,  and  is  rapidly  expanding  its 
marketing  presence  through  agreements, 
alliances,  and  its  growing  sales  force. 


Key  Manager  Statement 

"We  are  proud  of  our  track  record  of 
carrying  our  products  all  the  way 
from  the  bench  to  the  medical  mar- 
ket. We  have  a  rich  and  growing 
pipeline  of  innovative  proprietary 
drugs  and  diagnostics.  Our  high 
level  of  efficiency  expert  teams,  and 
proven  commitment  will  position 
Nymox  for  continued  strong  growth. " 

Paul  Averback  M.O., 
President  &  CEO 


Superior  Consultant  Company  •  SUPC  •  Healthcare  IT 


Southfield,  Ml  •  IR  Contact:  Sue  Synor  •  248-386-8300 

■  www.superiorconsultant.com 

Superior  Consultant  Company  specializes  in  Digital  Business 
.    Transformation™ services  for  the  healthcare  industry.  Superior's  consult- 
ing and  IT  outsourcing  services  provide  clients  with  the  tools,  strategies  and  solutions 


to  improve  patient  safety,  enhance  financial 
performance,  and  ensure  secure  and  private 
HIPAA  compliant  transactions.  For  18  years, 
Superior  has  been  recognized  as  one  of  the 
most  innovative  within  its  market  and  has 
been  rewarded  with  thousands  of  engage- 
ments, management  responsibility  for  over 
125  IT  departments,  and  more  than  2,500 
clients.  In  2000,  the  company  enhanced  its 
leadership  with  several  appointments  to 
prepare  for  the  next  phase  of  growth  and  has 
since  recorded  five  consecutive  quarters  of 
improved  operating  income. 


Key  Manager  Statement 

"Creating  an  affordable,  quality 
healthcare  system  within  regulatory 
and  financial  constraints  requires 
deep  domain  knowledge  and 
specialized  IT  expertise.  Leveraging 
unmatched  credentials,  Superior  has 
built  solutions  for  healthcare's  highest 
priorities.  We  're  positioned  for  larger 
contracts  and  more  recurring  revenue 
to  increase  stakeholder  value. " 

Richard  0.  Helppie,  Founder  &  CEO 


Vestin  Group,  Inc.  •  VSTN  •  Financial  Services 


Las  Vegas,  NV 


IR  Contact:  Edward  Carter 
wvm.vestingroup.com 


702-227-0965 


VESTIN 


GRDUP 


the  nation's  largest 
funds.  Vestin's  core  business  offers  an 
income  investment  to  private  investors 
arising  from  the  origination  of  short-term 
commercial  loans  secured  by  real  estate. 
Vestin  kicked  off  2001  by  signing  its  new 
national  spokesperson,  Joe  Namath. 
Vestin  also  continued  its  trend  of 
increasing  growth  by  reporting  a  29% 
increase  in  revenues  for  the  12-month 
period  ending  September  30,  2001  and  a 
48%  increase  over  the  past  two  years. 


Vestin  Group,  through  its  subsidiaries,  is  a 

commercial  mortgage  broker  serving  as  one  of 

lenders  of  private 

Key  Manager  Statement 


"We  are  pleased  with  our  advance- 
ment in  the  marketplace  in  2001. 
The  company  realized  our  goal  of 
increasing  investor  awareness  in  our 
two  SEC  registered  mortgage  funds. 
We  are  also  very  excited  about  the 
increasing  number  of  loans  funded. 
This  equates  to  an  increase  in  rev- 
enue and  market  share  consistent 
with  our  growth  strategy " 

Lance  Bradford,  President  &  CFO 
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EUROTECH.  Ltd.  •  EUO  •  Technology  Transfer 


Fairfax,  VA  •  IR  Contact:  Dawn  VanZant  •  800-665-0411 
www.eurotechltd.com 

jyl,  ___.  EUROTECH.  Ltd.  is  an  emerging  technology 
-t^^-TvvJ  1  Hl^iT.  transfer  company  focused  on  delivering  sophisti- 
cated, yet  simple,  solutions  to  diverse  and  complex  problems  in  nuclear  and  haz- 
ardous waste  management,  secure  communications,  and  Homeland  Security. 
Eurotech's  radiation-resistant  EKOR",  the  only  long-term  encapsulation  material 
approved  by  the  Ukraine  and  applied  at  Chernobyl,  is  being  introduced  at  nuclear 
waste  sites  on  projects  in  the  U.S.  The  company  is  developing  its  explosive  detection 
technology  to  provide  automatic,  real-time, 
screening  of  passengers,  luggage,  and 
shipping  containers.  Eurotech  believes 
that  its  non-isocyanate  polyurethane  is  the 
next  generation  polyurethane  and  its 
encryption  technologies  will  provide  the 
level  of  security  and  protection  required  by 
rapidly  expanding  wireless  and  Internet 
communications. 


Key  Manager  Statement 

"Eurotech  has  compiled  a  portfolio 
of  technologies  from  its  internation- 
al network  of  scientists  that  should 
fill  critical  needs  in  the  marketplace 
and  can  improve  the  environment " 

Don  Hahnfeldt,  President  &  CEO 


PC  Mall,  Inc.  •  MALL  •  Technology 


Torrance,  CA  •  IR  Contact:  Ted  Sanders  •  310-354-5608 


PCMaU 


ucts  from  Compaq,  Hewlett  Packard,  IBM, 
Microsoft,  Apple,  etc.,  and  ships  95%  of 
its  orders  the  same  day.  PC  Mall  earned 
$0.43  per-share  in  2001  on  sales  of 
$718  million. 

PC  Mall's  focus  has  been  on  outbound 
telemarketing,  an  efficient  method 
designed  to  sell  products  to  the  small- 
medium  business  market.  This,  com- 
bined with  the  advantages  of  PC  Mall's 
high  volume  operation,  strategically  posi- 
tions the  company  to  expand  its  share  of 
the  technology  market. 


www.pcmall.com 

PC  Mall  is  a  rapid  response  supplier  of  technolod 

solutions  for  businesses.     PC  Mall  markets  ov^ 

100,000  prod- 
Key  Manager  Statement 


i 


"During  2001  we  concentrated  or 
developing  our  outbound  operation  b) 
expanding  the  sales  force  and  devel- 
oping new  tools  to  better  serve  out 
customers.  These  efforts  contributed  sf' 
to  our  improved  results  in  2001  and  Irs : 
lay  the  foundation  for  achieving  oui  f  :e: 
goals  of  providing  value  to  our  share- 
holders and  the  best  technology  solu-^^ 
tions  to  our  customers. " 

Frank  Khulusi, 
Chairman,  President  &  CEO 


r' 


Southwall  Technologies  Inc.  •  SWTX  •  Thin  Film  Coatings 


Palo  Alto,  CA 


IR  Contact:  Bob  Freeman 
www.southwall.com 


650-962-9111 


Southwall 

Technologies 

polymeric 
substrates.  Southwall  develops,  manufac- 
tures, and  markets  advanced  thin  film 
coatings  that  selectively  absorb,  reflect  or 
transmit  electromagnetic  radiation.  With 
more  than  25  patents,  Southwall  has  pio- 
neered advances  in  solar  control  for  auto- 
motive glass,  in  energy  efficient  glass  for 
residential,  commercial,  and  architectural 
window  applications  and  in  multi-layered 
electronic  display  filters  for  CRT  LCD  and 
PDP  applications.  Southwall's  two  plants 
in  the  U.S.  and  one  in  Germany,  supply 
customers  in  25  countries. 


As  a  world  leader  in  the  production  of  coatings 
on  flexible 


Key  Manager  Statement 

"For  three  years,  we  have  invested 
in  new  production  capacity  to  serve 
the  growing  market  demand  for  our 
products.  In  2001.  our  investment 
began  to  payoff  as  shipments  from 
the  new  plants  in  Germany  and 
Arizona  enabled  us  to  almost  double 
our  automotive  sales  compared  to  the 
previous  year  Despite  the  current 
softness  in  the  electronic  display 
market  Southwall  expects  to  report 
record  profitability  in  2001. " 

Thomas  G.  Hood,  President  &  CEO 


DSL.net,  Inc.  •  DSLN  •  Telecommunications 


New  Haven,  CT  •  IR  Contact:  Bill  Pankracij  •  203-782-3815 
www.dsl.net 


.jiet 


With  little  debt,  full  funding  and  a  continued  emphasi: 
on  driving  growth  and  reducing  operational  expense 
DSL.net  is  accelerating  toward  meeting  its  goal  of  achiev 
ing  positive  cash 


flow  in  2002.  By  selling  high-speed 
Internet  access  and  value-added  services 
exclusively  to  businesses,  directly, 
through  its  own  broadband  facilities, 
nationwide  network  infrastructure  and 
Tier  One  ISP  capabilities.  DSL.net  has 
withstood  the  recent  fall-out  within  the 
broadband  arena.  Today,  DSLnet  is  a 
certified  CLEC  in  al!  50  states  and  stands 
ready  to  seize  upon  the  growth  opportuni- 
ties within  the  broadband  marketplace. 


Key  Manager  Statement 

"We're  pleased  with  the  track 
record  of  our  smart  growth  strategy 
and  excited  about  the  future.  With 
two  rounds  of  financing  secured  late 
last  year  and  a  continued  emphasis 
on  bottom-line  expense  control,  we 
believe  we  are  uniquely  positioned  to 
accelerate  our  growth,  which  will 
enhance  our  ability  to  create  share- 
holder value  over  the  long  term.  " 

David  F  Struwas,  Chairman  &  CEO 
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Mannatech,  inc.  •  MTEX  •  Biotechnology 


Coppell,  TX  •  IR  Contact:  Steve  Fenstermacher 
www.mannatech.com 


972-471-6512 


/jjii  Mannatech,  Inc.,  founded  in  1993,  is  a  strongly  focused 

JfUl        nutraceutical  company  with  operations  in  the  United  States, 

r  f\^      Canada,  Australia,  the  United  Kingdom  and  Japan.  The  company  is 

a  leader  in  the  rapidly  emerging  wellness  industry,  estimated  by 


some  economists  to  grow  to  over  $1  trillion 
within  the  next  ten  years. 

Mannatech's  line  of  plant-derived  pro- 
prietaty  supplements  is  designed  to  help 
the  body  maintain  optimal  health  through 
specific  support  of  the  immune  system, 
and  is  backed  by  patented  and 
patent-pending  carbohydrate  technology. 
Mannatech's  position  as  a  key  nutraceuti- 
cal innovator  has  been  strengthened  each 
time  a  new  patent  has  been  issued. 


Key  Manager  Statement 

"As  a  pioneer  in  the  field  of 
glyconutrient  technology.  Mannatech 
has  carved  out  a  unique  niche  with- 
m  the  dynamic  field  of  glycobiology. 
Because  of  our  ongoing  research 
and  sound  proprietary  products. 
Mannatech  is  well  positioned  with 
strong  growth  potential  in  the  up- 
and-coming  wellness  industry. " 

Robert  M.  Henry,  CEO 


TenFold  •  TENF  •  Technology 


Draper,  UT  •  Contact:  Stephanie  Covert  •  801-619-8191 
www.10fold.com 


TENFOLD 


Who  runs  your  business — you  or  your  legacy  systems? 

Nine  years  ago.  TenFold  set  out  to  solve  the  problem 
that  applications  do  not  allow  businesses  to  match  the  pace  of  market  and  busi- 
ness change.  TenFold  has  solved  that  problem.  TenFold  customers  build  new  and 
legacy-replacement  applications  in  months,  not  years.  With  TenFold's  Universal 


Application™  platform,  customers  save 
3-10  times  the  cost  and  time  of  building, 
deploying,  and  maintaining  complex 
applications. 

Unleash  your  business  executives. 

TenFold's  customers'  business  execu- 
tives implement  business  decisions  in 
days  instead  of  months.  Can  you?  Does  it 
bother  you  that  those  executives  might  be 
your  competitors? 


Key  Manager  Statement 

"Our  Universal  Application  is  a 
high-performance  application  plat- 
form that  supports  any  database, 
operating  system,  or  industry  stan- 
dard. When  you  own  your  applica- 
tions, you  can  drive  your  business 
the  way  you  want  to  " 

Jeffrey  L.  Walker. 
Founder,  Chairman.  &  CTO 
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iVillage  inc.  •  IVIL  •  Media 


New  York,  NY  •  IR  Contact:  Carl  Fischer  •  212-600-6502 
www.ivjllage.com 

^  r  T  1  -  iVillage  Inc.  is  a  leading  women's  media  company  and  the 

*Iy i_ll32C    ""'^t)^''  0"6  so\iKe  for  women's  information  online.  With 
t?        nearly  15  million  unique  visitors  each  month  the  company 
has  13.5%  of  the  online  population,  and 


net.com  •  NWK  •  Network  Services 


Fremont,  CA  •  IR  Contact:  Brenda  Ropoulos  •  510-574-2508 
www.net.com 

Network  Equipment  Technologies,  Inc.,  dba  net.com,  builds 
service  creation  platforms  that  enable  carriers  and  service 
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neticom' 


jd  anked  22*  in  Jupiter  Media  Metrix's  top 

>  Web  and  Digital  Media  Properties. 

.i  age  operates  iVillage.com,  Women.com, 

■ness    Women's    Network,    Lamaze 

iishing,  The  Newborn  Channel.  iVillage 

jtions  and  Astrology.com.    iVillage  is 

^nized  as  an  industry  leader  in  develop- 

mnovative  sponsorship  and  commerce 

|tionships  that  match  the  desire  of 

irketers  to  reach  women  with  the  needs  of 

lage.com's  nearly  10  million  members  for 

want  information  and  services. 
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Key  Manager  Statement 

"In  2001,  we  removed  more  than 
$100  million  from  our  cost  base, 
delivered  two  consecutive  quarters  of 
pro  forma  EBITDA  profits  and  grew 
our  user  metrics  By  aggressively 
improving  our  cost  structure  and 
adopting  an  income  based  budgeting 
model  iVillage  is  in  a  strong  position 
for  continued  future  growth. " 

Douglas  W.  McCormick, 

Chairman  &  CEO 
'^^ '■ 


providers  to  rapidly  create  and  deliver 
revenue-generating  applications,  content, 
and  network  services  to  business  and  resi- 
dential customers.  These  platforms  enable 
the  service  provider  to  achieve  a  faster 
return-on-investment.  reduce  operating 
expenses,  and  provide  a  foundation  for  easy 
development,  integration  and  automated 
provisioning  of  new  services,  net.com's 
service  creation  products  reside  at  the 
intersection  of  networks,  at  the  economic 
edge,  where  carriers  and  content  providers 
converge  to  offer  a  new  range  of  communi- 
cations experiences  to  end  users. 


Key  Manage  Statement 

"Over  the  past  two  years,  we  have 
delivered  two  new  product  lines  that 
enable  service  providers  to  achieve 
greater  profitability  from  their 
network  investments.  As  an  estab- 
lished, global  company  with  a 
continuing  revenue  stream  and  well- 
managed  resources,  we  stand  poised 
for  success  on  the  brink  of  two  of  the 
hottest  new  market  opportunities  in 
communications. " 

Bert  Whyte,  President  &  CEO 
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White  Plains,  NY  •  IR  Contact:  Leigh  J.  Abrams  •  914-428-9098 
www.drewindustries.com 

Consistently  superior  products  and  customer  service 

lead  to  Drew's  consistently  strong  financial  results. 

Customers,  manufacturers  of  recreational  vehicles  and 

manufactured 

Key  Manager  Statement 

"During  2001  we  acquired  three 
businesses  and  gained  market 
share.  For  2002,  sales  should 
approach  $300  million  and  operat- 
ing income  should  substantially 
exceed  2001.  Our  goal  to  is  to  con- 
tinue to  be  the  number  one  supplier 
to  our  industries  and  to  take  full 
advantage  of  the  growth  and  profit 
opportunities" 


'6 


mes,  know  that  Drew's  windows,  doors, 
assis,  roofing,  bath  and  shower  enclo- 
res,  axles  and  tires  will  be  delivered  on 
ie  and  trouble  free,  from  its  42  factories 
;ated  coast  to  coast.  The  company  takes 
de  in  being  one  of  the  few  servmg  both 
fe  RV  and  manufactured  housing  indus- 
BS  to  be  profitable  every  year  during  the 
ent  downturn  in  the  industries  it  serves, 
ew  saw  the  slowdown  as  an  opportunity 
capture  significant  market  share  and  to 
d  to  its  manufacturing  capacity. 


Cincinnati,  OH  •  IR  Contact:  Phillip  DeZwirek  •  800-606-2326 
www.cecoenviro.com 

CECO  Environmental,  North  America's  largest  independent 
air  pollution  control  company,  is  dedicated  to  creating  better 
working  environments.  CECO  is  comprised  of  Kirk  &  Blum, 


Leigh  I.  Abrams.  President  &  CEO 


CECO  Filters,  CECO  Abatement,  kbd  Technic 
and,  Busch  Company.  Businesses  are 
focused  on  providing  turnkey  solutions  by 
designing,  building,  and  installing  systems 
that  capture,  clean  and  destroy  airborne 
contaminants  from  industrial  facilities. 
With  over  $90  million  in  annual  revenue, 
CECO  is  a  full-service  provider  to  the  auto- 
motive, consumer  products,  steel  and  alu- 
minum, aerospace,  semiconductor,  chemi- 
cal, cement,  metalworking,  glass,  foundry, 
building  products,  pharmaceutical  and  vir- 
tually all-industrial  process  industries. 


Key  Manager  Statement 

"The  need  to  improve  indoor  and 
outdoor  air  quality  worldwide  has 
resulted  in  an  increasing  demand  for 
CECO's  environmental  solutions  and 
products.  From  1999  to  2001,  bank 
debt  incurred  with  the  acquisition  of 
Kirk  &  Blum  was  reduced  by  $12  7fJI, 
from  $30.2M  to  $17.5M.  Over  the 
last  five  years  (1997-2001),  CECO's 
revenue  increased  at  a  compound 
annual  growth  rate  of  over  44%. " 
Phillip  DeZwirek,  Chairman  &  CEO 


|«l 


ew  Industries  Inc.  •  DW  •  Manufactured  Housing  &  RVs  ■  CECO  Environmental  Corp.  •  CECE  •  Air  Pollution  Control 


.  .^w^^^^m 

26-Week  Micro-Cap  Review  Company  Directory 

Company 

Phone  # 

Company 

Phone  # 

Pacific  Magtron  International  Corporation     801-350-0245 

Superior  Consultant  Company 

248-386-8300 

'^     Aptimus,  Inc. 

415-896-2123 

LOGIC  Devices  Inc. 

408-542-5400 

Ross  Systems,  Inc. 

887-ROSS-INC 

Vestin  Group,  Inc. 

702-227-0965 

fi     OmniVision  Technologies,  Inc. 

408-733-3030 

EUROTECH,  Limited 

800-665-0411 

Frisco  Bay  Industries  Limited 

800-GO-FRISCO 

PC  Mall,  Inc. 

301-354-5608 

Educational  Video  Conferencing 

914-787-3547 

Southwall  Technologies  Inc. 

650-962-9111 

Cardiotech  International,  Inc. 

781-933-4772 

DSL.net,  Inc. 

203-782-3815 

Hologic,  Inc. 

781-999-7300 

Mannatech,  Inc. 

972-471-6512 

Rentrak  Corporation 

503-284-7581 

TenFold 

801-619-8191 

Bway  Corporation 

800-385-8792 

iVillage  Inc. 

212-600-6502 

Questcor  Pharmaceuticals,  Inc. 

212-825-3210 

net.com 

510-574-2508 

Nymox  Pharmaceutical 

800-936-9669 

Drew  Industries,  Inc. 

914-428-9098 

Misonix  Incorporated 

631-694-9555 

CECO  Environmental  Corporation 

800-606-2326 
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NEW  LIFE  FOR  ANNUITY? 


A  major  reinsiirer  to  primary  life  insurers, 
Annuity  &  Life  Re  (Holdings)  may  need  its 
o\\Ti  safety  net.  And  a  rescuer  could  soon 
emerge.  Annuity's  stock  dived  to  15  in  mid-Feb- 
ruary, down  from  37.25  a  year  ago.  Lately,  it 
has  edged  up  to  17.76.  The  fall  mostly  reflects  a 
$33  milhon  charge  Annuity  took  in  the  fourth 
quarter,  notes  Andrew  Khgerman,  an  analyst  at 
Bear  Steams.  As  a  result,  the  company  posted  a 
$24.8  million  fourth-quarter  loss  and  a  $38.7  mil- 
lion loss  for  2001.  The  charge  stemmed  from  a 
"large  number  of  unexpected  annuity-policy  can- 
cellations," says  Kligerman.  In  recent  months, 
Bermuda-based  Annuity 
(anr)  has  twice  reduced  its 
2002  earnings  guidance.  So 
Kligerman  cut  his  estimate 
from  $1.78  a  share  to  $1.42. 
On  Jan.  16,  2002,  Standard 
&  Poor's  put  Annuity  on 
CreditWatch. 

Enter  XL  Capital,  also  of 
Bermuda,  which  owns 
more  than  13%  of  Annuity. 
XL  provides  excess  liability 
coverage  to  enterprises  worldwide.  "There's  spec- 
ulation that  XL  may  want  to  acquire  Annuity," 
says  Kligerman — now  that  its  stock  is  way  down. 
True,  XL  has  said  it  isn't  interested  in  Annuity. 
"That's  good  strategy,"  he  says,  if  XL  wants  to 
keep  Annuity's  price  low.  But  it  can't  be  denied 
that  the  two  have  a  "good  fit."  XL  has  agreed  to 
provide  up  to  $10  milhon  to  help  Annuity  cover 
any  future  poUcy  returns.  Kligerman  notes  that 
XL's  stock,  trading  near  its  high,  at  93  a  share, 
sports  a  "soHd"  price-earnings  ratio  of  14  and  a 
market  cap  of  $12.3  bUlion,  vs.  Annuity's  p-e  of 
10  with  a  market  value  of  $449.5  million.  XL  was 
buying  Annuity  shares  in  the  open  market  late 
last  year.  Recent  deals  in  the  industry  w^ent  for 
one  to  tw^o  times  book  value,  notes  Kligerman. 
Annuity's  book  is  $15.78  a  share.  "It's  conceiv- 
able," he  figures,  that  Annuity  could  go  for  two 
times  book.  A  call  to  Annuity  wasn't  returned. 


BY  GENE  a  MARCIAL 

Beaten-down 
reinsurer  Annuity 
may  have  a  suitor. 
If  air  crews  get 
stun  guns,  Taser 
will  really  soar.  Oil 
in  Asia  is  gushing 
for  Hurricane 
Hydrocarbons 
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FOR  TASER,  THE  SKY 
COULD  BE  THE  LIMIT 
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lirearms  aboard  a  plane  have  yet  to 
get  a  thumbs-up  from  the  Federal 
Aviation  Administration,  but  al- 
ready the  shares  of  Taser  International 
(tasr)  are  flying.  The  company  makes 
weapons  less  lethal  than  most  other 
firearms — specifically,  the  stun  guns  that 
the  police  and  other  law-enforcement 
agencies  use,  including  private  security 
guards.  Shares  of  Taser,  trading  at  6.80 
on  Sept.  21,  2001,  had  shot  up  to  16.21 
bv  Mar.  13.  One  reason:  United  Airlines 


has  bought  1,300  Taser  guns  for  $1  million 
anticipation  of  faa  approval,  which  the  airline  1 
Ueves  is  forthcoming. 

Taser  Chairman  Phillips  Smith  says  Unit 
has  been  training  its  San  Francisco  and  Bost 
crew  members  in  the  use  of  the  Advanced  Tas 
which  immobilizes  its  victim.  Using  electri 
impulses  that  temporarily  disrupt  the  body's  C( 
tral- nervous  system,  the  weapon  isn't  fatal,  : 
cording  to  Smith.  He  says  that  several  forei 
airlines  have  agreed  to  buy  Taser  guns  and  tl 
two  U.S.  carriers.  Mesa  Airlines  and  ata,  p 
planning  to  purchase  several  hundred  Tase 
apiece.  Among  the  gun's  current  users  are  t 
Royal  Canadian  Mounted  Police  and  the  N( 
York  Police  Dept.,  says  Smith. 

Richard  Ryan,  an  analyst  at  Dougherty, 
investment  firm  in  Minneapolis,  who  rates  t> 
stock  a  buy,  has  a  12-month  price  target  of  i 
Ryan  says  Taser,  w^hich  had  sales  of  $6.8  nuUi 
in  2001,  should  double  its  revenues  this  year, 
$12  milhon,  and  jimip  to  $23  milhon  in  2003.  I 
sees  earnings  of  22<2  a  share  in  2001,  rising  to  5 
in  2002.  If  all  airhnes  adopt  the  United  model 
two  Taser  guns  per  airplane,  the  market  f 
that  industry  alone,  he  says,  would  be  17,7' 
units,  or  $14.2  milhon. 

HURRICANE'S  EYES 
ARE  ON  KAZAKHSTAN 


Shares  of  Hurricane  Hydrocarbons  (hhl 
may  not  be  for  the  faint  of  heart,  but  i 
stock  has  been  a  gusher.  Based  in  Calga] 
and  controlled  by  Russian  and  Canadian  i 
vestors,  the  company  is  an  independent  oil  e 
plorer  and  producer  in  Kazakhstan.  The  sto< 
spurted  from  4.41  a  share  on  Sept.  28,  2001, 
11.33  on  Mar.  13,  2002.  In  2001,  its  average  yea 
ly  oil  production  increased  20%,  to  100,877  barre 
a  day,  and  reserves  rose  5%,  to  512  miUion  ba 
rels.  Revenues  in  2001  rose 
to  $603  million,  up  from 
2000's  $523.5  milhon.  Ana- 
lysts' consensus  earnings 
estimate  for  2002,  accord- 
ing to  Zachs  Investment 
Research,  is  $2.55  a  share, 
up  from  2001's  $2.12.  The 
big  payoff,  however,  may 
come  from  a  buyout.  Some 
investors  who  are  close  to 

the    company    say    that    a        Data  Blooml)erg  Financial  Markets 

major  oil  company  is  getting  set  to  make 
takeover  bid  for  Hurricane  at  20  a  share — ar 
that  the  company  will  accept.  They  say  Hurr 
cane  would  be  quite  a  catch  for  a  major  oil  oj 
erator  that  wants  a  stake  in  Kazakhstan  oi 
Hurricane  didn't  return  calls. 
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BusinossWeek  online 


Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesda 
afternoons  at  www.businessweek.com/today.htm.  And  see  hi 
Fridays  at  1:30  p.m.  est  on  CNNfn's  The  Money  Gang,   k 


101} 


118  BusinessWeek  /  March  25,  2002 


it' 


r^ 


Of  all  people,  a  CIO  should  know 
the  value  of  networking. 

Talk  about  sharing  valuable  information.  Here's  your  chance  to  discuss  Efficiency,  Security,  and  Growth  in  an  Age  of 

Discontinuity,  and  do  it  with  your  peers.   Join  us  at  BusinessWeek's  2nd  Annual  CIO  Summit,  June  20-21,  2002  at  The  Westin 

Copley  Place,  Boston,  Massachusetts.  For  sponsorship  opportunities,  please  contact  Jim  Richardson  at  (212)  512-4435. 

To  reserve  your  place  at  BusinessWeek's  CIO  Summit,  CBLl  87 7" 73h'"'H2h'9,  email 
do2002@businessweek.com,  or  visit  us  at  www.conferences.businessweek.com/cio2002 
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Figures  of  the  Week 


%  change 


%  ch 


■  Stocks 

S&P500 

Mar.  Sept.  Mar.  Mar.  7-13 

1320, I 1190 


U.S.  MARKETS 


Mar,  13 


Year  to 
Week      date 


Last  12 
months 


GLOBAL  MARKETS 


Mar.  13 


Year  t 
Week      dat 
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COMMENTARY 

After  a  steady  diet  of  better-than-ex- 
pected  economic  and  earnings  results, 
the  market  went  hungry  for  good  news 
in  the  week  ended  Mar.  13.  Negative 
stock  commentaries  and  rating  cuts 
plus  weaker-than-expected  retail  sales 
for  February  were  culprits.  The  negativity 
swirled  mostly  around  tech  stxks  and 
semiconductors.  The  Nasdaq  fell  1.5%, 
while  the  other  major  indices  were  flat. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems.  Inc. 


S&P500  1164.3  0.1 

Dow  Jones  Industrials  10,501.9  -0.7 

Nasdaq  Composite  1862.0  -1.5 

S&P  MidCap  400  532.5  -0.5 

S&P  SmallCap  600  243.8  0.9 

Wilshire  5000  10,793.1  -0.6 

SECTORS 

BusinessWeek  50*  717.7  -0.3 

BusinessWeek  Info  Tech  100"     396.8  -1.7 

S&P/BARRA  Growth  602.0  0.5 

S&P/BARRA  Value  560.7  -0.2 

S&P  Energy  227.2  0.8 

S&P  Financials  363.9  -0.3 

S&P  REIT  97.6  -1.2 

S&P  Transportation  221.3  -4.2 

S&P  Utilities  143.3  -0.9 

GSTI  Internet  101.9  -0.3 

PSE  Technology  685.4  -1.0 
'Mar.  19.  1999=1000       "Feb.  7.  2000  =  1000 


1.4 
M.8 
-4.5 
4.8 
5.0 
0.8 


-2.8 
2.1 
-7.6 
10.7 
15.6 
-2.0 


-1.7 

-14.1 

-5.4 

-11.6 

1.2 

2.6 

1.6 

-8.1 

7.5 

-3.5 

2.4 

1.0 

4.5 

12.4 

12.4 

14.8 

-1.8 

-27.0 

-2.9 

-24.8 

-0.3 

-5.3 

S&P  Euro  Plus  (U.S.  Dollar)  1058.4  -0.4  -2 

London  (R-SE 100)  5272.0  0.5  1. 

Paris  (CAC  40)  4523.8  -1.4  -2 

Frankfurt  (DAX)  5246.0  -0.7  1 

Tokyo  (NIKKEI  225)  11.415.3  0.5  8. 

Hong  Kong  (Hang  Seng)  11,217.5  1.9  -1 

Toronto  (TSE  300)  7864.2  -1.0  2 

Mexico  City  (IPC)  7218.5  0.9  13 

FUWDAMEWTALS Mar.  12       Wk.  ago  I 

S&P  500  Dividend  Yield                      1.34%  1.36%  | 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  62.2  62.7 

S&P  500  P/E  Ratio  (Next  12  mos.)*  21.3  20.9 

First  Call  Earnings  Revision*  -0.48%  -0.50%  | 
'First  Call  Corp. 
TECHNICAL  INDICATORS 


Mar.  12      Wk.  ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1149.1  1151.9 

71.0%  68.0% 

0.62  0.72     ^ 

2.75  2.72 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month 


0/ 

/o 


Multi-Utilities  29.9 

Environmental  Services  19.9 

Constr.  &  Engineering  19.7 

Oil  &  Gas  Drilling  19.0 

Household  Appliances  16.9 


Metal  &  Glass  Containers  61.5 

Homebuilding  54.6 

Footwear  53.4 

Trading  Cos.  &  Distribs.  49.4 

Trucking  38.3 


Computer  Stge.  &  Perphs.  -9.6 

Computer  Stores  -7.3 

Gold  Mining  -6.6 

Networking  Equipment  -6.3 

Wireless  Services  -5.8 


Multi-Utilities 
Computer  Stge.  &  Perp 
Telecomms.  Equipment  \ 
Wireless  Services 
instrumentation 


I  Mutual  Funds 

Week  ending  Mar.  12 
■  S&P500     ■  US  Diversified   ■  Ail  Equity 

4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  % 


52-week  total  return 


8       10      12 


Week  ending  Mar  12 
■  S&P  500    ■  U.S.  Diversified    ■  All  Equity 

52-week  total  return 


Leaders 

Japan  13.2 

Natural  Resources  11.6 

i.atln  America  10.1 

Diversified  Pacific/Asia  8.5 
Laggards 

Health  -1.4 

Precious  Metals  -0.9 

Communications  2.8 

Domestic  Hybrid  2.9 

EQUITY  FUNDS 

4-week  total  return 


Leaders 

Precious  Metals 

Small-cap  Value 

Real  Estate 

Miscellaneous 

Laggards 

Communications 

Technology 

Utilities 

Japan 


%      52-week  total  return 


39.1 
13.6 
16.2 
11.7 

-30.3 
-18.7 
-17.6 
-12.7 


Interest  Rates 


KEY  RATES 


fci: 


Mar.  13    Week  ago    Y  ■» 


%      -4       -3      -2       -1        0 
Data:  Standard  &  Poor's 


Leaders 

Fidelity  Sel.  Energy  Serv.  18.4 

The  Japan  S  17.7 

Matthews  Japan  17.5 

Rydex  Energy  Svcs.  Inv.  17.4 
Laggards 

Potomac  Internet  Short  -14.1 

Rydex  Dynam.  Tempest  500  -10.6 

ProFunds  UltraBear  Inv.  -10.5 

ProFunds  Ultrashort  OTC  -10.5 


Leaders 

Matthews  Korea  92.6 

Pilgrim  Russia  A  79.5 

Schroder  Capital  Ultra  Inv.  78.0 

CGM  Focus  77.4 
Laggards 

Pilgrim  Glob.  Communs.  A  -54.4 

Firsthand  Communications  -53.3 

INVESCO  Telecomms.  Inv.  -53.2 

Merrill  Lynch  Focus  20  B  -49.3 


MONEY  MARKET  FUNDS  1.56%       1-55% 

90-DAY  TREASURY  BILLS  1-81_     1-76 

2-YEAR  TREASURY  NOTES  3.44  3.22 


10-YEAR  TREASURY  NOTES 


5.26 


5.05 


30-YEAR  TREASURY  BONDS 


5.72 


5.55 


30-YEAR  FIXED  MORTGAGEt        7.04 


6.86 


lb 


tBanxQuote,  Inc. 

BLOOMBEatG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  muft 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bond      30 


If 


GENERAL  OBLIGATIONS 


4.38% 


TAXABLE  EQUIVALENT 


6.26 


INSURED  REVENUE  BONOS 


4.53 


TAXABLE  EQUIVALENT 


6.47 


■the  WEEK  AHEAD 

IMTERNATIOMAL  TRADE  Tuesday,  Mar.  19, 
8:30  a.m.  est>-  The  trade  deficit  is  fore- 
cast to  have  widened  to  $25.5  billion  in 
January.  That's  based  on  the  median 
forecast  of  econonnists  surveyed  by  Stan- 
dard &  Poor's  MMs,  a  unit  of  The  Mc- 
Graw-Hill Companies.  In  December,  the 
deficit  narrowed  to  $25.3  billion. 

FOMG  MEETING  Tuesday,  Mar.  19,  9a.m. 
EST>-  The  Federal  Reserve  Board's  Open 
Market  Committee  will  meet  to  set  mone- 
tary policy.  Economists  surveyed  by  s&p's 


MMS  unanimously  expect  the  federal 
funds  rate  to  remain  unchanged. 

NEW  RESIDENTIAL  CONSTRUCTION  Wednesday 
Mar  20,  8:30  a.m.  est>-  Housing  starts 
in  February  probably  slipped  1.8%,  to  an 
annual  rate  of  1.65  million. 

FEDERAL  BUDGET  Wednesday  Mar.  20,  2 
p.m.  EST>  The  U.S.  Treasury  is  forecast 
to  report  a  $62  billion  deficit  for  Febru- 
ary, after  running  a  $43.7  billion  surplus 
during  January. 


CONSUMER  PRICE  INDEX  Thursday  Mar 
8:30  a.m.  est^  Consumer  prices  foi 
goods  and  services  probably  rose  0. 
the  second  time  in  a  row  in  Februar 
eluding  food  and  energy,  core  prices 
also  forecast  to  have  increased  by  0 
for  a  second  consecutive  month. 

LEADING  INDICATORS  Thursday  Mar  2. 
10  a.m.  estp-  The  Conference  Boarc 
February  composite  index  of  leading 
nomic  indicators  likely  rose  0.2%.  h 
January,  the  index  jumped  0.6%. 
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3  ended  the  week  nearly  unchanged.  The  biggest  gainer  was  AES,  with  a  32.8%  return;  however,  the 
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Editorials 


THE  PRESIDENT  AND  BIG  BUSINESS 


It  is  no  small  thing  for  a  Republican  President  to  publicly 
admonish  America's  Corporate  EUte  to  take  personal  re- 
sponsibility for  the  conduct  of  their  companies,  as  George  W. 
Bush  did  recently.  This  is  the  second  time  the  President  has 
used  the  bully  pulpit  to  demand  that,  post-Enron,  business  be 
"held  to  the  highest  standards  of  conduct,"  as  he  said  in  his 
State  of  the  Union  address.  This  is  strong  language  that 
CEOS  and  board  directors  would  be  wise  to  heed.  In  defending 
investors  and  employees  against  top  executives,  the  President 
is  sending  a  strong  signal  that  something  is  wrong  with 
America's  business  culture  (page  72). 

We  think  it  goes  beyond  the  obvious  chastising  of  ex-Enron 
CEO  Jeffrey  K.  SMUing  for  sitting  before  Congress  denying  he 
knew  what  was  going  on  in  his  own  company.  The  truth  is  that 
too  many  chief  executives  live  in  a  kind  of  CEO-land,  a  separate 
culture  apart  from  employees  and  shareholders.  There,  CEOs 
break  the  cardinal  rules  of  leadership  by  insulating  them- 
selves from  risks  borne  by  those  they  lead  and  serve,  benefit- 
ing disproportionately  from  those  around  them,  and  showing  lit- 
tle loyalty  to  the  organization  to  which  they  all  collectively 
belong.  In  CEO-land,  what  really  matters  is  the  peer  group:  how 
other  CEOS  live,  what  they  do,  and  how  they  are  compensated. 

In  this  rarefied  world,  boards  proffer  personal  loans  that 
are  forgiven,  options  are  repriced  down  when  performance 
fails,  and  compensation  is  based  on  profits  puffed  up  by  end- 


less one-time  sales  and  off-balance-sheet  debt.  Executivl 
in  CEO-land  don't  play  by  the  same  rules  as  the  rest  of  us 
and  the  public  is  getting  sick  of  it.  That's  why  Bush,  who! 
party  faces  elections  in  November,  is  doing  what  no  othl 
President  has  done  in  decades:  He  is  pubUcly  shaming  tho| 
who  lead  our  largest  corporations. 

Bush  has  proposed  that  CEOs  vouch  for  the  accuracy 
their  companies'  public  disclosures,  be  forced  to  return  bom 
es  and  option  profits  based  on  false  financial  statements, 
close  personal  transactions  in  company  stock,  and  be 
qualified  from  holding  other  corporate  roles  if  they  abu| 
their  positions.  These  are  tough  measures. 

Bush  is  telling  SEC  Chairman  Harvey  Pitt  to  implemej 
them.  In  private  life,  Pitt  represented  the  Big  Five  accov 
ing  firms.  His  initial  vision  for  the  SEC  emphasized  self-pol 
ing,  voluntary  compliance,  and  quiet  negotiation.  Enrc 
changed  the  business  landscape,  but  Pitt  was  slow  to 
spond.  In  his  first  effort,  setting  up  a  new  accounting  ovt 
sight  group,  he  was  too  cozy  with  former  clients.  Now,  the 
luctant  reformer  is  getting  more  spine,  strictly  enforcing  til 
law  with  Enron,  cracking  down  on  errant  CEOs,  and  d] 
manding  better  financial  disclosure  from  corporations. 

The  President  has  said  that  CEOs  must  take  responsibihj 
for  those  they  lead  and  those  they  serve.  Pitt  must  make  st 
they  do. 


DON'T  KILL  ANDERSEN.  REFORM  IT 


Make  no  mistake:  Andersen's  once-glorious  reputation  as  an 
auditor  is  ruined.  Its  employees  shredded  Enron  Corp. 
documents.  It  just  paid  a  huge  settlement  to  end  litigation  over 
audits  of  the  Baptist  Foundation  of  Arizona.  Clients  such  as 
FedEx  Corp.  and  Delta  Air  Lines  Inc.  are  fleeing.  And  now, 
civil  and  criminal  indictments  over  the  Enron  debacle  hang 
over  the  company.  Action  against  this  firm  is  clearly  in  order. 
Yet  it  would  be  better  to  reform  Andersen  than  to  destroy  it. 
Indeed,  that  may  be  the  only  choice  left,  as  both  Deloitte 
Touche  Tohmatsu  and  Ernst  &  Young  back  away  from  buying 
it.  Paul  A.  Volcker  has  it  right  by  proposing  to  separate  An- 
dersen's auditing  and  consulting  businesses  rather  than  merge 
the  company  with  another  firm.  Making  Andersen  a  benchmark 
for  accoimting  reliability  wovild  go  a  long  way  toward  rescuing 
investor  confidence.  Restatements  of  earnings  are  at  a  record 
level,  and  the  Securities  &  Exchange  Commission  is  currently 
sci-utinizing  the  books  of  Global  Crossing,  WorldCom,  and 
Qwest,  among  others.  In  this  post-Enron  era,  one  Big  Five  au- 
diting firm  that  delivers  authentic,  comprehensible  corporate  fi- 
nancial data  may  pressure  others  to  follow  suit  (page  80). 

Volcker  wants  to  separate  the  audit  partners  fi-om  those  who 
give  aggressive  tax-saving,  strategic,  and  information  technol- 
ogy advice.  Auditors  would  still  be  able  to  prepare  corporate 


tax  returns  and  do  due  diligence.  Lead  partners  on  audi 
would  be  rotated  every  five  years  and  partners  would  have 
wait  years  before  seeking  jobs  with  their  clients.  Sound  advii 
which  Andersen  must  follow:  It  hired  Volcker  in  a  last-ditch 
fort  to  save  itself  and  pledged  to  honor  his  recommendatio: 

To  make  Andersen  a  model  for  a  rehabilitated  account: 
industry  requires  quick  settlements  between  it  and  the  SE 
the  Justice  Dept.,  and  the  trial  lawyers  representing  Enrcl 
shareholders.  A  criminal  indictment  for  destroying  evidend 
would  probably  end  any  chance  of  Andersen  remaining  ind^ 
pendent.  Andersen  must  also  find  up  to  $1  bilhon  or  more  i 
settle  the  civil  suits  brought  by  Enron  shareholders  protes 
ing  the  loss  of  their  investments.  It  has  offered  $750  millic 
over  five  years;  more  will  be  needed.  Yet  it  is  in  the  interes 
of  Enron  investors  that  Andersen  agree  to  a  fast,  reasonab 
settlement.  The  possible  acquirers  of  Andersen  are  unlikely  i 
take  on  its  Enron  Uabihty.  Long  negotiations  will  lead  1 
more  Andersen  clients  baiUng  out,  pushing  the  company  t< 
ward  bankruptcy  or  worse.  Enron  shareholders  could  lose  bi 

There  was  a  time  when  the  name  Arthur  Andersen  stoc 
for  integrity  and  honesty.  Andersen  now  has  a  chance  to  r< 
deem  its  heritage  by  remaking  itself  according  to  the  Void 
er  plan.  If  that  happens,  the  whole  coimtry  will  benefit 
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we  now  have  enough  perspective 
to  look  back  at  the  decade  and 
assess  what  was  real-and  what 

wasn't.  The  results  will 
surprise  you.  And  shape 
what  happens  next. 

BY  Michael  J.  Mandel 
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Aluminum.  It's  virtually  impossible  to  work  with.  But  we  knew  that  if  we  could  create  a  viable  aluminum  frame  it 
would  result  in  a  car  that  would  be  lighter,  stronger  and  safer  than  its  steel  competitors.  In  short,  a  technological 
marvel.  Forty  patents  and  more  than  10  years  later,  we  crafted  a  premium  luxury  sedan  with  the  revolutionary 
all-aluminum  Audi  Space  Frame.  Partnered  with  quattro®  all-wheel  drive,  the  A8  became  legendary.  But  we  didn't 
stop  there.  With  a  roaring  360  hp  engine  and  a  sportier  suspension,  the  S8  continues  to  set  standards  in  its  class. 
Never  quit  Never  do  the  expected.  Never  rest  on  your  laurels.  Never  think  great  is  good  enough.  NEVER  FOLLOW.™ 
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"We  told  KPMG  Consulting: 
We  absolutely,  positively  had  to 
have  the  system  In  7  months..." 


"FedEx  depends  on  KPMG  Consulting 
to  know  their  business  and 
operations,  to  navigate  internally, 
and  get  things  done. 

We  are  an  integral  part  of  the  team 
inside  FedEx.  We  understand  how  to 
design,  facilitate,  and  execute  from 
strategy  through  integration. 

The  bottom  line,  we  help  reduce 
costs  and  deliver  efficiency 
breakthroughs  company-wide.  It's  a 
solid  partnership." 


YOU    CAN    HEAR    THEIR    STORY    ( 
www.kpmgconsulting.com/results 


BUSINESS    SYSTEMS:      STRATEGY      IMPLEMENTATION      RESULTS 


"...And  they  delivered.  A  new  Web- 
based  financial  system  in  just  7 
months.  It's  already  helping  us  cut 
costs,  improve  information 
availability,  and  boost  profitability. 

We  streamlined  the  financial 
processes  of  our  service 
organization.  We're  now  at  a  best- 
in-class,  2-day  close  process." 
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HALL  OF  SHAME 

BRING  BACK  THE 
DIMPLED  CHADS 

WHAT  IS  IT  WITH  PALM  BEACH 

and  elections?  The  Florida 
county  that  became  infamous 
in  the  2000  Presidential  elec- 
tion for  its  confusing  "but- 
terfly ballot"  has  now  gone 
high-tech,  with  $14.5  miUion 
worth  of  new  touch-screen 
computers.  But  it's  still  mak- 
ing a  mess  of  the  democratic 
process. 

Voters  in  Mar.  12  municipal 
polls  reported  so  many 
screwups  that  a  city  coimcil 
candidate  threatened  suit.  A 
five-hour  delay  resulted  from 
poll  workers  faiUng  to  bring 


in  the  vote-recording  elec- 
tronic cartridges  from  unused 
machines.  Counting  couldn't 
start  until  all  cartridges  were 
in.  Some  voters  reported 
frozen  computer  screens, 
which  meant  a  slow^  rebooting 


TALK  SHOW  "The  economy,  bolstered  by  a  marked  swing 
inventory  investment,  is  expanding  at  a  significant  pace. 55 

— Federal  Reserve  Chairman  Alan  Greenspan 


TOUCH-SCREEN:  Not  foolproof 


process.  Others  said  they 
were  imable  to  vote  for  the 
candidate  whose  name  they 
were  touching  on  the  screen. 
County  Democratic  Party 
Chairman  Monte  Friedkin 
blames  Elections  Supervisor 
Theresa  LePore,  on  the  job 
since  1996,  for  ha\nng  too  few 
workers  w^th  too  little 
training.  And  if  this  is  a 
preview  of  things  to  come, 
he  can't  imagine  what'U 
happen  in  the  state  pri- 
maries in  September  and 
the  governor's  race  in  No- 
vember "It's  going  to  be  a 
nightmare,"  says  Friedkin. 
LePore  responds  that  it 
all  went  better  than  2000, 
that  "the  system  worked," 
and  that  software  gHtches 
will  be  fixed  by  fall.  Let's 
hope.      Aixa  M.  Pascual 


MADISON  AVE. 


Ms.  RETURNS-WITH  A  DIFFERENCE 


FOR   MORE   THAN 

a  decade,  Ms. 
magazine  was  a 
money-strapped 
commercial  ven- 
ture that  didn't 
take  ads.  The 
reason:  It  was 
hard  to  rail 
against,  say,  the  beauty  in- 
dustry while  running  mascara 
ads  with  emaciated  models. 
Then  again,  Ms.  had  never 
been  a  big  hit  among  such 
advertisers  anyway. 


Now,  the  feminist  bible 
foimded  by  Gloria  Steinem  in 
1972  is  changing  its  tune.  The 
Feminist  Majority  Founda- 
tion, a  women's  group  that 
took  over  Ms.  in  November, 
wants  the  now-nonprofit 
magazine  to  pay  its  way. 
That  means  developing  the 
Ms.  franchise  for  conferences, 
new  subscriptions,  donations, 
and  ads.  Ms.,  which  re- 
launches this  spring 
with  125,000  subscribers, 
will   accept   select   ads 


from  other  women's  rights 
groups.  As  Foundation  Exec- 
utive Vice-President  Kather- 
ine  Spillar  puts  it:  "We  don't 
want  an  ad  on  every  other 
page."  She  says  10  out  of  160 
pages  is  reasonable,  compared 
with  the  usual  50:50  ratio. 

For  magazines  struggling 
during  a  protracted  ad 
drought,  the  idea  of  choosing 
who  gets  to  grace  your  pages 
may  seem  optimistic.  But 
Spillar  points  out  Ms.  isn't 
boimd  by  profit  motive.  And 
it  has  another 
edge  over  rivals: 
It's  tax-exempt. 
Diane  Brady 


THE  LIST    ENRON-A  BEST-SELLER? 


A  bevy  of  writers  are  readying  books  about  Enron's 
downfall.  A  few  of  the  high-profile  projects  under  way: 


WORKING  TITLE 


AUTHOR(S) 


ANATOMY  OF  GREED  The  Unshredded 
Truth  from  an  Enron  Insider 


Brain  Cruver,  a  former 
Enron  trader 


PUBLISHER/DATE 

Carroll  &  Graf 
Fall,  2002 


Not  released 


Bethany  McLean,  Peter  Elkind, 
and  Joe  Nocera,  of  Fortune 


POWER  FAILURE 


Mimi  Swartz,  Texas  Monthly,  with 
whistle-blower  Sherron  Watkins 


Penguin/Putnam 
Spring,  2003 

Doubleday 
Fall,  2002 


OUR  PEOPLE  How  Arthur  Andersen  Barbara  Ley  Toffler,  formerly  of 

Won  Big  Business-and  Lost  Its  Way    Andersen,  with  Jennifer  Reingold' 

*A  former  BusinessWeek  editor 


Broadway  Books 
Spring,  2003 


FUND  WATCH 


CHARM  SCHOOL 
FOR  MUTUAL  FUNDS 


IF  YOU  can't  dazzle  INVESTO 

with  chart-topping  perfon 
ance,  try  good  behavii 
That's  the  new  gimmick 
many  in  the  mutual-fund  i 
dustry  who  are  signing  i 
for  a  seminar,  "Gkxxi  Marme 
are  Good  Business." 

While  etiquette  training, 
common  on  Wall  Street,  i" 
structors  say  this  is  a  fir 
for  mutual-fund  salespeopl 
W^th  last  year's  net  new  sal 
of  equity  funds  down  90 
from  2000,  they  need  all  t\ 
help  they  can  get.  The  thre< 
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MANNERS:  Hurting  sales? 


hour  class  is  actually  a  cock 
tail  party  and  a  meal,  a 
$1,200  per  dozen  participants 
Since  it  launched  in  Febru 
ary,  about  100  people  fron 
funds  such  as  Zurich  Scud 
der.  Evergreen,  and  Vai 
Kampen  have  attended. 

Beyond  table  manners 
seminar  creator  Rochelh 
Lamm  teaches  introductions 
and  other  niceties.  Mam 
have  "upended  their  careen 
by  not  handling  themselve 
well  around  alcohol"  or  "saw 
ing  away  at  a  hard  roll  wit? 
a  knife,"  says  Lamm,  who  re 
cently  saw  a  salesman  slathei 
mint  jelly  on  bread  instead 
of  his  lamb.  "That  doesn't  es 
tabUsh  you  as  having  the  so 
phisticated  savoir  faire  of  s 
seasoned  executive." 

Mara  Der  Hovanesian 
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BlackBerry  is  an  end-toenit  wireless  email  solution  developed 
by  RIM  BlackBerry,  the  BlackBerry  logo,  the  "envelope  in  motion" 
symbol.  RIM.  the  RIM  Wireless  Handheld  family  ol  marks  and 
the  RIM  logo  are  trademartis  or  registered  trademarks  of  RIM 


'4 


:MAIL  •  ORGANIZER   -   WEB 


(tlNTRODUCING   THE   BLACKBERRY   5810!^    NOW   YOU'RE   TALKING    BUSINESS. 

BlackBerry'"  is  already  the  corporate  standard  tor  secure  wireless 


email.  Now,  with  the  BlackBerry  5810  handheld,  you  can  make 


and  receive  phone  calls  too.  Operating  on  advanced  GSM/GPRS 


networks,  the  BlackBerry  5810  is  the  integrated  handheld  that  lets 


you  manage  all  of  your  business  communications  and  information. 


Once  again,  BlackBerry  is  the  talk  of  the  town. 
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BLACKBERRY 


WWWBLACKBERRYNET 
INFOOBLACKBERR  Y.NET 
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IVORY  TOWER 

HOW  AN  MBA  CAN 
BEND  YOUR  MIND 

DOES     AN     MBA     CHANGE     A 

person's  values?  According  to 
a  new  study,  the  answer  is 
yes — and  perhaps  not  for  the 
better.  The  nonprofit  Aspen 
Institute  found  that  students 
enter  B-school  \\ith  relatively 


AS  THE 
DOWNTURN  TURNS 


NEED    QUICK    RELIEF    IN 

today's  troubled  job  market? 
This  year's  deluge  of  grad 
school  applications  means  uni- 
versity admissions  offices  are 
hiring — ^temporarily,  anj'w^ay. 

While  the  numbers  seem 
small  on  a  case-by-case  ba- 
sis, they  add  up  when  multi- 
phed  by  every  swamped 
grad  school  across  the  coun- 
tr>^  The  University  of  Penn- 
sylvania's education  school, 
for  example,  where  applica- 
tions are  up  40%  over  last 
spring,  has  hired  six  temps 
to  process  them.  Columbia's 
School  of  International  & 
Public  Affairs — where  apph- 
cations  are  also  up  40% — has 
hired  four.  "This  year,  we 
needed  extra  hands  on 
board,"  says  Admissions  Di- 
rector Robert  Garris. 

In  this  job  climate,  we'll 
take  any  signs  of  hope  we 
can  find.  J^dia  Cosgrove 


idealistic  ambitions,  such  as 
creating  quality  products.  By 
the  time  they  graduate,  these 
goals  have  taken  a  backseat 
to  such  priorities  as  boosting 
share  prices. 

Sound  a  lot  like  mbas  Jef- 
frey Skilling  (Harvard,  1979) 
and  Andrew  Fastow  (North- 
western, 1987)  at  Enron?  In- 
deed. The  study  included 
1,978  MBAS  who  graduated  in 
2001  from  13  leading  B- 
schools.  It  asked  what  a 
company's  priorities  should 
be:  75%  said  maximizing 
shareholder  value;  71%  chose 
satisfying  customers;  33% 
said  producing  high-quality 
goods  and  ser\aces.  Only  5% 
thought  environmentalism 
should  be  a  top  goal;  just 
25%  said  creating  value  for 
their  communities. 

But  two  years  earlier, 
when  the  students  started  B- 
school,  68%  cited  shareholder 
value;  75%,  customer  satis- 
faction; and  43%,  quality 
goods  and  ser\aces. 

MBAS  also  said  they  would 
leave  companies  whose  val- 
ues they  can't  stomach  rather 
than  stay  and  try  to  change 
them.  "The  Enron  fiasco  is 
showing  that  there  are  going 
to  be  serious  cases  where  an 
organization's  values  are  dis- 
puted, or  disregarded,"  says 
Jennifer  Welsh,  Oxford  Uni- 
versity lecturer  and  manager 
of  the  research  project.  "We 
want  them  to  stick  up  for 
their  values  and  try  to  re- 
solve the  conflict." 

One  sure  way  to  get  MBAs 
keen  on  ethics:  Put  a  number 
on  how  much  good  values  add 
to  earnings.  Priscilla  Wlsner,  a 
professor  at  Thunderbird  who 
links  corporate  responsibility 
to  profitability,  says  until  that 
happens,  B-schools  are  un- 
likely to  go  beyond  the  stray 
ethics  course.  That 
means  the  philosophy 
MBAS  live  by  is  less 
likely  to  be  "Doing 
well  by  doing 
good"  than 
"Show  me  the 
money."  Mica 
Schneider 
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You're  Too  lwe 
He  went  Home 
THREE  Weeks  Afic 


If 


WIRELESS  WORLD 

THELADYPHONE 

IS  NO  LADY 

SAMSUNG'S    ATTEMPTS    TO 

market  cell  phones  to  women 
in  Europe  and  Asia  have  hit 
a  snag.  Its  svelte  new 
A400  model,  with  a 
tiny  rose  en- 
graved on  the 
casing,  comes 
\\ith  a  built-in 
calculator  that 
lets  women 
compute  their 
fertility  cycle, 
daily  calorie 
intake,  and 
body  mass  in- 
dex! The  $360 
Ladyphone  is  pop- 
ular in  Western  Europe,  Chi- 
na, Hong  Kong,  and  South 
Korea.  (A  gender-neutral  ver- 
sion, without  the  extra  fea- 
tures, also  sells  well.) 


J 
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But  the  Ladj^phone  is  raj 
ing  hackles  in  Norway.  In/ 
Marte  ThorkQdsen,  who  at 
is  the  youngest  member 
Norway's  Parliament,  is  col 
sidei-ing  legislation  to  ban  tlf 
phone,  sajdng  it  constitutes! 
threat  to  women.  She  cites! 
"general     pressure 
young    girls    to    cai 
about  their  bodies  in  I 
very  unhealthy  wajl 
>~\  '"^7^    that's  exacerbated  tl 
the  means  to  coi 
stantly  monit<| 
their  body  f< 
A     spoke 
woman        f< 
Samsung    E 
rope  says  tl 
phone   is   "ju, 
providing    wh: 
the  market  wants 
After  lean  sales  in  2001,  Sar 
sung  had  better  hope  it  i 
and  that  it  doesn't  create 
generation  of  anorexics  in  tl 
process.  Drake  Beiine 
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YOU'VE 
PUT  ON 
WEIGHT 
HAVEN'T 
YOU? 


THE  BIG  PICTURE 


PINK  SLIP  FOR  THE  BOSS? 

Low-paid  Americans  are  most  likely  to  say 
they  would  fire  their  boss  if  they  could. 
But  least  likely  are  those  making 
moderate,  rather  than  high,  salaries: 


LESS  THAN  $25,000 


$25.000-$55.000 


OVER  $100,000 


0  5  10  15 

►  PERCENT 

TELEPHONE  SURVEY  OF  1.002  ADULTS,  JAN.  14-17,  2002 


20 


25 


Oaia:  Maritz  Research 
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Polls,  surveys,  and  other  items  for  this  section  should  be  sent  to  upf roirK^'  businessweek.com 
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Productivity  is 


,fl  msider  the  facts.  According  to  IDC,  for  every  1 ,000 

Jiowledge  workers,  your  enterprise  wastes  $7.5  million 
year  looking  for  and  reworking  information  that  already  exists. 

ktomi  can  help.  Our  XML-enabled  knowledge  retrieval  solutions,  tightly 
itegrated  with  your  business  critical  applications,  allow  people  to  find  and 

act  in  real-time  to  information  spread  across  your  global  enterprise, 
y  connecting  the  right  content  to  the  right  person  at  the  right  time,  Inktomi 
lakes  your  organization  far  more  efficient  and  competitive.  Best  of  all, 
iktomi  requires  minimal  IT  resources  to  deploy  and  maintain,  delivering 
n  extremely  low  total  cost  of  ownership. 

or  the  most  effective  real-time  information  management,  insist  on 
iktomi''  Enterprise  Search.  It's  just  one  of  a  comprehensive  suite  of 
calable  network  infrastructure  applications  many  of  the  leading 
ORTUNE  1000  companies  regard  as  essential  to  their  enterprises, 
ou'll  find  it  essential  to  yours. 

-  /ww.inktomi. com/search 
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Readers  Report 


MEMO  FROM 
JEAN-MARIE  MESSIER 


Your  "Memo  to  Jean-Marie  Messier" 
asks  for  hard  numbers  (International 
Business,  Mar  4).  Look  at  2001:  -i-10% 
organic  growth,  +89%  operating  income, 
+2  biUion  euros  of  free  cash  flow.  No 
need  for  further  comment  on  the 
strength  of  our  operations.  They  speak 
for  themselves.  Contrary  to  your  asser- 
tion, not  only  do  we  publicly  break  out 
the  numbers  for  Vivendi  Environ- 
nement,  but  we  are  the  only  media 
group  to  break  out  operating  free  cash 
flow  by  operating  division. 

Regarding  Cegetel,  everyone  knows 
that  we  own  44%,  with  a  majority  of 
voting  shares  and  full  board  and  opera- 
tional control.  We  are  therefore  required 
to  consolidate  it.  It  is  not  our  option. 
Vivendi  Universal  is  also  in  Une  with  its 
strategy.  We  had  a  weakness  in  U.S. 
distribution,  and  we  seized  two  won- 
derful opportunities:  the  EchoStar  Com- 
munications Corp.  agreement  and  the 
acquisition  of  USA  Networks'  entertain- 
ment assets. 

Finally,  you  "teased"  me  about  New 
York  being  a  "tough  city."  Over  the  last 
20  years,  during  which  time  I  have  lived 
in  and  traveled  to  and  from  New  York, 
I've  learned  that  it  can  be  a  "tough 
city."  However,  it  is  also  a  fair  one 
where  the  facts  always  end  up  being 
recognized  and  valued.  That  is  why  I 
am  optimistic  for  Vivendi  Universal. 

Jean-Marie  Messier 

Chairman  and  ceo 

Vivendi  Universal 

Paris 

SONY'S  CUSTOMERS 

ARE  TIRED  OF  WAITING 

"Can  Sony  regain  the  magic?"  (Cov- 
er Story,  Mar.  11)  was  timely.  I  just 


got  an  e-mail  from  Sony  Corp.  suppol 
saying  it  will  not  provide  a  computj 
driver  to  connect  its  CDIOOO  digital  car 
era  to  Windows  XP.  Sony's  more  r^ 
cent  CD200  and  CD300  cameras  woi 
with  XP.  I  have  two  high-end  Sor 
camcorders  in  addition  to  the  high-er 
CDIOOO,  but  I  hesitate  to  buy  any  moil 
Sony  products.  Whether  it  is  plannel 
obsolescence  or  foohsh  frugality,  it  do{ 
not  sit  well  with  this  customer. 

Win  Holtzms 
Westminster,  C 
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REGAIN 


You  quote  author 
Reiji  Asakura  as  say- 
ing   that    over    the 
next      few      years, 
"Sony  will  go  up  and 
down  as  it  struggles 
to  bridge  the  gap  be- 
tween   the    present 
and   the   networked 
future."  Sony  may  be 
willing   to   wait   for 
the  networked  future, 
but  investors  aren't.  Sony  should 
trying  to  sell  high-tech  gadgets  thi 
only  a  few  people  can  enjoy  [and  foci 
on]   products   that   everyone   wantJ 
video  games,  TVs,  stereos,  equipmenj 
etc.  Rosie  the  Robot  will  just  have  t| 
wait. 

Grady  Smit| 
Arlington,  Te? 

SEniNG  THE  RECORD  STRAIGHT 
ON  DRUG  DEVELOPMENT 

"New  drugs:  Why  so  many  delays'/ 
(Science  &  Technology,  Mar.  11)  coi 
rectly  points  out  that  the  process 
drug  development  and  approval  is 
complex  one.  However,  I  take  serioul 
issue  with  a  quote  attributed  to  me. 
was  not  asked  for  my  point  of  vie\\ 
about  drug  development,  since  it's  nc 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 


LESS  HELP  FROM 
HOUSING  SUBSIDIES 


.40 


FEDERAL  BUDGET  FOR 

HOUSING  ASSISTANCE  AS 

PERCENT  OF  GDP 


'95      FISCAL  YEAR 
A  PERCENT 

Data:  Office  of  Management  and 
Budget;  Bureau  of  Economic  Analysis 


in  the  chart  that 
accompanied  the 
article  "Do  hous- 
ing  subsidies 
work?"  (Economic 
Trends,  Feb.  18) 
a  decimal  point 
was  dropped  from 
the  vertical  axis. 
A  corrected  chart 
appears  here,  up- 
dated with  the 
latest  available 
data. 


my  area  of  expertise.  The  authors  did 
choose  to  use — completely  out  of  con- 
text— a  remark  I  made  during  a  meet- 
ing discussing  consolidation  in  the 
biotech  industry.  I  said  that  a  pill  that 
shrinks  the  egos  of  biotech  CEOs  would 
go  a  long  way  toward  facilitating  a  con- 
solidation. Clearly,  I  was  not  talking 
about  the  regulatory  environment,  as 
your  article  implied. 

Tamar  Howson 

Senior  Vice-President 

Bristol-Myers  Squibb  Co. 

Princeton,  NJ. 

Nontoxic  drugs,  which  are  demon- 
strably less  dangerous  than  the  disease 
against  which  they  are  aimed,  need  to 
be  genuinely  fast-tracked  and  released 
to  informed  patients  willing  to  assTime 
the  risk  that  the  drugs  have  not  gone 
through  every  proof  and  every  bureau- 
cratic obstacle  that  the  agency  can  de- 
vise. Cancer  patients  such  as  my  wife 
cannot  wait. 

Zachary  Franks 
Portland,  Ore. 

THREE  CHEERS  FOR 
EARLY-DECISION  ADMISSION 

Applying  for  early-decision  admission 
merely  requires  an  applicant  to  deliber- 
ate earlier,  not  for  a  shorter  period 
("Second  thoughts  on  early  decision," 
BusinessWeek  Investor,  Mar  11).  How 
many  teenagers  confront  tough  deci- 
sions before  some  deadline  is  imposed 
upon  them,  anyway?  A  student  who  is 
accepted  via  early  decision  will  not  be 
competing  with  his  or  her  classmates.  It 
is  common  for  good  students  to  collect 
college  admissions  letters  like  trophies, 
much  to  the  detriment  of  their  class- 
mates. Finally,  early-decision  admission 


means  less  pressure  from  the  college 
application  process  and  more  enjoyment 
of  one's  second  semester  of  senior  year 
in  high  school.  ^ 

Reeve  E.  Chudd 
Pacific  PaUsades,  Calif. 

ENRON:  NO  PROFITS. 

NO  TAXES  IS  MORE  LIKE  IT 

In  Enron  Corp.'s  case,  it  was  neces- 
sary to  avoid  paying  taxes  on  income 
that  never  existed  ("Tax  dodging:  Enron 
isn't  alone,"  News:  Analysis  &  Com- 
mentary, Mar.  4).  Enron  doesn't  belong 
on  your  list  of  "big  profits,  low  taxes." 
"No  profit,  no  taxes"  is  more  accurate. 
But  just  think  how  busy  people  were 
while  digging  one  hole  to  fill  another. 

G.  Thomas  Fields 
Indianapolis 

LIBERAL  ARTS  COLLEGES  HAVE 
MASTERED  THE  PERSONAL  TOUCH 

Lawrence  H.  Summers  hopes  to  im- 
prove undergraduate  education  at  Har- 
vard University  by  persuading  profes- 
sors to  spend  more  time  with  students 
("Harvard,"  Cover  Story,  Feb.  18).  He 
should  look  to  hberal  arts  colleges  such 
as  Carleton,  Ripon,  and  Kenyon  as  his 
models.  They  have  mastered  the  per- 
sonal approach  to  undergraduate  edu- 
cation. They  supply  "wonderfiil  citizens  " 
people  who  continue  the  personal  ap- 
proach in  their  own  careers,  enhancing 
our  everyday  lives.  Of  course,  these 
"wonderful  citizens"  did  not  run  the  sev- 
enth-largest corporation  in  America — 
Enron — but  maybe  they  should  have. 

Andrew  Dickson 
Dundee,  lU. 

BARRO  GOT  IT  WRONG  ABOUT 
AMERICAN  VOLUNTEERISM 

Robert  J.  Barro  always  has  a  way  of 
bringing  out  the  good  points  of  things 
by  critiquing  them.  In  this  case,  his  col- 
umn underlined  the  best  part  of  Presi- 
dent Bush's  State  of  the  Union  address, 
which  was  all  about  "volimteerism,"  by 
saying  it  was  the  worst  part  ("The  State 
of  the  Union:  Bush  mostly  got  it  right," 
Economic  Viewpoint,  Feb.  25).  Barro's 
critique  seems  to  allude  to  the  fact  that 
funds  and  time  donated  to  nonprofit  ac- 
tivities frequently  miss  their  mark. 
Doesn't  the  Enron  scandal  show  that 
funds  contributed  to  business  activity 
also  may  miss  their  mark? 

Bob  Milbrath 

Assistant  Professor  of  Accounting 

University  of  Houston 

Houston 


Volunteerism  is  an  American  ti 
tion — a  strength,  not  a  weakness. 
U.  S.'s  $10  trillion  gross  domestic  pre 
uct  is  not  only  the  world's  largest  ecc 
omy,  but  we  are  bigger  than  we  appe 
because  of  no-cost  and  off-the-recol 
volimteerism.  Volunteerism  contribut 
to  the  production  side  of  the  equation 
while  adding  nothing  to  the  cost 
Pretty  neat.  Only  a  wealthy  democr 
can  afford  to  accelerate  its  well-bei^ 
through  volunteerism. 

Jack  Moc 
Lemon  Grove, 

HARLEY  OWNERS  AREN'T  OUT 
TO  SAVE  MONEY 

Regard  "Harley  investors  may  get! 
wobbly  ride"  (Finance,  Feb.  11)  Harl( 
Davidson  has  never  been  the  mote 
cycle  for  the  most  cost-conscious  buy^ 
just  the  proudest. 

Eric  Pa 
Washington, 
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It's  not  how  many  ideas  you  have.  It's  how  many  you  make 
happen.  So  whether  it's  your  idea  or  Accenture's,  we'll  help  you 
turn  innovation  into  results.  See  how  at  accenture.com 

Consulting  •  Technology  •  Outsourcing  •  Alliances 
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not  how  many  ideas  you  have, 
how  many  you  make  happen. 

In  early  2000,  the  world's  number  one  computer  company  set  out 
to  upgrade  its  already  world-class  manufacturing  infrastructure 
with  a  bold  yet  simple  premise:  "build  more  systems  with  less 
inventory."  I  am  Dell's  idea,  delivered.  In  about  100  days, 
Accenture  and  Dell  conceived  and  implemented  an  approach  that 
allows  Dell  to  operate  on  no  more  than  two  hours  of  inventory 
at  a  time.  Now  in  place  in  Dell's  plants  around  the  world,  this 
system  has  already  generated  a  500%  return  on  investment, 
while  enabling  Dell  to  adapt  more  quickly  to  rapidly  changing 
technologies. 
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Claims  is  the  nexus  of  cost  and  service  for  property  and 
casualty/general  (P&C)  insurers.  Improvements  to  the  claims  process 
represent  the  single  greatest  opportunity  for  P&C  carriers  to  reach 
the  next  level  of  profitability.  I  am  Chubb's  idea,  delivered. 
Accenture  is  partnering  with  the  Chubb  Group  of  Insurance 
Companies  to  develop  an  easy-to-use  Web-based  solution  to  manage 
Chubb's  claims  process  via  the  Internet.  Drawing  upon  the 
most  advanced  technology  available,  this  system  is  revolutionizing 
the  claims  process  by  allowing. claims  professionals  to  further 
improve  the  superior  service  for  which  Chubb  is  known. 

As  one  of  Europe's  leading  automakers,  Peugeot  saw  the  potential  of 
eCommerce  as  a  means  to  enhance  and  strengthen  relationships 
among  manufacturer,  dealers  and  customers  while  also  providing  an 
opportunity  to  extend  its  market  reach.  I  am  Peugeot's  idea,  delivered 
Drawing  upon  a  combination  of  vast  auto  industry  experience  and 
Internet  savvy,  Accenture  helped  create  peugeot.fr,  a  b-to-c  website 
that  includes  a  state-of-the-art  showroom,  used  car  searches  and 
dealer  contact  integration. 


To  see  h6w^)vh,can  deliver  innovation  in  your  industry, 
visit  us  at  accehture.com 
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BROADBAND  NEEDS 
HOME  IMPROVEMENT 


[f  high-speed 
lome  Internet 
access  were 
reliable 
ind  offered 
ivorthy 
content, 
people  would 
buy  it 
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WHAT'S  NEW  IN 
WIRELESS?  A  report  from 
the  Cellular  Telecommu- 
nications &  Internet 
Assn.  meeting  at 
Technology  &  You  at 
www.businessweek.com/ 
technology/ 


Lately,  the  broadband  industry  has  been 
spending  a  lot  of  time  in  Washington  lob- 
bying for  subsidies  and  warning  that  U.  S. 
economic  growth  will  suffer  unless  the  nation 
does  something  to  spur  high-speed  Internet  ac- 
cess in  homes.  Setting  aside  that  the  argument  is 
self-serving  and  dubious,  the  industry  should  be 
looking  for  salvation  a  lot  closer  to  home. 

The  folks  selling  residential  broadband,  mostly 
cable  operators  and  local  phone  companies,  have  a 
basic  marketing  problem  that  the  government 
can't  solve:  For  the  service  to  be  economically 
viable,  providers  have  to  charge  some  $40  to  $50 
a  month.  Yet  they  are  having  a  hard  time  per- 
suading potential  customers  that  they  will  get 
$40  to  $50  of  value. 

For    the    average    home  .^v 
user,  broadband  is  a  tough 
sell.  A  dial-up  line  will  do  just 
fine  to  read  a  half-dozen  e-mail 
messages,  buy  an  occasional  book, 
or  reserve  a  plane  ticket.  Peo- 
ple who  use  the  Web  to  work 
from  home  need  more  speed 
and    are    often    willing    to 
splurge  on  broadband.  But 
they  demand  a  level  of  serv-       ! 
ice  that  today's  suppliers  often 
fail  to  deliver. 

I  am  convinced  that  a  mass  ] 
market  for  high-speed  con- 
nections will  develop  when 
providers  offer  compelling  con- 
tent. For  most  people,  that  means- 
entertainment.  While  television-quality  Internet 
video  is  stUl  a  long  way  off,  music  works  very 
well  on  current  high-speed  connections.  But  the 
entertainment  industry  has  become  a  major  im- 
pediment to  online  distribution  of  music,  either 
for  downloading  or  Net  broadcast.  Broadband 
providers  might  do  better  lobbying  the  music 
industry  instead  of  Congress.  (Road  Rvinner  can 
start  at  home  with  its  AOL  Time  Warner  sister 
company,  Warner  Music.) 

There's  only  so  much  broadband  providers  can 
do  about  the  dearth  of  entertainment  content, 
but  they  have  no  one  to  blame  but  themselves 
for  their  service  troubles.  Based  on  complaints  I 
have  seen  in  Internet  forums,  my  experiences 
are  sadly  common.  I  have  had  cable-Internet  ac- 
cess through  Comcast  for  some  months.  In  gen- 
eral, I  have  been  happy  with  the  $40  monthly 
service.  But  in  early  February,  after  Comcast 
seemed  to  have  successfully  taken  over  man- 


agement of  the  system  from  the  now-defunct 
@Home,  my  Internet  service  became  extremely 
unreliable.  (I  never  used  @Home  e-mail,  so  I 
avoided  the  widespread  problems  of  the  mail 
transition.)  My  Net  connection  would  simply  stop 
working  for  periods  ranging  from  a  few  min- 
utes to  two  days.  Using  the  Net  was  like  picking 
up  the  phone  to  make  a  call  and  never  knowing 
if  there  would  be  a  dial  tone. 

As  the  outages  dragged  on,  I  made  a  series  of 
frustrating  calls  to  Comcast's  technical  support. 
Each  required  at  least  20  minutes  on  hold,  and 
each  ended  with  a  technician  telling  me  that  there 
was  a  network  problem,  they  were  working  on  it, 
and  they  had  no  idea  when  it  would  be  fixed.  Re- 
quests to  escalate  the  problem  to  a  higher  level  of 
support  were  refused.  The  detailed  e-mails  I  sent 
tech  support  produced  unsatisfactory  results:  In 
every  case  but  one,  the  only  response  I  got  was 
an  acknowledgement  that  my  message  had  been 
received.  The  exception  took  nine  days,  and  the 
message  from  "Adaku" — no  last  name,  no  return 
address — suggested  that  I  call  tech  support.  My 
service  has  since  improved  somewhat,  but  it  is  still 
far  less  than  satisfactory.  And  a  promised  credit 
for  three  weeks  of  lost  service  failed  to  appear  on 
my  March  bill. 

In  the  midst  of  my  Comcast  woes,  I  re- 
ceived an  invitation  from  Verizon  Com- 


munications, the  latest  of  many,  to  sign  up  for 
their  DSL  service.  The  letter  was  signed  by 
Michael  C.  Bolduc,  general  manager  for  con- 
sumer services,  and  included  an  e-mail  address.  I 
responded  by  asking  whether  Verizon  had  cor- 
rected a  specific  situation  that  has  always  pre- 
vented me  from  getting  DSL.  After  two  weeks, 
I'm  still  waiting  for  a  response. 

My  wife  and  I  both  make  extensive  profes- 
sional use  of  the  Internet,  often  at  the  same 
time,  so  we  are  prime  broadband  customers.  We 
are  more  than  willing  to  pay  the  $40  a  month, 
but  only  for  service  that  is  there  when  we  need 
it.  Between  not  offering  enough  value  for  casual 
customers  and  not  providing  reliable  service  for 
demanding  users,  the  industry  has  real  prob- 
lems. Addressing  them  would  be  a  much  better 
use  of  resources  than  looking  for  bailouts  in 
Washington.  ■ 
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HOT  TYPE 


CORPORATE   CONDOTTIERI    SHOULDN'T    EXPECT 

to  get  combat  tips  from  Warrior  Poli- 
tics, No.  15  on  this  month's  hardback  list.  Instead  of  shelving 
The  Atlantic  Monthly  writer  Robert  D.  Kaplan's  meditation  on 
geopolitics  and  philosophy  next  to  The  Leadership  Secrets  of 
Attila  the  Hun,  booksellers  should  put  it  amid  science  fiction. 
"Ancient  history,"  the  author  opines,  "is  the  surest  guide  to 
what  we  are  likely  to  face  in  the  early  decades  of  the  21st 
century."  With  that  as  his  thesis,  Kaplan  ruminates  upon  the 


teachings  of  such  classical  savants  as  Sun-Tzu,  Thucydides 
Livy,  and  Homer,  along  with  relative  moderns  Niccolo  Machi 
avelli,  Thomas  Hobbes,  and  Thomas  Malthus.  The  result  is  c 
mishmash  of  conventional  pieties  (e.g.,  Churchill  is  good 
Chamberlain,  bad),  term-paperism,  and  futurist  hokum.  There'll 
be  a  "withering  of  nation-states,  the  rise  of  city-states, 
and... a  benign  feudalism"  ruling  the  globe.  Hey,  Scotty. 
beam  me  down  a  copy  of  The  Peloponnesian  Wars. 

BY  HARDY  GREEN 
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VIAGRA.  It  works  for 

older  guys.  Younger  guys. 

Even  skeptical  guys. 


Think  youre  too  young  for  VIAGRA?  Do  you  figure, 
"It  only  happens  once  in  a  while,  so  I'll  just  live  with  it"? 
Then  nothing's  going  to  change,  especially  your  sex  life. 

See,  erection  difficulties,  such  as  erectile  dysfunction 
(ED),  are  a  health  condition,  ED  can  be  caused  by  many 
common  factors,  including  smoking,  stress,  and  high  blood 
pressure.  In  fact,  1  out  of  3  men  of  all  ages  have  ED  to  some 
degree.  Fortunately,  VIAGRA  can  help  men  both  get  and 
keep  an  erection.  U^hich  is  why  more  than  9  million  men 
have  turned  to  VIAGRA  to  treat  their  ED. 

For  more  information,  call  1-888-4VIAGRA  or  visit 
www.viagra.com.  VIAGRA  has  already  helped  many  love  lives. 
How  can  it  help  yours? 

—  —  —  <S) 


(sildenafil  citrate) lahk^ 


loin    the    millions.    Ask    your    doctor    if    a    free    sample    is    right    for    you. 

VIAGRA  is  indicated  forthe  treatment  of  erectile  dysfunction.  Remember  that  no  medicine  is  for  everyone.  If  you 
jse  nitrate  drugs,  often  used  to  control  chest  pain  (also  known  as  angina),  don't  take  VIAGRA.  This  combination 
lould  cause  your  blood  pressure  to  drop  to  an  unsafe  or  life-threatening  level. 

Discuss  your  general  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in  sexual 
activity.  If  you  experience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection  that  lasts  longer 
:han  4  hours,  seek  immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing, 
Eind  upset  stomach.  Less  commonly  bluish  vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 


Please  see  patient  summary  of  information  for  VIAGRA  {2'?-mg.  50-mg.  1 00-mg)  tablets  on  the  following  page 


n 


t     h 


m 


1     1 


n 


s  . 


PATIENT  SUMMARY  OF  INFORMATION  ABOUT 


(sildenafil  curate)  laHm 

This  summary  contains  important  information  about 

VIAGRA^.  It  is  nol  meant  to  \aKe  ttie  place  ol  your  doctor's 
instructions.  Read  ttiis  inlornnation  carefully  before  you  start  tal<ing 
VIAGRA.  Ask  your  doctor  or  ptiarmacisl  if  you  do  not  understand  any 
of  ttiis  information  or  if  you  want  to  know  more  about  VIAGRA. 

Ttiis  medicine  can  fielp  many  men  wtien  it  is  used  as  prescribed  by 
their  doctors.  However.  VIAGRA  is  not  for  everyone.  It  is  intended  for 
use  only  by  men  wfio  fiave  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking 
medicines  that  contain  nitrates  ol  any  kind,  at  any  time. 
This  includes  nitroglycerin.  If  you  take  VIAGRA  with  any 
nitrate  medicine  your  blood  pressure  could  suddenly  drop 
to  an  unsafe  or  lile  threatening  level. 

What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in 
men.  It  can  help  many  men  who  have  erectile  dysfunction  get  and 
keep  an  erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA  helps 
a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually 
excited 

How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more 
blood  than  usual.  The  penis  then  expands  and  hardens.  This  is  called 
an  erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows 
out  of  the  penis  back  into  the  body  The  erection  goes  away.  If  an 
erection  lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently 
damage  your  penis.  You  should  call  a  doctor  immediately  if  you  ever 
have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot 
have  an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a 
frequent  problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you 
start  any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your 
heart  is  healthy  enough  to  handle  the  extra  strain  of  having  sex.  If 
you  have  chest  pains,  dizziness  or  nausea  during  sex,  stop  having 
sex  and  immediately  tell  your  doctor  you  have  had  this  problem. 

How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps 
the  penis  fill  with  enough  blood  to  cause  an  erection.  Alter  sex  Is 
over,  the  erection  goes  away. 

VIAGRA  Is  Not  for  Everyone 

As  noted  above  {How  Sex  Atlects  the  Body),  ask  your  doctor  if  your 
heart  is  heafthy  enough  for  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates-either 
regularly  or  as  needed-you  should  never  take  VIAGRA.  If 

you  take  VIAGf^A  with  any  nitrate  medicine  or  recreational  drug 
containing  nitrates,  your  blood  pressure  could  suddenly  drop  to  an 
unsafe  level.  You  could  get  dizzy  faint,  or  even  have  a  heart  attack  or 
stroke.  Nitrates  are  found  in  many  prescription  medicines  that  are 
used  to  treat  angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nllroglycerin  (sprays,  ointments,  skin  patches  or  pastes, 
and  tablets  Ihat  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets 
that  are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  if  any  of  your  medicines 
contain  nitrates,  or  if  you  do  not  understand  what  nitrates  are,  ask 
your  doctor  or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV-the  virus  thai 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  lor  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erei^ile  dysfunction 
and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  vlth  your  other 
medicines.  Your  doctor  should  determine  if  your  heart  .s  healthy 
enough  to  handle  the  extra  strain  ol  having  sex. 

Be  sure  lo  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angind  chest  pain, 
heart  failure,  irregular  heart  beats,  or  heart  attack; 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 


The  blue  diamond  tablet  shape  is  a  trademark  ol  Plizer  Inc. 


•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems  "^ 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  ol  the  other  ingredients  of 
VIAGRA  tablets 

•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  Ijad  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking 
any  medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies. 
Remember,  VIAGRA  should  never  be  used  with  medicines  that 
contain  nitrates  (see  VIAGRA  Is  Not  lor  Everyone).  II  you  are  taking  a 
protease  inhibitor,  your  dose  may  be  adjusted  (please  see  Finding 
the  Right  Dose  lor  You.)  VIAGRA  should  not  be  used  with  any  other 
medical  treatments  that  cause  erections.  These  treatments  include 
pills,  medicines  that  are  injected  or  inserted  into  the  penis,  implants 
or  vacuum  pumps 

Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 
If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney 
problems,  your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of 
VIAGRA.  If  you  are  taking  protease  inhibitors,  such  as  for  the 
treatment  of  HIV  your  doctor  may  recommend  a  25  mg  dose  and  may 
limit  you  to  a  maximum  single  dose  of  25  mg  of  VIAGRA  in  a 

48  hour  period. 

How  To  Talce  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a 
high-fat  meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine 
may  take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an 
erection  when  you  are  sexually  excited.  You  will  not  get  an  erection 
just  by  taking  the  pill. 

Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These 
effects  are  usually  mild  to  moderate  and  usually  don't  last  longer  than 
a  few  hours.  Some  of  these  side  effects  are  more  likely  to  occur  with 
higher  doses.  The  most  common  side  effects  of  VIAGRA  are 
headache,  flushing  of  the  face,  and  upset  stomach.  Less  common 
side  effects  that  may  occur  are  temporary  changes  in  color  vision 
(such  as  trouble  telling  the  difference  between  blue  and  green  objects 
or  having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to 
light,  or  blurred  vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an 
erection  that  lasts  more  than  4  hours.  If  not  treated  right  away, 
permanent  damage  to  your  penis  could  occur  (see  How  Sex  Affects 
the  Bod^. 

Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  lo 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

Accidental  Overdose 

In  case  ol  accidental  overdose,  call  your  doctor  right  away 

Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its 
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HARVARD  DESIGN  SCHOOL 
GUIDE  TO  SHOPPING 
Project  on  the  City  2 

Edited  by  Chuihua  Judy  Chung,  Jeffrey  Inab 
Rem  Koolhaas,  Sze  Tsung  Leong 
Taschen  .  800pp  •  $50 


WE  SHOP, 
THEREFORE 
WE  ARE 


r: 


Rem  Koolhaas  likes  to  think  bi 
In  1995,  the  brilliant  and  unprj 
dictable  Dutch  architect  coUab^  ftp 
rated  with  graphic  designer  Bruce  Ma  \g: 
to  publish  S,M,L,XL,  a  1,345-page  cindt  it^ 
block  exploring  the  state  of  contempt  pfjj 
rary  architecture.  It  was  an  intimidatir  f^  j, 
yet  seductive  object,  a  publishing  Nii  jj^ 
gara  overflowing  with  essays,  picturi 
charts,  maps,  advertisements,  and  ev- 
its  own  dictionary. 

Now  comes  Koolhaas'  latest  pubhs) 
ing  prank,  the  Harvard  Design  Schoi 
Guide  To  Shopping,  which  runs  a  mei 
800  pages.  Thankfully,  the  Guide  is  n( 
another  critique  of  the  evils  of  con 
sumerism  or  some  kind  of  fin  de  siec 
Whole  Earth  Catalog.  Instead,  its  aii 
thors  break  new  groimd  by  donning  ai 
thropologists'  hats  to  study  retailing  arAjj 
its  relationship  to  urban  life.  Koolhas  ^^ 
and  his  band  of  pranksters  insightfull  d, 
explore  the  global  history  of  shoppinj 
the  technologies  that  have  spurred  it  j, 
growth,  and  its  relationship  with  politic 
culture,  and  architecture. 

The  volume  is  based  on  the  intriguin 
idea  that  "shopping  is  arguably  the  las 
remaining  form  of  public  activity"  an 
"one  of  the  principal . . .  modes  by  whic 
we  experience  the  city."  The  Guide  i 
the  second  installment  of  a  hoity-toit 
Koolhaas-led  Harvard  Design  Scho( 
venture.  The  Project  on  the  City,  "a 
ongoing  research  effort  that  examine 
the  effects  of  modernization  on  the  ui  ^, 
ban  condition."  (The  project's  first  vo 
ume  considered  China's  Pearl  Rive 
Delta  region,  and  future  efforts  will  e> 
plore  Lagos,  Nigeria,  and  the  classic 
Roman  city.)  This  Guide  includes  42  e: 
says  written  by  20-odd  architects  an 
architectural  critics,  a  few  of  whom  als 
helped  edit  the  book.  In  typical  Koo 
haas  fashion,  it  is  a  handsome  thin 
marked  by  a  kitchen-sink  style.  Beaut 
ful  photos  and  photo  collages,  quirk 
charts  and  graphs,  and  fascinating  hit 
torical  documents  (such  as  a  cover  i 
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■tration  taken  from  the  1949  Otis  El- 
^ptor  Co.  brochure)  fly  off  the  page. 
In  an  opening  section/timeline  called 
volution,"  Koolhaas  traces  the  origins 
shopping  to  7000  B.  C,  when  the  city 
Catalhoyuk,  in  modem-day  Turkey, 
IS  formed  to  trade  commodities.  Then 
e  Guide  frolics  through  9,000  years, 
dng  us  all  the  way  up  to  the  advent 
the  Internet  and  e-commerce.  There 
e  lots  of  fascinating  statistics:  In  a 
ction  entitled  "Scope,"  we  learn  that 
e    U.S.    averages   the   most   retail 

euare  feet  per  person,  31,  compared 
th  10  in  Britain,  which  is  No.  2.  The 
S.  also  devotes  the  most  space  to  re- 
iling — 39%  of  the  world's  total,  com- 
bed with  37%  for  Asia — and  is  home 
most  of  the  world's  largest  shopping 
nglomerates.  If  retailers  were  classi- 
''\  \d  as  countries,  the  Guide  notes,  Wal- 
'JPflart  Stores  Inc.  would  be  the  24th 
■''*  ost  productive  nation  in  the  world. 
, '*  Key  to  the  evolution  of  retail  were 
"'*  1^0  technological  developments:  air  con- 
'^f  tioning  and  escalators.  The  latter,  as- 
Iftrt  architects  Srdjan  Jovanovic  Weiss 
^^  id  Sze  Tfeung  Leong,  has  had  a  greater 
impact    on    shopping 
than  any  other  inven- 
tion.  By   enabling   a 
seamless  flow  of  peo- 
ple   and    commerce, 
they  say,  the  escalator 
made  possible  the  cre- 
ation of  the  depart- 
ment store  at  the  turn 
of  the  20th  century. 
There  are  numerous 
Lher  offbeat  liffs.  One  essay,  by  Daniel 
^[erman,  explores  the  contempt  that 
lodem  architects  hold  for  retailing  ar- 
"SKitecture.  There's  a  poignant  12-page 
hoto  essay  documenting  "dead  malls." 
"^Ind,  in  a  sort  of  surprise  homage 
Acked  away  between  pages  593  and 
17,  Koolhaas  interviews  Denise  Scott 
^'(rown  and  Robert  Venturi,  authors  of 
*"  le  classic  architectural  book  Learning 
'rom  Las  Vegas. 
Despite  its  wealth  of  worthy  materi- 
I'll,  the  Guide's  inventory  is  missing  a 
w  key  items.  The  book  never  consid- 
s  why  people  today  find  shopping  so 
'Important.    Koolhaas   is   a   top-notch 
^  Polemicist  whose  first  book.  Delirious 
^''  <Jew  York,  was  a  fascinating  "manifesto" 
^br  Manhattan.   But  his  essay  here, 
•^  Junkspace,"  is  a  snoozer  that  doesn't 
'^lave  much  to  do  with  the  subject  at 
•■'land.  And  the  book  barely  touches  on 
"'  he  future  of  retail.  Still,  the  Guide  to 
^ihoppitig  earns  a  place  on  the  checkout 
line  with  its  unique,  energetic,  and  col- 
^i  irful  perspective  on  an  all-powerful  yet 
"  itrangely  invisible  force. 
\  BY  SPENCER  E.  ANTE 

*'    Ante  covers  technology  but  writes 
hbout  culture  in  his  spare  time. 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


BIG  STEEL  DOESN'T  NEED 
ANY  MORE  PROPPING  UP 


WRONG: 

Bush's  call 
for  new  steel 
tariffs 
prolongs  a 
sad  legacy 
of  price 
supports 
that  benefits 
owners  and 
workers — 
but  not 
America 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  ttie  Hoover  Institution 
(rjbweek@harvard.edu). 


I  like  many  of  President  George  W.  Bush's 
policies,  especially  the  committed  pursuit  of 
the  war  on  terrorism.  His  approach  to  tax 
poHcy  is  also  commendable  in  many  respects. 
However,  any  fan  of  the  President  had  to  be 
very  disappointed  by  his  decision  to  implement 
high  tariffs  on  steel  imported  into  the  U.  S. 

The  President's  defense  was  pathetic:  He  ar- 
gued that  the  steel  tariffs  were  somehow  con- 
sistent with  free  trade,  that  the  domestic  indus- 
try was  important  and  struggling,  and  that  the 
relief  was  a  temporary  measure  to  allow  time  for 
restructui-ing.  One  reason  that  this  argument  is 
ludicrous  is  that  U.S.  integrated  steel  compa- 
nies ("Big  Steel")  have  received  various  forms  of 
government  protection  and  subsidy  for  more 
than  30  years. 

The  protectionist  tradition  dates  back  to  1969, 
when  President  Richard  M.  Nixon  forced  Japan 
and  Europe  to  accept  so-called  voluntary  export 
restraints  to  avoid  formal  U.S.  quotas.  (This  un- 
fortunate economic  policy  fit  in  well  with  other 
Nixonian  economic  errors,  including  price  con- 
trols, a  sharp  expansion  of  Social  Security  bene- 
fits, the  Endangered  Species  Act,  and  the  55- 
mile-per-hour  speed  limit.  I  have  long  argued 
that  Nixon  deserved  to  be  impeached  for  eco- 
nomic policy,  if  not  for  Watergate.) 

Instead  of  encouraging  the  industry  to  re- 
structure, the  long-term  protection  has  sustained 
inefficient  companies  and  cost  U.S.  consumers 
dearly.  As  Anne  0.  Krueger,  now  deputy  manag- 
ing director  of  the  International  Monetaiy  Fund, 
said  in  a  report  on  Big  Steel  in  2000:  "The  Amer- 
ican Big  Steel  industry  has  been  the  champion 
lobbyist  and  seeker  of  protection. ...  It  proxides  a 
key  and  disillusioning  example  of  the  ability  of 
special  interests  to  lobby  in  Washington  for  meas- 
ures which  hurt  the  general  public  and  help  a 
very  small  group."  Another  way  to  say  this  is 
that  for  each  doUar  American  taxpayers  and  con- 
sumers pay  for  steel  protection,  perhaps  50<?  ben- 
efits ow^ners  and  workers  at  big  U.S.  steel  com- 
panies and  the  other  50<2  is  wasted. 

Since  the  1950s,  Big  Steel  has  been  reluctant 
to  make  the  investments  needed  to  match  the 
new  technologies  introduced  elsewhere.  It  was 
slow  to  replace  open-hearth  furnaces  with  basic 
oxygen  furnaces  and  was  late  in  introducing  con- 
tinuous casting.  Big  Steel  also  acquiesced  to  high 
wages  for  its  unionized  labor  force.  Hence,  the 
companies  have  difficulty  in  competing  not  only 
with  more  efficient  producers  in  Asia  and  Europe 
but  also  with  technologically  advanced  U.  S.  mini- 
mills,  which  rely  on  scrap  metal  as  an  input. 


t' 


Led  by  Nucor  Corp.,  these  mills  now  captu 
about  half  of  overall  U.  S.  sales. 

The  profitabHity  of  U.S.  steel  companies  d 
pends  also  on  steel  prices,  which,  despite  a 
tempts  at  protection  by  the  U.  S.  and  other  go 
ernments,  are  determined  primarily  in  w'or 
markets.  These  prices  were  relatively  high  ; 
recently  as  early  2000  but  have  since  decUnt 
with  the  world  recession  to  reach  the  lowe 
dollar  values  of  the  last  20  years.  Although  the. 
low  prices  are  imfortunate  for  U.S.  producei 
they  are  beneficial  for  the  overall  U.  S.  econorr 
The  low  prices  are  also  a  signal  that  the  inef 
dent  Big  Steel  companies  should  go  out  of  bu.' 
ness  even  faster  than  they  have  been. 

Instead  of  leaxing  or  modernizing,  the  dyir 
Big  Steel  industry'  complains  that  foreigners  dun 
steel  by  selling  at  low  prices.  However,  it  is  hai  ' 
to  see  why  it  is  bad  for  the  overall  U.  S.  econon 
if  foreign  producers  wish  to  sell  us  their  goods  . 
low  prices.  After  aU,  the  extreme  case  of  dumpir 
is  one  where  foreigners  give  us  their  steel  f 
free  and  w^hy  would  that  be  a  bad  thing? 

Once  Bush  relinquished  Republican  claims 
the  free-trade  mantle  by  championing  steel  pr 
tection,  one  might  have  expected  Democrats  f|J!: 
take  up  the  cause.  Democrats  could  also  ha\ 
complained  about  the  corporate  welfare  coi 
tained  in  Bush's  actions.  Instead,  the  main  D( 
mocratic  objection  is  that  Bush  did  not  go  ft 
enough,  that  he  should  have  enacted  steep* 
tariffs.  How  sad,  but  the  obvious  explanatit 
for  the  Democratic  stance  is  that  protection  bei 
efits  unionized  steel  workers,  as  well  as  stei 
companies,  in  some  politically  important  state 
Both  parties  are  trying  to  get  these  union  vote 
for  the  upcoming  November  elections  and  ai 
hoping  that  the  rest  of  the  electorate  wiU  not  n( 
tice  that  they  have  been  harmed. 

I  am  confident  that  Bush's  main  economic  a( 
visers  deplore  the  new  steel  tariffs.  But  ther 
remains  the  question  of  what  they  are  supposed  t 
do,  now  that  the  President  has  rejected  their  ai 
guments.  Going  public  in  opposition  to  a  maji 
part  of  an  Administration's  economic  policy  is  n 
consistent  with  remaining  as  a  functioning  part 
the  economic  team.  Hence,  the  real  choice  is  bt 
tween  keeping  mostly  quiet  (as  seems  to  be  ha] 
pening),  except  for  IVeasurj'  Paul  O'Neill,  or  bein 
sufficiently  disgusted  to  leave  the  govemmen 
Probably,  I  would  choose  the  latter  course.  Bi 
this  choice  would  be  easy  for  me  because,  excej 
for  the  time  when  President  Ronald  Reagan  w^i 
first  elected  in  1981,  I  never  wanted  a  position  i 
a  policy  ad\iser  in  the  first  place.  i 
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Economic  Trends 


EDITED  BY  PETER  COY 

U.S.  CONSUMERS: 
NOT  SO  BROKE 

Others  in  the  G-7  carry  more  debt 

As  the  economy  sank  into  recession 
in  2001,  American  consumers  kept 
spending  and  borrowing  at  a  rapid  pace. 
That  led  some  economists  to  worry  that 
debt-laden  consumers  would  be  tapped 
out  and  unable  to  fuel  the  recovery. 

But  according  to  Bruce  Steinberg, 
chief  economist  at  Merrill  Lynch  &  Co., 

AMERICANS  HAVE  STRONG 
BALANCE  SHEETS 


FINANCIAL  NH 
WORTH* 


FINANCIAL 
ASSETS*  LIABILITIES 

,  PERCENT     *AS  PERCENT  OF  DISPOSABLE  INCOME,  2000 

Data:  Meirill  Lynch  &  Co. 


U.S.  consumers  were  in  good  financial 
shape  going  into  the  recession,  especial- 
ly compared  with  other  large  industri- 
alized countries.  Based  on  2000  data — 
the  latest  available  across  countries — ^the 
financial  net  worth  of  all  U.S.  house- 
holds was  365%  of  total  disposable  per- 
sonal income.  That  was  the  highest  ratio 
in  the  Group  of  Seven  major  economies. 

This  high  level  of  financial  net 
worth — which  includes  stocks,  bonds, 
and  bank  accounts,  but  excludes  real 
estate — means  that  "there  is  httle  evi- 
dence Americans  were  particularly 
stretched"  during  the  recession,  ob- 
serves Steinberg.  And  while  new  data 
fi'om  the  Federal  Reserve  show  that  fi- 
nancial net  worth  dropped  about  8%  in 
2001,  that's  not  enough  to  change  his 
conclusions.  "The  balance  sheet  is 
frankly,  even  after  the  bear  market,  in 
excellent  shape,"  says  Steinberg. 

Despite  the  attention  given  to  the 
borrowing  of  U.  S.  consumers,  they  are 
not  terribly  debt-laden  when  compared 
to  other  countries,  he  notes.  Among  the 
G-7  coimtries,  Americans  had  the  third- 
lowest  ratio  of  liabilities  to  disposable  in- 
come. The  liability  ratio,  Steinberg 
points  out,  was  "highest  for  the  fa- 
mously thrifty  Japanese  and  Germans." 
On  the  asset  side,  Americans  benefited 
from  the  long  bull  market,  even  taking 


into  account  the  downturn  of  the  last 
two  years.  In  contrast,  Japan's  bear 
market  wiped  out  about  half  of  Japanese 
households'  net  worth.  ^ 

To  be  sure,  Steinberg  believes  U.S. 
households  will  have  to  save  more  to 
make  up  for  more  modest  gains  in  the 
stock  market.  He  forecasts  a  -2%  in- 
crease in  the  official  savings  rate  during 
the  next  couple  of  years.  Nevertheless, 
he  thinks  spending  will  remain  healthy 
because  job  growth  will  raise  incomes. 
By  James  Mehring 


WHEN  HOSPITALS 
GET  GRADED 

There's  a  downside  to  rankings 

Report  cards  for  hospitals  are  in- 
tensely controversial.  Advocates  say 
that  they  help  patients  find  the  best 
doctors  and  hospitals  and  push  health- 
care providers  to  improve  quality.  Crit- 
ics respond  that  report  cards  encour- 
age hospitals  to  reject  sick  patients, 
who  are  harder  to  treat  and  drag  down 
performance  scores. 

A  new  study  sides  with  the  critics. 
It's  based  on  the  experience  of  elderly 
heart  attack  victims  in  New  York  and 
Pennsylvania,  states  which  began  to 
pubUsh  mortality  rates  for  coronary  by- 
pass surgery  for  particular  hospitals  and 
surgeons  in  the  early  1990s.  The  au- 
thors are  David  Dranove  and  Mark  A. 
Satterthwaite  of  Northwestern  Univer- 
sity's Kellogg  School  of  Management, 
Daniel  P.  Kessler  of  Stanford  Universi- 
ty's Graduate  School  of  Business,  and 
Mark  McClellan,  a  member  of  the  Pres- 
ident's Council  of  Economic  Advisers. 

The  researchers  found  that  after  re- 
port card  programs  began,  hospitals  in 
New  York  and  Pennsylvania  were  more 
hkely  to  do  bypass  surgeries  on  rela- 
tively healthy  patients.  That  improved 
their  marks,  just  as  critics  predicted. 
There  is  also  some  evidence  that  they 
were  less  likely  to  accept  sick  patients 
for  bypass  surgery. 

The  report  cards  led  to  a  rise  in 
Medicare  costs,  the  study  suggests.  One 
reason  is  that  hospitals  did  bypasses  on 
patients  who  otherwise  woiJd  have  got- 
ten cheaper  angioplasty  surgery — a 
switch  that  didn't  improve  outcomes. 
Another  is  that  sick  patients  who  went 
untreated  wound  up  back  at  the  hospi- 
tals with  more  heart  attacks. 

The  authors  caution  that  "our  results 
do  not  imply  that  report  cards  are 
harmful  in  general."  They  investigated 
only  the  short-term  effects  of  report 


cards  and  say  that  the  long-term  e^ 
fects  could  be  better.  They  also  poi 
out    that    the    report    cards    can 
changed  to  reduce  hospitals'  incentive 
to  alter  patient  care  in  counterproduc-] 
tive  ways. 


THE  WORK-AT- 
HOME  CONTINENT 

Many  Europeans  opt  for  housework] 

It's  conventional  wisdom  among  econc 
mists  that  Europe  isn't  as  good 
generating  jobs  as  the  U.S.  is.  Some 
evidence:  Only  64%  of  the  adult  popula-J 
tion  under  the  age  of  65  is  employed 
Europe,  compared  with  74%  in  the  U.  I 

But  according  to  a  study  by  Richard! 
B.  Freeman,  a  Harvard  University  econ-' 
omist,  and  Ronald  Schettkat,  an  econc 
mist  at  the  Netherlands'  Utrecht  I 
versity,    the    lower    employment-to- 
population  ratio  in  Europe  partially  re-| 
fleets  that  Europeans  perform  work 
home   for  themselves,   such  as   fooc 
preparation,  that  Americans  pay  other 
to  do.  In  the  early  1990s,  Americans 
spent  59%  of  their  work  time  in  paying 
jobs  outside  the  home,  while  GermansI 
spent  52%  of  their  work  time  on  work| 
at  home  for  themselves. 

That  difference  is  even  greater  for 
women.  American  women  spent  44%| 
more  time  in  market  activities  than  Ger-' 
man  women  in  the  early  1990s,  while! 
German  women  spent  a  third  more  time] 
in  unpaid  home  production  than  Ameri- 
can women.  Data  not  in  their  study! 
show  that  in  2000,  just  54%  of  women  in  I 
the  European  Union  worked  outside  thej 
home,  vs.  68%  in  the  U.  S.  (chart). 

Wages  and  taxes  also  come  into  play.| 
In  Europe,  even  many  low-skilled  work- 
ers have  good  educations  and  demand] 
high  pay.  If  a  woman  can  earn  only  a  I 
bit  more  by  working  outside  the  I 
home    than    she  — ^-— ^— — 


would  have  to  pay 
a  cleaning  lady, 
"it  doesn't  make 
sense  to  hire 
the  cleaning  lady," 
points  out  Free- 
man. Also,  taxes 
on  a  second  earn- 
er's wages  are 
so  high  in  Europe 
that  it  often 
doesn't  pay  for 
both  members  of 
a  couple  to  work. 
By  Margaret 
Popper 
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In  grade  school,  it  took  lots  of  colors  to  do  things  right. 

Now  it  just  takes  one. 


With  the  widest  array  of  transportation  services  in  the  industry,  Yellow  really  stands  out.  You'll  find  everything  you're  looiting  for  to  get  your  shipments  where  they 
need  to  be.  Like  the  broad  coverage  of  Standard  Ground,  and  the  guaranteed  service  of  Definite  Delivery.™  Yellow  also  offers  expedited,  time-definite  shipping  with 
Exact  Expressr  and  the  worldwide  coverage  of  Yellow  Global.  Our  Standard  Ground  Regional  Advantage  is  your  fast  choice  for  regional  service.  Plus,  Yellow  gives 
you  a  host  of  solutions  to  address  your  various  specialized  transportation  needs.  No  matter  which  you  choose,  your  shipments  get  there  intact  and  on  time.  In  fact, 
our  continuous  operational  improvements  have  helped  Yellow  become  the  first  carrier  in  the  industry  to  be  ISO  9001:2000  certified  for  quality.  And,  at  Yellow,  we're 
leading  the  way  with  award-winning  24/7  customer  service  centers  and  innovative  technology,  including  myyellow.com.  All  of  which  make  it  easy  to  see  why  the 
only  color  you  need  in  your  transportation  picture  is  Yellow. 


Big  shipments  for  business.  Anytime.  Anywhere.  At  any  speed.  Guaranteed.' 

ISO  aooi 

(ISO) 

CEHTIPIKD 

(1-800-610-6500 


YELLOW 


YES  WE  CAN 


www.myyellow.com 


©  2001  Yellow  Freight  System.  Inc. 

All  Rights  Reserved. 

•Applies  to  Exact  Express  and  Definite  Delwen/ 
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dare 

you 

to  find  a  software  provider  that 
more  about  manufacturing 

than  we  do. 


i^  mapicE 

\  Practical  Innovatic 


Whether  it's  ERP,  SCM  or  collaboration— if  it's  manufacturing,  MAPICS  knows  it  inside  out. 

For  more  then  20  years,  MAPICS  has  supported  the  needs  of  mid-market  manufacturers.  We've  never  lost  focus,  and  our 
software,  our  services,  and  our  record  of  handling  manufacturers'  business  issues  prove  it.  Con  any  software  company  say 
the  sonie?  they  may,  but  con  they  bock  it  up?  We  con — with  thousands  of  successful  implementations  with  mid-market 
manufacturers.  And  applications  .that  run  on  your  technology  platform — Windows  NT.  UNIX,  Linux  or  IBM  iSeries.  At  MAPICS, 
practical  innovation  is  not  just  talk;  it's  reality.  We  understand  manufacturers'  pain — like  finding  ways  to  increase  efficiencies 
while  improving  performance — and  we  provide  solutions  that  deliver  real  value  they  appreciate.  So  take  our  dare. 
See  for  yourself  why  MAPICS  is  the  best  choice  to  help  you  compete  better  in  today's  manufacturing  environment. 

Limited  Offer!  Visit  www.mapics.com/book  to  receive  your  free  copy  of  Good  to  Great:  Why  Some  Companies  Make 
the  Leap,  and  Others  Don't,  by  James  C.  Collins.  Supplies  are  limited,  so  do  it  today! 
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VO  MORE  PEDAL  TO  THE  METAL 
FOR  THE  FED 

Nith  growth  accelerating,  it  will  ease  up  on  the  gas-but  when? 


WHEN  WILL  THE  FED  EASE 
OFF  THE  ACCELERATOR? 


f  ■■RISRPSiSfflBfVfn  When  and  how  much?  Those 

are  the  questions  on  the  lips 
tf  investors,  bondholders,  and  other  Federal  Reserve 
vatchers.  The  Fed  kept  interest  rates  on  hold  at  its 
Vlar.  19  meeting.  But  the  accompanying  statement,  in 
vhich  the  Fed  abandoned  its  view^  that  economic  w^eak- 
less  was  the  greatest  risk  in  the  outlook,  makes  it 
dear  that  policymakers  are  thinking  about  the  timing  of 
*ate  hikes  in  order  to  bring  monetary  policy  back  to  a 
peutral  stance. 

I  Bear  in  mind  that  neutrality  does  not  mean  restrictive. 
[The  Fed's  aim  is  not  to  cool  off  an  overheating  economy 
but  to  ensure  that  today's  highly  stimulative  policy  does 
not  generate  one  in  2003.  In  the  coming  months,  the  Fed 
will  begin  to  take  its  foot  off  the  gas  pedal,  which  is  not 
the  same  as  slamming  on  the  brakes.  Prior  to  September 
11,  the  Fed  was  already  discussing  when  preemptive 
tightening  might  be  appropriate. 

Right  now,  the  current  fed- 
eral funds  rate  of  1.75%  looks 
increasingly  inappropriate,  giv- 
en the  rapidly  improving  tone 
of  economic  data  in  recent 
months.  Historically,  monetary 
policy  has  been  in  a  neutral 
stance  when  the  real  fed  fimds 
rate — the  target  rate  minus 
inflation — stood  at  about  2.5% 
(chart).  Anything  above  that 
rate  is  restrictive;  a  rate  be- 
llow is  stimulative.  By  that  definition,  today's  real  rate 
of  less  than  1%  is  too  low  for  an  accelerating  economy. 
J  Such  was  the  case  in  1994,  when  the  real  funds  rate 
was  about  1%,  and  the  economy  was  picking  up.  The 
Fed  began  a  series  of  rate  hikes  totaling  3  percentage 
points.  Don't  expect  that  much  tightening  this  time,  be- 
cause the  Fed's  two  main  concerns  in  1994 — rising  ca- 
pacity utilization  and  cost  pressures — are  absent  now. 

EVEN  SO,  TWO  OTHER  FACTORS  argue  for  some  rise 
in  short-term  rates — perhaps  as  early  as  June,  as  Wall 
Street  now  expects.  First,  the  stronger  tone  of  the 
recovery  has  lifted  the  yield  on  10-year  Treasury  notes 
by  more  than  40  basis  points  in  only  the  past  three 
weeks.  Policymakers  don't  want  to  fall  too  far  behind 
the  bond  market. 

Second,  the  Fed  pumped  out  a  massive  amount  of 
liquidity  following  September  11  in  order  to  keep  the  fi- 
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nancial  markets  on  an  even  keel,  which  in  hindsight 
may  have  been  excessive.  The  funds  rate  dropped  from 
3.5%  to  1.75%.  That  means  a  rise  of  175  basis  points 
over  the  course  of  2002  would  only  put  the  funds  rate 
back  to  its  stimulative  level  of  last  August. 

By  the  Fed's  next  meeting,  on  May  7,  the  Com- 
merce Dept.  will  have  released  its  first  look  at  first- 
quarter  real  gross  domestic  product.  The  latest  news  on 
business  inventories,  industrial  production,  and  foreign 
trade  indicates  real  GDP  is  growing  at  an  annual  rate  of 
about  4%  in  the  first  quarter.  However,  the  top-line  GDP 
number  won't  carry  a  lot  of  weight  at  the  Fed.  Instead, 
policymakers  vdll  focus  on  where  growth  came  from. 
How  much  was  due  to  an  upturn  in  the  inventory  cy- 
cle? How  much  reflected  increased  overall  demand? 

The  mix  is  important  be- 
cause it  will  determine  the 
pace  of  the  recovery  later  this 
year — and  of  policy  decisions. 
Indeed,  the  Fed  all  but  laid 
out  the  road  map  it  will  follow 
this  year.  The  policymakers 
plainly  stated  on  Mar.  19  that 
even  though  the  economy  is 
expanding  "at  a  signiflcant 
pace,"  growth  is  due  largely 
to  "a  marked  swing  in  inven- 
tory investment."  The  Fed's  worry:  If  the  economy 
grew  by  4%  in  the  first  quarter  with  a  slower  pace  of 
inventory  drawdovvni  accounting  for  3  percentage  points 
of  that  increase  and  domestic  demand  only  1  point, 
then  demand  is  too  slow  and  the  recovery  won't  last 
into  the  second  half. 

But  the  Fed  went  on  to  emphasize  that  "the  degree  of 
strengthening  in  final  demand  in  coming  quarters,  an  es- 
sential element  in  sustained  economic  expansion,  is  still 
uncertain."  So  if  first-quarter  growth  is  more  evenly 
divided,  v^nith  prospects  for  a  speed-up  in  demand  in 
the  second  and  third  quarters,  then  the  Fed  may  feel 
more  urgency  in  moving  policy  toward  neutral  sooner 
rather  than  later.  While  the  Fed's  words  lessen  the 
chances  of  a  rate  hike  at  the  May  meeting,  they  do  set 
the  criteria  for  a  possible  hike  at  the  June  25-26  meeting. 

THE  LATEST  DATA  seem  to  come  dowTi  on  the  "evenly 
mixed"  scenario.  Businesses  are  backing  off  from  last 
year's  feverish  pace  of  stock-cutting,  but  domestic  de- 
mand is  holding  up.  Factories  are  busier  in  response  to 
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rising  orders.  In  particular,  the  makers  of  tech  equipment 
are  boosting  output  at  a  rapid  clip  (chart,  page  27).  At 
the  same  time,  the  mder  trade  gap  in  Januaiy  sug- 
gests that  some  of  the  inventory  swing  is  benefiting 
foreign  producers.  Keep  in  mind  that  a  bigger  trade 
gap  subtracts  from  economic  growth,  but  a  rise  in  U.  S. 
imports  is  necessary  to  engender  a  global  rebound.  That 
will  eventually  boost  exports  as  well  and  help  to  better 
align  monetary  policy  around  the  world. 

The  Fed's  decision  to  shift  to  a  neutral  stance  was 
probably  made  easier  by  the  latest  good  news  on  in- 
dustrial production.  Output  at  factories,  utilities,  and 
mines  increased  0.4%  in  February  on  top  of  a  0.2% 
Januaiy  gain,  which  was  first  reported  as  a  0.1%  loss. 
Manufacturing  output  rose  0.3%  in  each  month,  the 
best  showing  since  mid-2000. 

Surprisingly,  the  long-ailing  tech  sector  is  leading 
the  charge.  Tech  production  is  growing  at  a  double-dig- 
it annual  rate  in  the  first  quarter,  vs.  almost  no  gain  in 
the  rest  of  manufacturing.  But  even  that  small  rise  in 
nontech  manufacturing  is  a  vast  improvement  from 
the  steep  decUnes  of  the  previous  six  quarters. 

SOME  OF  THAT  INCREASED  PRODUCTION  is  going 

into  inventories.  Stockpiles  at  manufacturers,  whole- 
salers, and  retailers  edged  up  0.2%  in  January,  the 
first  increase  in  a  year.  Business  sales  surged  1.1%, 
meaning  that  the  ratio  of  business  inventories  to  sales 
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INVENTORY  LEVELS  AR 
BACK  TO  NORMAL 


dropped  to  1.37,  the  lowest  in  almost  two  years 
course,  computerized  inventory  tracking  means  bi 
nesses  now  keep  fewer  goods  on  hand  than  they  di< 
decade  ago.  What's  important  for  future  product 
gains  is  that  the  January  inventory-sales  ratio  stood 
low  this  long-term  down  trend  (chart).  As  a  res 
orders  and  output  will  keep  rising  in  coming  mont 

Foreign  producers  will  reap 
some  of  the  benefits  from  the 
upturn  in  U.S.  demand  and 
inventory  rebuilding.  Imports 
surged  3.6%  in  January,  lead- 
ing to  a  sharp  •widening  in  the 
trade  deficit,  to  $28.5  billion 
from  December's  $24.7  billion. 
Exports  slipped  0.1%  in  Janu- 
ary, but  as  global  demand 
gains  momentum,  foreign  ship- 
ments will  recover. 

Just  as  tech  is  fueling  the  rebound  in  U.  S.  factory  i 
tivity,  tech  imports  are  leading  the  import  rise 
coming  shipments  of  tech  goods  jumped  14.6%  in  Ja: 
uary,  suggesting  stronger  capital  spending. 

As  demand  picks  up,  the  Fed  will  want  to  remove 
self  from  the  equation  of  economic  pluses  and  minust 
Step  One  was  the  shift  in  its  view  of  the  outlook.  St 
Two  will  be  a  series  of  rate  hikes  that  will  bring  poU* 
more  in  line  with  sustainable  economic  growi:h. 
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BRIGHTER  PROSPECTS-AND  RATE-HIKE  RUMBLINGS 


After  tugging  in  opposite  direc- 
tions in  2001,  Britain's  manu- 
facturing and  service  sectors  may 
soon  start  pulling  together.  That's 
good  news  for  economic  gro\vi:h, 
but  it  could  be  bad  for  inflation 
and  interest  rates. 

Last  year,  manufac- 
turing output  fell  in 
each  quarter,  bringing 
the  overall  economy  to 
a  standstill  at  yearend, 
despite  continued 
strength  in  services. 
But  in  January,  pro- 
duction outside  of 
technology  equipment 
was  showing  signs  of 
life. 
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federation  of  British  Industry  and 
the  Chartered  Institute  of  Pur- 
chasing &  Supply  also  have  shown 
firmer  readings.  January  exports 
posted  the  strongest  growth  since 
mid-2000,  and  the  U.  S.-led  global 
rebound  should  shake 
some  dust  off  tech. 

Meanwhile,  house- 
hold spending  contin- 
ues to  fuel  acti\'ity  in 
the  huge  service  sec- 
tor. The  job  market 
remains  healthy,  and 
government  tax  cuts 
and  spending  are 
adding  stimulus. 
House  prices,  a  key  to 
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the  recent  strength  in  demand. 
Although  overall  manufacturing      rose  16.9%  in  February  from  a 
output  fell  0.4%  from  December,         year  ago,  the  largest  such  in- 
production  excluding  a  sharp  drop     crease  in  13  years,  and  new-car 
in  high-tech  equipment  jumped  registrations  are  at  record  levels. 

0.6%.  Recent  surveys  by  the  Con-         Retail  price  inflation  excluding 


mortgage  interest  jumped  to  2.6% 
in  January,  exceeding  the  central 
bank's  2.5%  target.  Although  the 
February  rate  slipped  back  to 
2.2%,  service  inflation,  about  a 
third  of  the  retail  price  index  and 
heavily  influenced  by  wage  costs, 
was  4.5% — and  climbing.  Now, 
Mith  recovery  prospects  brighten- 
ing and  with  February  unemploy- 
ment dipping  to  a  26-year  low, 
cost  pressures  in  the  service  sec- 
tor are  sure  to  rise  further. 

As  a  result,  the  Bank  of  Eng- 
land may  feel  increased  pressure 
to  lift  interest  rates  from  their 
current  stimulative  level — a  38- 
year  low  of  4% — sooner  rather 
than  later.  Markets  are  starting  to 
move  in  expectation  of  a  May  rate 
hike.  So  far,  however,  the  Bank  of 
England's  Monetary  Policy  Com- 
mittee shows  little  inclination  to- 
ward tighter  policy.  ■ 
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Thefuture 

of  medicine  has 
a  new  name. 

Wyeth 

Announcing  the  new  name  of  American  Home  Products  Corporation. 

As  it  has  grown  over  its  76-year  history,  American  Home 
Products  has  become  one  of  the  world's  most  advanced  pharmaceutical 
companies,  with  a  rich  portfolio  of  innovative  medicines. 

We've  built  a  research  powerhouse  unique  in  its  ability  to 
discover  and  develop  novel  treatments  across  three  platforms: 
pharmaceuticals,  vaccines  and  biotechnology.  Equally  important,  we  link 
these  efforts  to  maximize  our  potential  to  find  solutions  to  health  care 
problems  around  the  world. 

To  better  reflect  our  focus  and  mission,  we  have  selected  Wyeth - 
a  name  that  expresses  our  pharmaceutical  heritage  -  as  our  Company's 
new  corporate  name.  Our  symbol  on  the  New  York  Stock  Exchange 
changes  to  WYE. 

In  addition  to  prescription  medicines,  Wyeth  will  continue  to 
bring  you  leading  non-prescription  brands  as  well  as  innovative  products 
in  the  field  of  animal  health. 

With  a  proud  past  and  an  exciting  pipeline  to  the  future,  we  at 
Wyeth  renew  our  commitment  to  a  single  mission:  Leading  the  way 
to  a  healthier  world. 
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Pharmaceuticals.  Vaccines.  Biotechnology.  All  add  up  to 
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www.wyeth.com 
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News:  Analysis  &  Commentary 


In  scandal's  wake, 
the  government 
may  make  only 
modest  changes 


President  Bush  takes  to  the  bul- 
ly piilpit  to  deliver  a  stem  lec- 
ture to  America's  business 
elite.  The  Justice  Dept.  stuns 
the  accounting  profession  by 
filing  a  criminal  indictment  of 
Aithur  Andersen  LLP  for  shredding  doc- 
uments related  to  its  audits  of  Enron 
Corp.  On  Capitol  Hill,  a  gaggle  of  con- 
gressional panels  pushes  on  with  splashy 


hearings  on  Enron's  collapse  and,  nov 
another  busted  New  Economy  star,  tek 
com's  Global  Crossing.  Lawmakers  sig 
on  to  new  bills  aimed  at  tightenin 
oversight  of  everything  from  pension 
and  accounting  to  executive  pay. 

To  a  spectator  taking  in  this  Stun 
und  Drang,  it  would  be  easy  to  cor 
elude  that  the  winds  of  change  ar 
sweeping  Corporate  America,  led  b 
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jeorge  W.  Bush,  who  ran  as  "a  re- 

rmer  with  results."  But  far  from  de- 

ttnstructing  the  corporate  world  brick 

1/  brick  into  something  cleaner,  sparer, 

d  stronger,  Bush  aides  and  many  leg- 

lators  are  preparing  modest  legisla- 

e  and  administrative  reforms.  Instead 

an  overhaul.  Bush's  team  is  counting 

its  enforcers.  Justice  and  a  newly 

powered  Seciirities  &  Exchange  Com- 

ission,  to  make  examples  of  the  most 

egious  offenders.  The  idea  is  that 

siness  will  quickly  get  the  message 

|nd  clean  up  its  own  act. 

Why  won't  the  outraged  rhetoric  re- 
ult  in  more  changes?  For  starters,  the 
Jush  Administration  warns  that  any 
lUsh  to  legislate  corporate  behavior 
ould  produce  a  raft  of  flawed  bills  that 
aise  costs  without  halting  abuses.  Busi- 

Iiess  has  scrambled  to  drive  the  point 
[ome  with  an  intense  lobbying  blitz  that 
las  convinced  many  lawmakers  that 
•verregulation  could  spook  the  stock 
,  narket  and  perhaps  imperil  the  nascent 
conomic  recovery.  And  lawmakers  have 
yound  that  drafting  new  financial  regu- 
lations on  everything  from  401(k)  re- 
:  lirement  plans  to  stock  options  can  be 
\  naddeningly  complex. 
,  I    All  this  sets  the  stage  for  Washington 
to  get  busy  with  predictably  modest  re- 
mits. A  surge  of  caution  is  sweeping 
,  vould-be  reformers  on  the  Hill.  "They 
'^"ow  they  don't  want  to  make  a  big 
stake,"  says  Jerry  J.  Jasinowski,  pres- 
dent  of  the  National  Association  of 
anufacturers.  That  go-slow  approach 
suits  the  White  House.  Aides  say  the 
resident,  while  personally  disgusted 
y  Enron's  sellout  of  its  pensioners,  is 
eluctant  to  embrace  new  sanctions  that 
zap  even  law-abiding  corporations  and 
leate  a  litigation  bonanza  for  trial 
lawyers.  Instead,  the  White  House  will 
push  for  narrowly  targeted  action,  most 
of  it  carried  out  by  the  sec,  the  Trea- 
sury Dept.,  and  the  Labor  Dept.  The 
right  outcome.  Treasury  Secretary  Paul 
H.  O'Neill  told  BusinessWeek  on  Mar. 
15,  "depends  on  the  Congress  not  legis- 
lating things  that  are  over  the  top." 

To  O'Neill  and  Bush,  that  means  en- 
forcing current  laws  before  passing  too 
many  new^  ones.  Now^here  is  that  stance 
clearer  than  in  the  Andersen  indictment. 
Critics  fear  that  Justice's  criminal 
charges  could  sink  the  company,  costing 
thousands  of  honest  Andersen  auditors 
their  jobs,  further  consolidating  the  Big 
Five  accounting  firms  into  a  Final  Four, 
and  ending  any  chance  at  turning  a  re- 
formed Andersen  into  a  model  for  the 
rest  of  the  industry  (page  32).  But  that's 
not  a  big  worry,  says  O'Neill.  He  figures 
Andersen  spin-offs,  international  com- 


HOW  FAR  WILL 
WASHINGTON  GO? 


ACCOUNTING 


Senate  Democrats  want  to  split 
auditing  and  consulting  and  to  create 
a  tough  board  to  oversee  auditors. 
Andersen  is  going  along,  but  the  rest 
of  the  Big  Five  are  fighting  back. 
Bush  has  ordered  the  SEC  to  impose 
consulting  limits,  but  not  a  clear  split. 
He  favors  a  weaker  oversight  board. 

LIKELY  OUTCOME  The  SEC  will 
push  audit  committees  to  rule  on 
consulting  deals.  Congress  will  set  up 
a  board  closer  to  Bush's  plan. 


PENSIONS 


A  Democratic  initiative  to  impose 
caps  on  company  stock  in  401(k)s  is 
dead.  Bush  has  proposed  mild  limits 
on  how  long  companies  can  require 
employees  to  hold  company  stock  in 
401  (k)  plans.  Business  wants  neither. 

LIKELY  OUTCOME  A  bill  is  expected,  but 
it  won't  go  beyond  Bush's  plan. 


CORPORATE  GOVERNANCE 


Activists  want  rules  allowing  them 
to  propose  board  members.  But 
there's  little  Washington  can  do  on 
these  state-run  issues. 

LIKELY  OUTCOME  The  SEC  already  re- 
quires disclosure  of  accounting 
procedures  that  affect  earnings.  And 
it's  drafting  rules  for  faster  reporting. 


EXECUTIVE  PAY 


Senate  leaders  want  companies  that 
deduct  stock  options'  costs  on  their 
taxes  to  take  a  charge  against  earn- 
ings. Tech  and  other  businesses  are 
gearing  up  to  fight. 

LIKELY  OUTCOME  No  change  in  the 
accounting,  but  the  SEC  will  target 
gains  of  execs  who  inflate  earnings. 


TAX  SHELTERS 


Democrats  are  pushing  a  ban  on  tax 
shelters  like  those  used  by  Enron. 
Bush's  Treasury  Dept.  is  taking  a  wait- 
and-see  attitude. 

LIKELY  OUTCOME  Greater  scrutiny  by 
Treasury  and  tighter  rules  affecting 
disclosure. 
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petitors,  and  second-tier  audit  firms  will 
rise  to  the  challenge.  "In  time,  we'll 
have  some  number  larger  than  four  ac- 
counting firms  out  there,"  he  says.  So 
the  Bush  Administration  left  the  decision 
to  Justice  Dept.  prosecutors  rather  than 
White  House  political  operatives  or  their 
reformist  brethren  at  the  SEC. 

The  minimalist  Bush  strategy  doesn't 
satisfy  many  on  Capitol  Hill.  Senate  De- 
mocrats, in  particular,  have  positioned 
themselves  as  champions  of  reform. 
That  puts  Hill  Republicans  in  a  bind. 
While  no  more  eager  than  Bush  to  pass 
sweeping  changes,  many  believe  there  is 
a  poKtical  imperative  to  vote  for  some- 
thing— indeed,  anything.  "It's  an  oppor- 
tunity to  say  we  did  something,"  con- 
fesses a  House  gop  strategist. 

That's  a  formula  for  thinking  small. 
With  the  White  House  and  House  in 
GOP  hands,  few  big  Democratic  ideas 
will  likely  make  it  into  law.  Any  major 
reform,  says  one  lobbyist,  "has  a  1-in-lO 
chance  of  getting  to  the  President." 

The  bills  that  do  make  it  are  likely  to 
be  limited.  That  includes  even  reform  of 
401(k)  pension  plans.  Democrats  seized 
on  the  plight  of  Enron's  workers  and 
retirees,  who  lost  more  than  $1  billion 
on  Enron  stock  held  in  their  401(k)s, 
and  called  for  a  flat  cap  on  the  amount 
of  company  stock  workers  could  hold  in 
such  pensions.  But  that  idea  w'as  quick- 
ly dismissed  as  unworkable.  Now  the 
main  Democratic  401(k)  proposal,  a  bill 
by  Senator  Edward  M.  Kennedy  CD- 
Mass.),  proposes  a  more  flexible  limit. 

The  GOP,  for  its  part,  recognizes  that 
some  401(k)  action  is  a  political  must. 
Bush  has  proposed  shortening  the  time 
employees  must  hold  company  stock  to 
three  years  and  making  employers  re- 
sponsible for  workers'  losses  during 
"blackout  periods"  w^hen  they  can't  trade 
in  their  401(k)  accounts.  The  President's 
plan  "fills  gaps  in  the  system  without 
going  too  far,"  says  Representative  Roy 
Blunt  (R-Mo.),  a  key  White  House  ally. 

But  even  that's  too  much  for  the 
business  lobby.  Bush's  blackout  provi- 
sion, for  example,  could  unleash  a  flood 
of  lawsuits,  warns  Liz  Varley,  director  of 
retirement  policy  at  the  Securities  In- 
dustry Assn.  More  than  500  companies 
and  business  groups  have  banded  to- 
gether to  fight  401(k)  legislation.  Tacti- 
cally, the  K  Street  Gang  hopes  that 
Congress  will  be  unable  to  bridge  the 
broad  gap  betw^een  Kennedy's  plan  and 
Bush's.  "Employers  hope  to  just  run 
out  the  clock,"  says  David  Certner,  di- 
rector of  federal  affairs  at  the  American 
Association  of  Retired  Persons. 

Similar  delay  could  also  help  busi- 
ness defend  a  perk  near  and  dear  to 
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executives:  stock  options.  Revelations 
that  Enron's  top  execs  made  tens  of 
millions  by  cashing  out  their  options  be- 
fore the  company's  demise  fueled  pop- 
uhst  outrage.  Senators  Carl  Levin  CD- 
Mich.)  and  John  McCain  (R-Ariz.)  want 
to  force  companies  that  offer  options  to 
charge  them  as  an  expense  against 
earnings,  a  change  that  could  lovi^er  cor- 
porate profits  by  9%  (page  35). 

Tech  companies,  which  popularized 
the  use  of  stock  options  to  attract  and 
retain  top  talent,  are  leading  the  coun- 
terattack. If  companies  are  forced  to 
take  a  charge  against  earnings  for  the 
options,  lobbyists  warn,  they  may  stop 
issuing  them  altogether  because  of  the 
unpredictable  hit  to  profits.  Top  execu- 
tives of  Cisco  Systems,  Microsoft,  and 
other  tech  powerhouses  weighed  in 
when  they  traveled  to  Washington  in 
early  March  to  meet  with  Cabinet  offi- 
cials and  lawmakers.  They  got  a  re- 
ceptive hearing,  and  the  still-potent  in- 
dustry is  unlikely  to  lose  on  a  core 
concern. 

The  same  can't  be  said  for  the  ac- 
counting industry,  normally  a  lobbying 
juggernaut.  LawTnakers  who've  stead- 
fastly backed  the  profession  are  too 
angry — or  embarrassed — to  leave  the 
bean-counters  untouched.  That  has  cre- 
ated an  opening  for  Democrats  such  as 
Senator  Christopher  J.  Dodd  (D-Conn.), 
who  has  proposed  a  tough  new  board 
to  discipline  auditors  and  a  ban  on  CPAs 
doing  consiilting  work  for  audit  clients. 

The  accountants'  best  hope  is  an  al- 
liance with  Bush,  who  wants  SEC  Chair- 
man Harvey  L.  Pitt — not  the  Hill — ^to 
write  the  new  rules.  But  while  the  ac- 
countants have  always  been  able  to  en- 
list other  interests  to  help  them,  this 
time  they're  on  their  own.  As  a  result, 
says  House  Energy  &  Commerce  Com- 
mittee Chairman  W.J.  "Billj^' Tauzin  (R- 
La.),  Congress  is  "more  than  likely"  to 
create  an  auditing  board  more  powerful 
than  the  one  Pitt  or  the  Big  Five  favor 
and  set  some  new  consulting  rules. 

Throwing  the  accountants  to  the 
wolves  would  follow  an  old  pattern.  In 
nearly  every  scandal  of  the  past  100 
years,  from  Teapot  Dome  to  insider 
trading,  the  capital  engages  in  a  ritual  of 
outrage  but  produces  little  legislated 
reform.  Still,  the  purifying  act  of  carting 
miscreants  off  to  the  pokey  and  allowing 
a  few  high-profile  companies  to  fail  is 
usually  enough  to  spur  Coi-porate  Amer- 
ica to  clean  up  its  act — at  least  until 
the  next  scandal.  For  Bush,  there  could 
not  be  a  better  outcome. 

By  Ricliard  S.  DunJiam,  Amy  Bor- 
rus,  and  Mike  McNamee,  imth  Lorraine 
Woellert,  in  Washington 


COMMENTARY 


By  Joseph  Weber 


THE  HEAVY  HAND 
OF  JUSTICE 


The  indictment  for  which  Arthur  An- 
dersen was  arraigned  on  Mar.  20 
barely  stretches  to  eight  pages 
long.  In  sweeping  outline,  the  slen- 
der document  charges  that  the  firm  ob- 
structed justice  by  shredding  tons  of  pa- 
per related  to  the  firm's  audit  work  at 
Enron  Corp.  Details  are  few,  no  individ- 
ual defendants  are  named,  and  there's  no 
hint  of  the  fi*antic  days  of  fruitless  nego- 
tiation between  Andersen  lawyers  and 
prosecutors  that  preceded  the  charge. 
When  those  talks  collapsed,  so  did  any 
hope  for  Andersen's  survival. 

This  exercise  in  prosecutorial  machis- 
mo has  only  hastened  chents'  and 
staffers'  rush  for  the  exits.  That's  plain 
wrong,  whatever  Andersen's  ultimate  cul- 
pability in  Enron's  downfall.  The  charge 
kills  former  Federal  Reserve  Chairman 
Paul  A.  Volcker's  efforts  to  turn  the  firm 
into  a  role  model  for  the  accounting  pro- 
fession. Tens  of  thou-  

sands  of  Andersen 
staffers  who  had  noth- 
ing to  do  with  Enron 
will  be  forced  to  search 
for  new  jobs.  And  it 
leaves,  at  best,  a  shell 
of  a  firm  too  feeble  to 
satisfy  even  a  fraction 
of  the  billions  of  dollai-s 
in  claims  sought  by  ag- 
grieved shareholders  and  ex-staffers  of 
Enron. 

By  strangling  Volcker's  reform  efforts, 
prosecutors  ignored  crucial  public-policy 
goals  that  would  have  been  better  served 
had  they  gone  after  individuals  rather 
than  the  whole  firm.  And  it  cut  off  any 
opportunity  for  a  settlement  with  the  Se- 
curities &  Exchange  Commission  in 


COLLATERAL  DAMAGE 

Wliatever  the  outcome  of  the  trial, 
the  Justice  Dept.  s  indictment 
of  Arthur  Andersen  has 
devastating  implications 


which  Andersen 

w'ould  have  paid 

stiff  fines.  In  the  race  to  resolve 

the  Andersen  mess,  Justice 

Dept.  cops  beat  out  the  SEC 

reformers.  That's  too  bad. 

How  much  better  it  would 

have  been  if  Justice  had  targeted 

ual  wTongdoers  rather  than  the  ent 

firm.  That  could  have  permitted  An 

sen  to  reach  a  de 


Indicting  the  firm, 

not  the  individuals 

involved,  defies 

common  sense 


with  the  SEC — an 
low^ed  Volcker's  p  ■ 
to  go  ahead.  Vole 
wanted  a  reformt 
dersen  to  serve  a  *~ 
role  model  for  tht  * 
dustry.  He  would 
severed  auditing 
consulting,  remov 
the  blatant  conflii 
that  have  long  festered.  And  he  sou  ^ 
to  bar  firms  fi-om  doing  such  work  :  "'*■ 
audit  clients  as  internal  audits  and 
consulting.  With  Andersen's  demise  f^ 
a  given,  rival  firms  will  be  under  lit  "^ 
pressure  to  adopt  those  practices. 

And  that's  just  the  start  of  the  w 
damage.  Of  Aiidersen's  85,000  empL  ^ 
only  a  handful  had  anything  to  do  v 


Mn 

Wn 


JWDERSEN'S  ^°  "^^J°''  P''°^^ss'° 

nCUICC  services  firm  has  e 

IICMIdt  survived  criminal  ii 

ment.  The  vast  majority  of  Andersij'fc 
85,000  workers  in  the  U.S.  and  o 
seas  are  innocent  bystanders.  Nov 
livelihoods  of  many  of  them  are  at 
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Though  individuals  may  yet  be 
d,  Justice  decided  to  pursue  the 
?  a  whole,  tarring  every  Andersen 
and  forcing  all  to  scramble  to  find 
)bs. 

n  there  are  2,300  audit  clients, 
include  some  17%  of  U.  S.  publicly 
companies.  They  now  are  racing 
new  auditors  and  educate  them 
their  businesses.  But  changing  au- 
is  often  difficult,  since  accounting 
like  other  professional-services 
I . — can't  handle  directly  competing 
sses.  What's  more,  each  of  the  Big 
las  differing  strengths.  And  build- 
eir  expertise  in  areas  such  as  old- 
manufacturing — a  core  specialty  of 
•sen's — ^will  be  expensive  and  time 
ming. 


y  HINTING  ^  ''^'^^'^^  Andersen, 
-iRUC         along  the  lines  of 
jnlno         former  Fed  Chairman 
Volcker's  plan,  would  have  set 
/  standard  for  the  industry.  Now, 
will  feel  far  less  pressure  to 
:  Volcker's  reforms. 


Perhaps  worst  off  are  the  Eru*on 
shareholders  and  ex-staffers  who  had 
seen  Andersen  as  the  only  deep-pockets 
defendant  left  after  Enron's  plunge  into 
bankruptcy.  Their  talks  to  pry  loose  as 
much  as  $750  million  from  Andersen 
likely  would  have  led  to  some  cash  for 
these  aggrieved  litigants.  Even  under  a 
sale  of  the  firm,  legal  experts  say,  they 
could  have  been  provided  for,  perhaps  by 
sequestering  some  of  the  revenue  gener- 
ated by  Andersen  partners.  But  that's 
unlikely  now. 

That  leads  to  another  key  flaw  in 

Justice's  move.  Ne- 
gotiations for  both 
a  settlement  with 
litigants  and  a  sale  of 


the  company  might 
have  continued  had  it  not  been  for 
the  indictment.  With  the  exception  of 
kpmg's  talks  to  buy  Andersen's  foreign 
operations,  negotiations  to  sell  parts  of 
the  firm  to  rival  Big  Five  firms  fell  apart 
the  day  before  Justice  released  word  of 
its  indictment.  Now,  if  Andersen  slips 
into  bankruptcy  amid  an  exodus  of 
clients,  there  will  be  little,  if  anything, 
for  claimants  but  a  messy  and  complex 
legal  pursuit  of  ex-partners. 

Of  course.  Justice  has  plenty  of  reason 
to  go  after  Andersen.  Only  last  June,  the 
firm  had  agreed  to  pay  a  $7  million  fine, 
plus  much  of  a  $220  million  class  action 
settlement,  to  resolve  charges  that  it 
botched  audits  for  Waste  Management 
Inc.  While  not  admitting  fault,  Andersen 
accepted  an  injunction  promising  it  would 
hew  to  the  law.  The  Enron  shredding 
episode  seemed  to  fiout  that  agreement. 

There  were  earlier  problems,  too.  An- 

LESS  FOR  Andersen  or  an  acquirer 
UIPTIMC     ^^^'^  ^^^^  ^^^  aside  hun- 
fflullHIa     dreds  of  millions  of  dol- 
lars for  Enron  shareholders  and  ex- 
staffers  who  lost  billions  of  dollars  in 
retirement  savings.  Now,  there  may  be 
little,  if  anything,  for  such  victims. 


dersen  had  failed  to  call  Sunbeam  Corp. 
on  alleged  accounting  gimmicks  that  in- 
flated its  results.  The  firm  paid  $110  mil- 
lion to  settle  shareholder  litigation.  And 
as  recently  as  Mar.  1,  Andersen  agreed 
to  pay  $217  million  to  settle  claims 
brought  in  the  failure  of  another  client, 
the  Baptist  Foundation  of  Arizona.  Says 
Joseph  E.  diGenova,  a  former  U.S.  at- 
torney: "Arthur  Andersen  has  come  to 
be  viewed  by  federal  law  enforcement  as 
a  scofflaw." 

The  main  job  of  the  Justice  Dept., 
moreover,  is  to  prosecute  wrongdoers  so 
that  others  don't  break  the  law.  If  it 
goes  easy  on  big  companies  on  the 
grounds  that  the  broader  economic  or 
pubhc  policy  effects  of  bringing  charges 
would  be  too  great,  large  companies 
could  easily  conclude  that  they  can  brush 
aside  the  law  with  impunity.  "The  Jus- 
tice Dept.  is  ultimately  in  the  business  of 
generating  general  deterrence,"  says  Co- 
lumbia Law  School  professor  John  C. 
Coffee  Jr. 

Critics  of  Justice's  heavy  hand  point  to 
the  course  that  the  sec  generally  takes 
to  discipline  wrongdoers.  The  commis- 
sion's approach  is  to  move  against  indi- 
viduals— even  banning  them  from  such 
work  as  securities-trading  or  other  li- 
censed activities — while  pushing  for  any 
firms  involved  to  improve  then-  behavior. 
"Why  didn't  Justice  treat  this  as  a  public 
policy  matter  rather  than  a  matter  for 
prosecution?"  asks  former  sec  head 
David  S.  Ruder,  who  now  teaches  law  at 
Northwestern  University.  "I  can  only 
guess  that  it  was  a  matter  of  prosecutor- 
ial pride." 

Indeed,  the  prosecutors  appear  to 
have  wanted  to  nail  the  firm  at  all  costs. 
They  refused  to  let  Andersen  argue  its 
case  before  the  Houston  grand  jury  that 
handed  up  the  indictment,  an  accepted 
practice  in  such  cases.  The  case  will  soon 
move  to  trial — though  it's  far  from  clear 
that  Justice  will  win.  If  it  does,  let's  not 
forget  at  what  cost:  thousands  out  of 
work,  lost  financial  resources  for  victims, 
and  a  squandered  opportunity  for  real 
reform. 

With  Andrew  Park  in  Houston  and 
KetTy  Capell  in  London 

CHAOS  FOR  Andersen  s  2,300 
ni  ICIITC        clients,  which  include 
bUcNId        17%  of  U.S.  public  com- 
panies, must  worry  about  switching 
firms.  Finding  a  new  auditor  with  the  ex- 
pertise to  deal  with  complex,  unfamiliar 
financial  issues  could  prove  disruptive. 
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ACCOUNTING 


A  MAJOR  BOON 

FOR  THE  MINOR  LEAGUE 

How  the  Andersen  debacle  benefits  second-tier  firms 


Grant  Thornton  and  Aithur  Ander- 
sen have  never  taUied  numbers  in 
the  same  league.  Andersen  is  one 
of  the  accounting  industrj^'s  Big  Five. 
With  offices  around  the  world,  a  staff  of 
85,000  and  $9.3  billion  in  global  revenue, 
the  Chicago  firm  audits  the  financial 
statements  of  some  of  the  world's 
largest  companies,  such  as  Val  Corp., 
parent  of  United  Airlines.  Wth  just  $1.7 
bUlion  in  revenues  and  22,000  workers. 
Grant  Thornton  has  been  more  of  a 
triple- A  player.  Also  Chicago-based,  the 
firm  caters  to  middle-market  clients 
whose  annual  sales  range  fi-om  $100  mil- 
lion to  $1  billion,  such  as  sportswear 
maker  Nautica  Enterprises. 

Moreover,  when  clients  switch  audi- 
tors, the  movement  tends  to  be  all  one 
way.  Plenty  of  smaller  companies  have 
migrated  up  to  Andersen  from  Grant 
Thornton  and  its  rivals  in  accounting's 
second  tier,  particularly  when  they  are 
getting  ready  to  go  public.  But  the  door 
has  rarely  swxmg  the  other  way — until 
Andersen  got  caught  up  in  the  collapse 
of  Enron  Corp.,  that  is. 

Now,  with  Andersen's  1,400  public 
company  clients  suddenly  in  need  of 
new  auditors,  the  traffic  is  starting  to 
head  in  the  other  direction.  Audit  part- 
ners at  smaller  accounting  firms  say 
their  services  are  in  hot  demand.  In  the 
past  three  weeks.  Grant  Thornton  CEO 
Ed  Nusbaum  says  his  firm  has  taken 
on  eight  former  Andersen  cUents  and 
has  fielded  calls  fi-om  hundreds  of  oth- 
ers. They  aren't  alone.  BDO  Seidman 
LLP,  the  country's  eighth-largest  ac- 
covmting  and  consulting  firm,  has  also 
snagged  a  number  of  Andersen  cHents 
since  Januai-y.  And  on  Mar.  19,  it  an- 
nounced negotiations  with  Andersen  to 
buy  segments  of  its  business,  a  prospect 
unthinkable  just  months  ago.  "The  speed 
of  change  is  mind-boggling,"  says  Grant 
Thornton's  Nusbaum.  "We're  in  un- 
charted territory." 

Indeed,  as  Andersen's  prospects  have 
crumbled,  a  sm-prising  number  of  clients 
appear  to  be  turning  to  the  industry's 
second  tier  instead  of  its  Big  Five. 
Many  chief  financial  officers  are  using 
the  opportunity  to  rethink  the  need  to 


The  Big  Five... 

U.S.  accounting  and  consulting 
revenues  (in  millions) 


PRICEWATERHOUSECOOPERS 

$8,298.6 

DELOIHE  &  TOUCHE 

5,312.6 

KPMG 

4,804.0 

ERNST  &  YOUNG 

3,781.0 

ANDERSEN 

3,545.5 

...And  The  Next  Five 

CENTURY  BUSINESS  SERVICES 

$436.0 

GRANT  THORNTON 

416.0 

?D0  SEIDMAN 

412.0 

RSM  McGLADREY 

338.1 

AMERICAN  EXPRESS  TAX 
&  BUSINESS  SERVICES 

325.0 

Data:  Bowman's  Accounting  Report 

go  with  the  high-priced  majors.  "Yoi 
will  see  significant  growi;h  in  the  nex 
three  years  in  the  Grant  Thorntons  o 
the  world,"  says  William  L.  Wann,  CFc 
at  Offshore  Tool  &  Energy,  whicl 
switched  from  Andersen  to  Gran 
Thornton  in  2000.  "If  you  can  save  359. 
on  your  audit  and  get  the  same  service 
you're  crazy  not  to." 

That's  a  big  change.  Over  the  pas. 
30  years,  as  business  became  more  inj 
ternational,  companies  demanded  ac 
coimting  outfits  that  could  allocate  hug 
teams  to  audit  their  books  world wid. 
and  provide  any  tax  or  consulting  serv 
ices  they  might  need.  That  forced 
global  consolidation,  as  U.S.  firms  pairei 
up  with  foreign  auditors  and  the  indus 
try  shrank  from  the  Big  Eight  in  198' 
to  today's  Big  Five. 

But  as  Andersen's  clients  look  fo 
new  auditors,  many  are  rethinking 
what  they  truly  need.  According  tc 
Auditor- Trak,  a  service  of  Atlanta's 
Strafford  Publications  Inc.,  41  publit 
companies  have  dismissed  Andersen  a* 
their  auditor  since  Dec.  1,  up  from  21 
in  the  same  period  last  year.  Five  havf 
not  yet  chosen  a  replacement,  and  24 
signed  on  with  other  Big  Five  firms 
But  a  dozen — mostly  smaller  clients 
that  didn't  require  An 
NUSBAUM:  dersen's  global  reach— 

Grant  chose  to  cast  their  lo» 

Thornton  is  with  the  second  tier 
in  "uncharted  "There  was  no  reasor 
territory"  for  them  to  be  there 

other  than  the  securi- 
ty of  one  of  the  big  names,"  say? 
Arthur  W.  Bowman,  editor  of  Bow 
mayi's  Accounting  Report  in  Atlanta 
"And  that's  not  very  secure  anymore.' 
The  scramble  for  Andersen's  clients 
has  left  smaller  outfits  pitching  theii 
services  just  as  fervently  as  Ander- 
sen's Big  Five  rivals.  Marketing  de- 
partments are  writing  its  clients.  Part- 
ners are  calling  on  professional  allies  tc 
get  their  names  passed  on  to  CFOs 
"We're  trying  to  be  as  aggressive  as 
we  possibly  can,"  says  Leland  E.  Graul 
the  head  of  BDO  Seidman's  audit  prac- 
tice. "You  only  get  this  kind  of  oppor 
tunity  once  in  a  blue  moon." 

Still,  there  are  limits  to  how  much 
the  small  fry  can  grab.  Major  multina 
tionals  aren't  likely  to  sign  on  with  a 
firm  that  doesn't  span  the  globe.  01 
course,  for  a  second-tier  player,  picking 
up  even  10%  of  Andersen's  roster 
would  be  a  coup;  that  alone  would  al 
most  double  BDo's  public  audit  busi- 
ness, Graul  points  out.  It  may  not  be 
the  big  leagues,  but  it's  plenty  big 
enough. 

By  Nanette  Byrnes  in  New  York 
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COMMENTARY 

By  Howard  Gleckman 

OPTIONS:  IT'S  TIME  FOR  COMPANIES  TO  COME  CLEAN 


How  should  companies  account  for 
the  costs  of  the  options  they  give 
employees?  It  seems  like  an  ar- 
cane bookkeeping  question.  But  the 
stakes  are  huge:  If  the  estimated  cost 
of  options  were  taken  as  an  expense 
against  earnings  in  2000,  the  net  prof- 
its of  Standard  &  Poor's  500-stock  in- 
dex companies  would  have  been  9% 
lower  than  they  reported,  according 
to  Bear,  Steams  &  Co. 

Enron's  collapse  has  brought  the  is- 
sue to  a  head  by  exposing  the  incen- 
tives executives  have  to  inflate  earn- 
ings in  order  to  profit  from  huge 
options  grants.  And  critics  say  one 
reason  grants  have  become  so  big  is 
that  companies  can  give  them  to  ex- 
ecutives cost  free.  To  reduce  that 
risk,  Senators  Carl  Levin  (D-Mich.) 
and  John  McCain  (R-Ariz.)  say  that  if 
businesses  want  to  keep  getting  a  tax 
deduction  for  options'  costs — as  they 
do  now — they  should  also  start  count- 
ing the  expense  against  earnings. 

Business  is  going  to  war  against 
the  idea.  Backed  by  lawmakers  such 
as  Senator  Joseph  I.  Lieberman 
(D-Conn.),  groups  ranging  from  the 
U.  S.  Chamber  of  Commerce  to  Silicon 
Valley  trade  group  TechNet  are  bat- 
tling to  preserve  current  rules.  Today, 
companies  do  not  have  to  deduct  the 
cost  of  options  from  their  income 
statements.  Thus,  options  related  ex- 
penses never  appear  on  their  bottom 
line.  Corporations  only  include  a  foot- 
note in  their  annual  report  that  esti- 
mates the  future  value  of  options 
when  they  are  granted. 

CEOS  say  such  disclosure  is  enough. 
They  argue  that  options  are  not  real- 
ly a  cost,  since  no  cash  ever  goes 


from  a  business  to  a  worker.  "There's 
no  logic  to  expensing  stock  options," 
says  Kim  K.  Polese,  chairman  of  soft- 
ware management  company  Marimba 
Inc.  They  also  say  that  estimates 
used  for  the  footnotes  are  little  more 
than  guesswork.  So  including  those 
numbers  as  an  expense  in  the  profit- 
and-loss  statement  would  just  confuse 
investors. 

But  options  do  have  a  real  financial 
impact  on  a  company 
when  exercised.  Here's 
why:  Say  the  strike 
price  of  an  option  is 
$20  and  the  market 
price  of  the  stock  when 
the  option  is  cashed  is 
$100.  In  effect,  the 
company  gives  the 
worker  stock  for  $20 
that  it  could  sell  for 
$100.  The  $80  differ- 
ence is  a  real  expense, 
since  it  would  other- 
w\se  go  into  the  corporate  coffers. 

Treasury  Secretary  Paul  H.  O'Neill 
has  a  better  idea:  "The  cost  of  stock 
options  ought  to  be  charged  to... earn- 
ings when  the  options  are  exercised," 
O'Neill  told  BusinessWeek  on  Mar.  15. 
"You  gave  people  a  ticket  to  grab  the 
brass  ring.  When  it  gets  turned 
in . . .  your  shareholders . . .  ought  to  see 
the  consequences  on  the  bottom  line." 

O'Neill  says  he  is  speaking  for  him- 
self and  not  the  Administration.  But 
his  idea  has  strong  support.  It  is  be- 
ing studied  by  the  International  Ac- 
counting Standards  Board — a  London 
group  developing  global  disclosure 
rules.  Adds  Tim  Lucas,  research  di- 
rector of  the  Financial  Accounting 
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Standards  Board:  "It  would  solve  a 
lot  of  problems." 

Of  course,  companies  complain  that 
it  would  force  them  to  take  a  big  hit 
to  earnings  when  lots  of  options  are 
exercised.  To  avoid  this,  they  could 
estimate  options'  costs  over  their  life- 
time, making  adjustments  each  year, 
says  Mark  Rubenstein,  a  finance  pro- 
fessor at  the  University  of  Cahfomia 
at  Berkeley.  Or  they  could  report 

costs  gradually  as  em- 
ployees become  eligible 
to  cash  in  options. 

The  tech  industry 
and  its  suppliers  are 
unconvinced.  Kim 
Boy  Ian,  a  partner  in 
the  Washington  law 
firm  Mayer,  Brovioi, 
Rowe  &  Maw,  calls  it 
"a  wildly  bad  idea." 
Her  objection:  "You 
are  bringing  the  stock 
price  into  the  [in- 
come] statement." 

If  that  makes  a  business  uncom- 
fortable, perhaps  it  is  because  the 
shift  would  highlight  just  how  much 
companies  spend  when  they  fork  over 
oodles  of  options  to  their  execs.  True, 
properly  accounting  for  options  is  not 
easy.  But  ignoring  their  costs  is  hard- 
ly the  right  solution.  The  point  of  dis- 
closure is  to  provide  the  best  informa- 
tion possible  about  a  company's 
financial  position.  As  options  have  be- 
come a  bigger  part  of  that  picture, 
huge  costs  are  being  masked  that  in- 
vestors should  see. 

Gleckman  covers  accounting 
from  Washington. 


RETHINKING  OPTIONS 


Should  the  way  companies  account  for  stock  options  be  changed?  Here's 
how  the  debate  in  Washington  is  shaping  up: 


ESTIMATING 
OPTIONS'  COST 
IN  A  FOOTNOTE 

The  status  quo  now, 
proponents  such  as 
Senator  Joseph  I. 
Lieberman  think  this  gives 
investors  needed  information  with- 
out unduly  penalizing  earnings.  But 
opponents  say  it  allows  companies 
to  hide  options'  true  cost. 


EXPENSING 
OPTIONS  WHEN 
GRANTED 

Under  a  bill  sponsored 
by  Senator  John  Mc- 
Cain, companies  would 
deduct  the  estimated  future  ex- 
pense of  options  from  earnings  as 
soon  as  they  are  issued.  But  critics 
say  such  costs  can't  be  accurately 
estimated. 


Bm  EXPENSING 
1  OPTIONS  WHEN 
J  CASHED  IN 
fl  Treasury  Secretary 
■  Paul  H.  O'Neill  backs 
■  requiring  companies  to 
expense  the  cost  when  options  are 
exercised.  That  would  more  accu- 
rately measure  options'  true  cost, 
but  companies  fear  it  will  force 
them  to  take  big  hits  to  earnings. 
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PROXY  FIGHTS 


WHAT  PRICE  VICTORY 
AT  HEWLEn-PACKARD? 


s 

5 


Merger  or  no,  the  battle 
has  been  a  costly  one  for 
HP,  leaving  CEO  Fiorina 
with  much  to  clean  up 

Well,  the  nail  biting  continues. 
After  a  high-drama  sharehold- 
er meeting  on  Mar.  19, 
Hewlett-Packard  Co.  CEO  Car- 
leton  S.  "Carlj^'  Fiorina  claimed  \ictory 
in  the  proxy  fight  over  HP's  merger  with 
Compaq  Computer  Corp.  But  board 
member  Walter  Hewlett  isn't  conced- 
ing. Hewlett  backers  figure  that  with 
just  a  quarter  of  a  percentage  point 
separating  the  two  sides,  it  ain't  over  till 
it's  over — and  it  will  likely  be  weeks 
before  all  the  votes  are  counted. 

Even  if  Fiorina  ultimately  wins,  this 
soap  opera  is  hardly  over.  She  still  has 
to  merge  two  struggling  companies  with 
divergent  corporate  cultures  whose  cus- 
tomers remain  wary.  And  she  has  a  long 
way  to  go  to  win  over  the  many  em- 
ployees who  opposed  the  deal.  That  was 
crystal  clear  at  the  shareholder  meeting: 
Walter  Hewlett  got  standing  ovations, 
while  Fiorina  got  boos. 

Fiorina's  mettle  as  a  CEO  will  be  test- 
ed in  almost  every  dimension.  She'll 
have  to  make  peace  with  her  critics  in- 
side the  company  while  retaining  the 
confidence  of  Wall  Street  investors  who 
have  lost  billions.  She  also  has  to  exe- 
cute well  enough  to  pull  off  her  vision  of 
a  massive  hardware  giant,  capable  of 
delivering  networking  services  to  cor- 
porations as  reliably  as  the  phone  com- 
pany delivers  dial  tone  today.  To  pull 
out  a  victory,  HP  spent  $150  million  in 
deal-related  costs,  according  to  company 
filings  with  the  Securities  &  Exchange 
Commission.  Now,  Fiorina  will  have  to 
focus  on  the  tough  tasks  ahead. 
■  Financial:  The  vote-counting  limbo 
adds  more  risks  to  what  is  already  a 
horizon  littered  with  challenges.  HP  had 
a  strong  first  n.scal  quarter,  ended  Jan. 
31,  thanks  to  an  unforeseen  pickup  in 
home-PC  and  printing  gear.  But  rev- 
enues in  corporate  computing  declined 
4.4%,  to  $2  billion,  amid  mounting  losses. 
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now,  waiting  to  see  what  will  happen. 

To  prevent  further  bumps  in  the  roac . 
should  the  deal  take  place,  HP's  900-per 
son  integration  team  has  been  w^orkinj 
furiously.  As  soon  as  the  vote  is  certi-f: 
fled,  the  companies  say  theyTl  be  able  t<  2 
tell  all  the  top  customers  which  product' 
win  be  discontinued  and  who  their  sale  I 
and  support  liaisons  will  be.  Indeed,  th- 
company  says  it  is  on  track  to  achieve 
annual  savings  of  $2.5  billion  by  2004 
while  losing  just  5%  of  revenues.  'W 


A  few  more  weeks  of  imcertainty  won't 
help.  If  the  vote  count  goes  beyond  a 
month,  it  could  dent  HP's  second  quarter, 
which  closes  Apr.  30,  since  tech  compa- 
nies book  much  of  a  quarter's  sales  in 
the  final  w^eeks.  Already,  says  Don  Mc- 
Dowell, a  vice-president  with  server  re- 
seller Forsythe  Solutions  Group  Inc.: 
"HP's  customers  are  in  pause  mode  right 


feel  comfortable,  in  all  respects,"  says 
Harry  W.  (Webb)  McKinney,  co-leader  ol 
the  integration  team. 

But  sources  inside  the  integration 
team  say  hitting  those  targets  could  be 
tough.  Finding  $2.5  billion  in  savings 
won't  be  hard  in  a  $79  billion  company. 
But  limiting  the  revenue  leakage  to  just 
0%  could  be  trickier,  say  two  members  of 


WHY  A  BOLD  MANAGEMENT  PLAN 
DIDN'T  WORK 


Critics  of  Hewlett-Packard  Co. 
Chairman  and  CEO  Carleton  S.  Fio- 
rina say  she  has  made  lots  of 
changes  since  arriving  in  mid-1999,  but 
has  had  too  few  successes.  Now^  Busi- 
nessWeek has  learned  the  critics  can 
add  another  failure  to  their  list:  the  a 
radical  "front-back"  structure  that  was 
the  centerpiece  of  her  restructuring  ef- 
forts. HP  executives  insist  it  is  finallv 


working  well,  and  one  says  it  is  curre 
ly  being  adapted  to  make  it  simpler  z 
more  effective.  But  other  insiders  sav 
the  structure  is  being  dismantled.  "Tl 
fi'ont-back  thing  has  been  a  complete, 
unmitigated  failure,"  says  one  exec. 

When  Fiorina  introduced  the  new 
structure  in  late  2000,  it  was  a  huge 
shock  to  HP's  system.  The  highly  de- 
centralized company  then  had  83  uni 
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le  integration  team  and  others  who 
^ve  closely  followed  their  efforts.  One 
links  combined  revenues  will  slip  10%  to 
)%,  rather  than  5%.  "I  am  very  doubtful 
e'll  be  able  to  cut  $2.5  billion  in  the 
ght  places  vdthout  doing  damage  to 
venues,"  says  the  team  member. 
Management:  For  decades,  HP  has 
een  a  management  icon,  thanks  largely 
)  an  egahtarian  corporate  culture  that 
)rged  a  tight  bond  between  employees 
nd  management.  But  dissatisfaction 


ations  to  the  shareholder  meeting. 
HP  contends  that  its  own  employee 
surveys  show  that  more  than  60%  of 
staffers  support  the  deal.  And  certainly, 
many  do.  But  Fiorina  faces  an  uphill 
climb  in  bringing  the  large  group  of  un- 
happy employees  back  on  board.  One  in- 
sider admits  that  he  voted  his  personal 
shares  for  the  deal,  even  though  he  didn't 
think  it  best.  The  reason:  He's  one  of 
6,000  HP  employees  getting  hefty  reten- 
tion bonuses — $337  million  in  all — if  he 
-yr^^Kw^-r^^^  stays  post-merger. 

-■1^1^^  ^H  "^'"^  giving  up  on 
the  stock  and  tak- 
ing the  cash,"  he 
says.  "The  bribe 
worked." 

Worse,  with 
HP's  new  identity 
as  an  all-in-one 
tech  shop,  rivalries 
are  brewing. 


'HP's  customers  are  in  pause  mode... 
Awaiting  to  see  what  will  happen" 


lORINA  (LEFT)  SAYS  SHE  HAS  WON  THE  PROXY  FIGHT,  BUT 
OARD  MEMBER  WALTER  HEWLETT  (RIGHT)  ISNT  GIVING  UP 


with  Fiorina's  strategy  and  management 
style  have  largely  severed  that  unique 
bond.  Almost  75%  of  the  34  million 
shares  in  one  HP  retirement  plan  were 
voted  against  the  merger,  for  example. 
Part  of  the  problem  is  layoffs.  The 
merger  alone  will  require  15,000  job 
cuts — a  number  that  even  drew  angry 
employees  from  Compaq's  French  oper- 


Many  employees  within  HP's  lucrative 
$19  billion  printer  business  worry  that 
management  will  focus  too  much  on  mon- 
ey-losing computing  businesses.  And 
while  insiders  say  the  integration  teams 
from  Compaq  and  HP  have  worked  to- 
gether well,  execs  from  the  two  com- 
puting units  are  more  aggressively  pro- 
tecting their  people  and  product  lines  as 


deadlines  approach,  say  two  integration 
team  members  and  former  HP  execs. 
HPers  worry  that  their  Compaq  counter- 
parts, products  of  a  tougher  culture  and 
years  of  layoffs,  have  sharper  elbows. 
"It's  going  to  be  a  reverse  takeover," 
says  one  former  HP  manager.  "The  Com- 
paq guys  are  ruthless." 
■  Reputation:  HP  was  always  knovra  for 
stodgy  reliability  and  corporate  integrity. 
But  the  nasty  tactics  of  the  proxy  fight 
have  left  an  entirely  different  impres- 
sion. Fiorina  admits  that  the  fight  re- 
sulted in  unfortunate  tactics.  "I  hope  we 
can  put  the  rancor  of  this  campaign  be- 
hind us  and  find  common  ground,"  she 
said  at  the  shareholders  meeting.  Job 
One  will  be  coming  to  an  honorable 
peace  with  the  Hewlett  and  Packard 
families,  though  that  will  be  tough.  So 
far,  HP  has  steered  clear  of  saying 
whether  Walter  Hewlett  will  be  renomi- 
nated for  the  board.  And  things  could 
get  even  stormier:  Sources  close 
to  Walter  Hewlett  believe  HP  per- 
suaded shareholder  Deutsche  As- 
set Management  to  swing  nearly 
half  its  30  milhon  votes  to  man- 
agement, even  as  Fiorina  was 
running  the  shareholder  meeting. 
Talk  is  swirling  about  whether 
HP  promised  Deutsche  Asset 
business  in  exchange  for  the  sup- 
port, allegations  both  Deutsche 
Asset  and  HP  deny.  Legal  action 
is  a  possibility. 

To  be  sure.  Wall  Street  and 
others  vidll  have  a  short  memory 
if  Fiorina  delivers.  Last  quar- 
ter's strong  showing  has  already 
helped  convince  some  she's  up  to  the 
challenge.  "Senior  management  was 
thoroughly  ensconced  in  pushing  this 
deal,  but  nonetheless  they  did  mind  the 
shop,"  says  J.P.  Morgan  H&Q  analyst 
Daniel  Kunstler.  Trouble  is,  that  was 
just  the  warm-up. 

By  Peter  Burrows  in  San  Mateo, 
with  Andrew  Park  in  Dallas 
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h  responsible  for 
own  product  de- 
opment  and 
2s — and  for  hitting 
ifit  goals.  The  ap- 
lach  gave  HP  pin- 
nt  financial  control 
i  a  rich  crop  of 
nagers.  But  it  also 
ant  customers  had 
deal  with  many  dif- 
ent  HP  salespeople.  And  ultimately, 
eft  the  company  so  focused  on  small 
hes  that  it  missed  big  opportunities 
the  Internet. 


Fiorina's  front-back  approach,  out- 
lined in  BusiTiessWeek's  Feb.  19,  2001, 
cover  story,  aimed  to  fix  all  that.  In 
place  of  the  many  units,  she  reconfig- 
ured HP  into  two  "back-end"  organiza- 
tions— one  for  computers  and  another 
for  printers — that  would  develop  the 
products.  They  would  feed  those 
products  to  two  front-end  organiza- 
tions targeted  to  selling  a  full  suite 
of  stuff  to  consumers  and  companies. 
To  ensure  that  the  front  and  back  end 
of  each  unit  worked  well  together,  they 
shared  responsibility  for  meeting  finan- 
cial targets. 


On  paper,  it  seemed  promising.  But 
in  practice,  it  created  major  confusion. 
Many  employees  complain  that  Fiorina 
didn't  drive  the  needed  changes  dovm 
through  the  organization.  And  man- 
agers, unhappy  with  the  loss  of  fiman- 
cial  responsibiUty,  often  resisted. 

Now  insiders  say  the  responsibility 
for  meeting  financial  goals  will  return  to 
the  back-end  units.  But  still  each  will 
have  a  front-end  sales  unit  that  can  sell 
all  of  HP's  products.  That  should  help 
achieve  the  "one  face  to  the  customer" 
approach  that  Fiorina  sought. 
By  Peter  Burrows  in  San  Mateo,  Calif. 
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AIRLINES 


ROAD  \ 
WARRIORS 
,GET  SMART 

They're  flying  on  the  cheap — 
and  that's  hurting  the  airlines 

Over  the  winter,  Douglas  Lancet  was 
one  of  the  few  employees  at  Thom- 
son Corp.'s  West  Group  who  kept 
flying.  He  boarded  a  plane  almost  once  a 
week,  while  many  of  his  New  York- 
based  colleagues  at  the  legal-publishing 
firm,  anxious  over  the  September  11 
terrorist  attacks,  switched  to  the  train 
for  business  trips.  Now,  says  the  educa- 
tion and  training  manager,  all  of  his  co- 
workers are  airborne  again.  "By  neces- 
sity, you  have  to  travel,"  he  says. 

Slowly  but  steadily,  the  business  trav- 
eler is  returning  to  the  skies  as  terrorism 
anxieties  fade  and  the  economy  rebounds. 
Last  fall,  corporate  travel  plunged  35% 
from  a  year  earUer;  by  February  it  had 
crept  back  up  to  being  just  20%  off  year- 
earlier  levels,  according  to  the  Business 
Travel  Coalition  Inc.  Indeed,  anticipat- 
ing a  comeback.  United  Airlines  Inc.  and 
other  major  carriers  have  restored  hun- 
dreds of  flights  and  recalled  thousands 
of  the  employees  they  laid  off  last  year  to 
stanch  their  losses.  And  American  Air- 
lines has  even  gone  so 
far  as  to  try  and  boost 
business  class  fares. 

The  bet  that  busi- 
ness travel  will  come 
roaring  back  is  a  risky 
one.  The  recession  has 
caused  more  business 
travelers  than  ever  to 
fly  on  the  cheap.  And 
it  taught  many  more 
that  they  can  get  by 
with  less  travel  entirely. 
W^th  business  fares  still 
hovering  around  their 
pre-recession  levels, 
corporate  fliers  are  opt- 


FARES  GET  SQUEEZED 

With  business  fares  remaining  sky 

high,  many  business  travelers  are 

choosing  discount  fares 
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ing  for  discount  caniers  and  cheaper  ad- 
vance fares,  which  fell  12%  in  2001  to 
an  average  of  just  $106  one-way  last  De- 
cember That  compares  to  $580  for  a  typ- 
ical business  fare.  That  saves  tightfisted 
bosses  money.  But  it  also  means  airlines 
aren't  filling  as  many  seats  with  high- 
priced  fares.  That's  a  huge  problem  for 
the  industry,  since  airlines  have  long  re- 
lied heavily  on  those  pre- 
miums for  the  bulk  of  — 
their  profits.  That  could 
mean  "airlines  can  fly  fiill 
planes  and  stUl  lose  mon- 
ey," says  a  Delta  Air 
Lines  Inc.  insider. 

To  offset  its  ongoing 
losses,  American  tried  in 
March  to  jack  up  busi- 
ness fares  10%  by  elimi- 
nating the  three-day  ad- 
vance-purchase    ticket. 
But  the  gambit  backfired 
when  Northwest  Airlines  Corp.  and  oth- 
ers refused  to  go  along.  Southwest  Air- 
lines Co.  then  joined  the  fray  on  Mar.  19 
by  reviving  a  two-for-one  deal. 

The  price  wars  demonstrate  that 
there's  still  plenty  of  capacity  flying  emp- 
ty— making  United's 
move  to  add  back 
flights  all  the  more 
risky.  While  they  are 
wagering  that  demand 
wall  grow  strong 
enough  to  fill  the  air- 
craft, Lawrence  W. 
Kellner,  president  of 
Continental  Airlines 
Inc.,  frets  that  a  pro- 
longed fare  war  could 
delay  a  turnaround  un- 
til 2003.  Clearly,  no  end 
to  losses  is  in  sight. 
Delta  warned  on  Mar. 
19  that  it  expects  first- 


quarter  losses  of  more  than  $350  miUior 
As  the  economy  rebounds,  though,  th< 
airlines  are  betting  that  business  travel 
ers  will  take  to  the  skies  just  as  before 
regardless  of  high  business  fares  or  trav 
el  alternatives  such  as  video-conferencing 
Says  Kellner:  "You  don't  build  persona 
relationships  over  the  phone." 

But  many  corporate  travel  directors 

and  even  some  airline  ex 

—  ecs,  say  that  the  good  ok 

days  may  never  return 

Companies  have  a  new 


More  bosses 

1  J    attitude  about  flying.  Em 

require  weekend  payees  at  tooiLke. 
stays  or  advance 

bookings  to  get 

cheaper  fares 


DEC.  '01 


Black  &  Decker  Corp.,  foi' 

instance,  have  taken  11% 

few^er    trips    this    year 

"The     inelastic    rubbei 

band  of  business  travel 

upon   which   the   majoi 

carriers  have  depended 

for   so   long,    has   been 

stretched  too  far  and  has  finally  snapped,' 

says  Peter  Buchheit,  the  company's  di 

rector  of  travel  and  meeting  services. 

Frugal  corporate  travelers  have  al- 
ready proven  a  boon  to  discount  carri- 
ers. Low-cost  carrier  AirTran  Airways 
has  gained  500  corporate  accounts  in 
the  past  six  months,  for  a  total  of  3,500 
Says  John  P.  Tague,  chief  executive  ol 
discount  airline  American  Trans  Air  Inc. 
"I  think  the  purchasing  habits  of  corpo 
rations  have  changed  forever."  01 
course,  that's  what  some  predicted  after 
the  last  recession  in  1991;  after  a  few 
fat  years,  companies  again  bought  pre- 
mium tickets  with  barely  a  care.  Even 
few^  years  of  doing  without,  however, 
will  seem  Uke  forever,  given  the  way 
airlines  are  losing  money  these  days 

By  Micfiael  Amdt  in  Chicago  and 
Aixa  M.  Pascual  in  Atlanta,  ivith 
Wendy  Zellner  in  Dallas,  and  Julie 
Forster  in  Chicago 
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How   FAST  will   the   new   high-speed    internet 
actually   be?  i" 
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1996:  The  slow  internet 
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Higher  speed  internet. 


Coming: 
Infineon  speled  internet. 


LET'S  FACE  I  T,  the  internet  is  going  to  change  big  time.  Think 
streaming  video.  On  demand,  anytime,  anywhere.  Think  instant. 

Infineon  is  the  only  high  tech  company  with  all  the  semiconductor 
technologies  needed  to  bring  this  brave  new  internet  together,  and  that  in- 
cludes high-speed  wireline  and  wireless  technologies. 

It  also  means  leading  edge  security  and  encryption  systems,  like 
biometric  sensors,  because  security  for  your  data  Is  going  to  be 
crucial  when  the  internet  is  everywhere.  And  then  there's 
storage  and  memory.  You're  going  to  need  not  just  mass  stor- 
age, but  reliable  mass  storage.  And  memory  that  is  dense  and  fast  enough 
to  make  It  all  work. 

How  fast  will  it  be?  Well,  you  can  either  start  boarding  up  your  win- 
dows oryou  can  think  Infineon,  then  contact  us. 


www.infineon.com/convergence 


Thinking  about  your  future?  www.infineon.com/careers 


AUTOS 


GM:  GOING  AFTER 
THE  YOUNG 
AND  THE  THRIFTY 

Lutz  needs  hot  new  models 
to  compete  in  small  cars 

When  he  was  hired  last  Septem- 
ber, General  Motors  Corp.  Vice- 
Chairman  Robert  A.  Lutz  vowed 
that  his  knack  for  making  cool  cars 
would  help  turn  GM  around.  The  former 
Chrysler  Corp.  president  has  moved  fast 
to  live  up  to  that  promise.  First,  he 
gave  gm's  car  designers  much  more 
power  Then,  in  January,  he  began  slash- 
ing bureaucracy  throughout  the  compa- 
ny's bloated  product-development 
process.  Now,  Lutz  wants  to  take 
on  what  may  be  the  toughest  chal- 
lenge of  all:  dragging  gm's  money- 
losing  small-car  business  back  into 
the  black,  gm's  first  move  will  come 
on  Mar  28,  when  the  Saturn  Ion, 
the  carmaker's  first  new  compact 
car  in  a  decade,  will  debut  at  the 
New  York  Auto  Show. 

Winning  back  small-car  buyers 
would  be  some  trick.  GM  loses  an 
average  of  $2,000  on  each  of  the 
half-million  small  cars  it  sells  each 
year.  All  told,  it  dropped  more 
than  $1  billion  last  yeai-  on 
small  cars  as  it  tried  to 
prop  up  sales  vol- 
ume of  its  slow 


selling  models  with  0%  loans,  rebates, 
and  discount  sales  to  car-rental  fleets. 
Yet  none  of  that  has  stopped  gm's  share 
of  small-car  sales  from  tumbling  to  just 
21.8%  last  year,  from  29.8%  in  1998. 

To  halt  the  free  fall,  Lutz  is  hoping  to 
tap  the  market  for  lower-income  and 
younger  buyers.  More  and  more  such 
buyers — 15%  of  the  total  auto  market — 
have  been  turning  to  Japanese  and  Ko- 
rean models  for  their  first  cars.  Asian 
carmakers  command  53%  of  small-car 
sales,  up  from  40%  in  1998.  And  as  con- 
sumers age,  they  will  be  tough  to  woo 
away,  especially  since  many  Asian  auto 
makers  now  offer  the  suvs  and  mini- 
vans  that  older  buyers  favor.  If  it  fails 
to  bolster  its  small-car  lineup,  GM  risks 
losing  young  drivel's  for  life.  Says  Bum- 
ham  Securities  Inc.  analyst  Da\id  Healy: 
"gm  hasn't  had  a  hot  car  in  years." 

Lutz  plans  to  change  that  by  using 
gm's  small-car  plants  to  crank  out  a 
cornucopia  of  hip  vehicles  that  don't 
have  the  "econobox"  stigma  of  gm's  cur- 


GM'S  NEW  VIBE 
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SMALL  IS  BEAUTIFUL 

GM  Vux-Chairman  Robert  Lutz  plans  to  mn  back 
share  in  the  small-car  segment  ivith  new  offerings: 

2003  PONTiAC  VIBE  The  flashy  sport  wagon  went 
on  sale  in  January  for  $17,000  to  $23,000.  To  tickle  car 
buyers'  desire  for  flexibility,  the  rear  seats  fold  into  the 
floor  with  the  push  of  a  button. 

2003  SATURN  ION  Out  this  fall,  it  will  be  Saturn's 
first  major  small-car  upgrade  in  more  than  10  years.  The 
new  model  is  expected  to  improve  quality. 

2005  CHEVROLET  CAVALIER  An 

all-new  chassis  and  suspension  should 
enhance  road  performance.  It  mimics 
the  styling  of  GM's  Opel  Astra,  a  strong 
seller  in  Europe. 


rent  offerings.  Indeed,  Lutz  has  gm's 
designers  working  on  a  number  of  con 
cept  vehicles  that  could  be  built  sharing 
parts  with  the  Ion.  He's  also  counting 
on  being  able  to  sell  them  for  thousands 
more  than  its  current  small  cars. 

GM  hits  the  market 
with  two  new  offer- 
ings this  year.  One  i; 
the  Pontiac  Vibe, 
wagon  offering  the 
storage  space  of  an 
SUV  with  the  tight 
handling  of  a  sports 
car.  Engineered  by  gm's  small-car  part 
ner,  Toyota  Motor  Corp.,  the  Vibe  went 
into  production  on  Feb.  1  and  replaces 
the  money-losing  $12,000  Chevrolet 
Prizm  compact.  GM  figures  it  will  sel 
65,000  Vibes  a  year,  vs.  45,000  of  the 
Prizm.  And  with  a  sticker  price  ol 
$17,000  to  $23,000,  analysts  expect  GM  tc 
gamer  a  per-car  profit  of  at  least  $2,000 
gm's  other  new  entrant  is  the  Saturn 
Ion — the  first  new  compact  for  that  di 
vision  since  the  S-series  was  laimchec 
more  than  a  decade  ago.  With  more 
horsepower,  and  better  fuel  economy 
than  the  S-series,  it's  expected  to  sel 
182,000  cars,  a  10%  jump. 

The  new  duo  is  just  the  beginning 
As  early  as  2004,  GM  plans  to  market  a 
retro-styled  compact  suv  that  would  bt 
gm's  answer  to  the  Chrysler  PT  Cruiser 
Lutz  has  also  ordered  up  two  more  can 
that  could  be  built  off  the  Ion  platform 
the  Saturn  Skj',  a  four-seat  convertible 
and  the  Pontiac  Solstice,  a  two-seat 
roadster  that  won  plaudits  at  the  Detroit 
auto  show  in  January.  "There's  no  reasor 
you  can't  pull  a  lot  of  different  vehicles 
off  a  small-car  platform,"  Lutz  says. 

True,  but  others  say  the  plan  coulc 

backfire.  Critics  say  replacing  some  oi 

gm's  cheap  cars  with  $20,000  vehicles 

would  put  those  models  out  of  reae 

for    many    entry-level    buyers 

"They're  giving  up  on  new  con 

sumers,"    says    Rod    Lache, 

Deutsche    Bank    analyst.    Lut 

maintains  that  shoppers  will  paj] 

up    if   a   car's    quality   is   goo 

enough.  For  gm's  answer  to  thej 

PT  Cruiser,  he  even  asked  Bryarl 

Nesbitt,  the  FT  Cruiser's  designeil 

hired  by  GM  last  year,  to  oversee  e] 

winning  design. 

Can  Lutz's  latest  plan  end  gm's 
long-standing  small-car  problems' 
"If  GM  just  stanches  its  losses  or 
small  cars,  this  could  be  a  gooc 
story,"  says  Sanford  C.  Bemsteir 
&  Co.'s  Scott  Hill.  And  if  it  car| 
get  those  buyers  to  stick  aroimd 
it  could  be  even  better. 

By  David  Welch  in  Detroii 
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of  course,  we  know  better.  And  as  long  as  there  are 
accidents  out  there,  we'll  do  everything  we  can  to 
help  reduce  them.  It's  an  obsession  that's  led  to 
the  creation  of  our  own  safety  research  center,  the 
only  one  of  its  kind.  Since  1954,  the  Liberty  Mutual 
Research  Center  for  Safety  and  Health  has  studied 
accidents  with  one  overriding  goal:  helping 
prevent  injury  and  illness  in  the  workplace.  Today, 
it's  regarded  as  one  of  the  world's  foremost  safety 
authorities.  But  more  importantly,  the  center's 
findings  have  helped  us  achieve  some  impressive 
numbers  for  our  customers;  in  one  year  alone,  we 
saved  them  nearly  750,000  disability  days  and 
helped  reduce  their  number  of  claims  by  20%.  Just  a 
few  examples  of  what  our  proactive  approach  to 
loss  prevention  can  achieve.  Because  the  world 
may  never  be  perfect.  But  we  can  certainly  help 
make  its  workplaces  safer. 


S  MORE  THAN  iNSllRAWCljfS  INSURANCE  i/»  ACTION. 


For  more  information  on  how  to  help  moke  your  workplace  safer, 
visit    www.libertymutuol.com     or    call    i  -  8  0  0  ■  4  -  L  I  B  E  RT  Y. 


Liberty 
Mutual. 


<  2002  liberty  Mutual  Group 
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CREDIT  RATERS 
TAKE  IT  ON  THE  CHIN 

NEXT  ON  THE   BLOCK  IN  THE 

never-ending  Enron  scandal: 
credit-rating  agencies?  On 
Mar.  20,  Senator  Joseph 
Lieberman  (D-Conn.)  urged 
the  Securities  &  Exchange 
Commission  to  look  at  the 
power  that  Standard  & 
Poor's,  Moody's  Investors 
Service,  and  Fitch  exercise 
over  bond  issuers.  He  said 
the  agencies  did  a  poor  job 
uncovering  trouble  at  the 
scandal-ridden  energy  trader. 
Each  agency  lowered  its  rat- 
ing but  still  maintained  an  in- 
vestment-grade rating  on  En- 
ron's paper  until  a  few  days 
before  the  company  declared 
bankruptcy  on  Dec.  2,  2001. 
The  agencies'  reply  to  the 
charge:  Enron  hed  to  conceal 
some  $4  billion  in  debt. 
Raters  were  misled  by  En- 
ron's "direct  and  deliberate 
misrepresentations,"  says 
Ronald  Barone,  Enron  ana- 
lyst for  s&P,  which,  Hke  Busi- 
nessWeek, is  owned  by  The 


CLOSING    BELL 


DOLLAR  DAYS 

Dollar  General's  stock  rose 
11%  on  Mar.  18,  to  $16.99. 
The  discount  chain  an- 
nounced that  last  year's  prof- 
its increased  by  33%,  even 
as  it  was  in  the  midst  of  re- 
stating earn'ngs.  Fourth- 
quarter  sales  jumped  by  10% 
to  $1.6  billion,  thanks  to 
thrifty  Christmas  shoppers 
and  55  new  stores. 

18- 
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McGraw-Hill  Companies,  sec 
Commissioner  Isaac  Hunt  Jr. 
says  the  agency  will  examine 
whether  new  rules  for  the 
raters  are  necessary. 

LOWER  AIR  FREIGHT 
DOESN'T  FAZE  FEDEX 

DESPITE    A    FALLOFF    IN    ITS 

core  air  express  business, 
FedEx  reported  on  Mar.  20 
that  earnings  for  the  quarter 
ended  February  soared  to 
$120  million,  an  11%  increase 
over  a  year  earlier.  While  do- 
mestic air  express  revenues 
dropped  5%,  the  Memphis 
shipper  saw  its  quarterly 
ground  shipments  jump  21% 
over  2001.  The  reason:  Re- 
cession-induced cost-cutting 
has  led  many  FedEx  cus- 
tomers to  shift  to  ground  de- 
hvery,  which  is  three  to  five 
times  less  expensive  than  air 
delivery. 


THE  STREET  SPIES 
A  FLAW  AT  GEMSTAR 

THE  MAR.   18  RESIGNATION  OF 

Gemstar-TV  Guide  Interna- 
tional Co-President  Peter 
Boylan  III  caught  Wall 
Street  by  surprise:  Shares 
plummeted  26%,  to  $16.  Boy- 
lan was  pivotal  in  signing 
many  of  the  140  licensing 
deals  with  cable  operators  to 
carry  the  company's  online 
programming  guide.  Last 
year,  Boylan  signed  large 
deals  with  cable  operators 
Comcast  and  Charter.  But  he 
was  increasingly  at  odds  with 
cable  executives  who  accused 
him  of  using  hardball  tactics: 
Gremstar  sued  companies  that 
offered  programming  guides 
without  paying  its  license 
fees.  Boylan,  who  is  expected 
to  do  consulting  work  for 
Gemstar,  said  he  was  leaving 
"to  spend  more  time  with  my 
family  and  to  embark  on  new 
challenges  in  my  career." 
With  Boylan's  departure, 
Gemstar  Co-President  and 
CFO  Elsie  Ma  Leung  becomes 
president  and  coo. 


HEADLiNER:   PETER   DOLAN 


IS  BRISTOL-MYERS  TAKEOVER  BAIT? 


THE  BAD  NEWS  KEEPS  COM- 

ing  for  Bristol-Myers 
Squibb  Chairman  and 
Chief  Executive  Offi 
cer  Peter  Dolan. 
On  Mar.  20,  Bris- 
tol presented 
disappointing 
results  on  the 
company's  hy- 
pertension drug, 
Vanlev. 

The  data  showed 
Vanlev  is  no  more  ef- 
fective than  an  older 
generic  drug  in  treating 
congestive  heart  failure. 
And  a  second  study  re- 
vealed the  drug  has  a  high- 
er incidence  of  a  potential- 
ly dangerous  side  effect 
than  that  older  alternative. 
The  company's  shares  feU 
16%,  to  $41. 

The  news  is  a  major 


blow.  Analysts  had  been 
betting  on  Vanlev  to  gener- 
ate annual  sales  of  $2  bil- 
lion by  2005.  Now, 
some  are  wonder- 
ing if  the  drug 
will  even  get  ap- 
proved. Their 
prognosis:  Bris- 
tol could  become 
a  takeover  target 
or  be  forced  to 
seek  a  merger. 
"They  have  troubles 
all  around,"  says  Samuel 
Isaly,  managing  partner  at 
pharmaceutical  flmd  man- 
ager OrbiMed  Advisors.  "It 
might  be  time  that  some- 
body else  solved  those 
problems." 

The  company  wasn't 
talking  and  Dolan  could  not 
be  reached  for  comment. 

Amy  Barrett 


S 


CONSECO'S  MONEY- 
SAVING  MANEUVER 

STRAPPED  FOR  CASH,  CONSECO 

is  asking  bondholders  for  ex- 
tra time  to  repay  $2.54  bil- 
lion in  debt.  The  beleaguered 
IndianapoUs  financial-services 
firm  said  investors  can  ex- 
change existing  bonds  by 
Apr.  12  for  others  that  have 
identical  principal  amounts 
and  interest  rates,  but  ma- 
ture 2y>  years  later.  Conseco 
CEO  Gary  C.  Wendt  has  found 
raising  money  from  opera- 
tions in  the  face  of  rising  de- 
faults in  its  mobile-homes 
business  a  daunting  task. 

SHRINKING  THE 
MENU  AT  PUTNAM 

PUTNAM  INVESTMENTS  IS 
cleaning  house  after  two 
years  of  poor  performance 
and  slowing  sales.  On  Mar.  18, 
the  nation's  fourth-largest  mu- 
tual-fund company  said  it  will 
close  or  merge  11  of  its  66 


retail  mutual  funds,  cuttind 
its  fund  offerings  by  17%.  h 
addition,  tw'o  of  its  senio 
fund  managers  wiU  leave  tht 
firm.  Putnam  says  the  move: 
aren't  designed  to  wipe  oui 
poor  performance  records 
But  two  funds  being  mergec 
out  of  existence,  the  Putnarr 
Technology  Fund  and  Putnan 
New  Century  Growrth  Fund 
are  aggressive  tech  funds 
with  poor  records.  Most  o: 
the  other  targeted  fimds  have 
small  asset  bases  and  strate- 
gies redundant  with  othei 
Putnam  funds. 


ET  CETERA . . . 


■  Verizon  withdrew  its  appU 
cation  to  sell  long-distance 
service  in  New  Jersey. 

■  Halliburton  plans  to  reor 
ganize  into  separate  energy 
and  engineering  units. 

■  Donald  Trump  agreed  tc 
sell  the  Empire  State  Build- 
ing to  its  leaseholder  for 
$57.5  miUion. 


I 
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RICHARD  S.  DUNHAM 


HE  CLUB  THArS  CLUBBING 
EPUBLICAN  MODERATES 


tephen  Moore  is  a  venture  capitalist  of  a  different  stripe. 
Rather  than  seek  seed  money  for  new  companies,  the 
Washington  economist  prospects  for  pohticians.  And  he 
ses  his  network  of  5,000  "investors,"  known  as  the  Club  for 
rrowth,  to  identify  and  underwrite  candidates  who  pass  a 
upply-side  litmus  test:  lower  taxes,  fi-ee  trade,  Social  Security 
rivatization,  and  smaller  government. 

More  often  than  not,  Moore's  efforts  pay  off.  The  club  has 
ran  more  than  60%  of  its  races  against  Establishment-backed 
lepublican  centrists.  Most  recently,  it  helped 
onservative  businessman  Bill  Simon  to  \actory 
n  the  California  Republican  gubernatorial  pri- 
nary  over  left-leaning  former  Los  Angeles 
vlayor  Richard  Riordan.  Indeed,  the  group's 
myielding  ideology,  scorched-earth  tactics,  and 
|\illingness  to  challenge  moderate  gop  incum- 
bents have  created  tension  with  Hill  leaders 
md  pragmatic  White  House  operatives  who 
relieve  centrists  are  often  likelier  to  capture 
>wing  districts  in  the  general  election.  "The 
oarty  has  its  mission,  which  is  to  elect  more 
Republicans.  Ours  is  to  elect  conservatives," 
iays  Moore,  the  club's  president  and  a  Cato  In- 
stitute economist.  "Our  market  niche  is  to 
serve  as  the  conscience  of  the  party." 

After  just  three  years  as  a  national  organi- 
i^tion,  the  Club  for  Growth  seems  poised  to  be- 

t2ome  even  more  influential  in  an  era  of  cam-  

paign-finance  reforms  that  restrict  unlimited  soft-money 
contributions  and  reward  groups  that  can  bundle  large  num- 
bers of  individual  contributions.  Notes  club  Co-Chair  Thomas 
L.  "Dusty"  Rhodes,  a  former  exec  at  Goldman,  Sachs  &  Co.: 
"We  have  a  lot  of  people  with  very  big  checkbooks." 

That's  undeniable.  While  the  club  was  created  in  the  mid- 
'80s  by  an  archconservative  angel — New^  York  investment 
banker  Richard  Gilder — ^it  is  now  a  membership-based  group 
with  annual  dues  ranging  from  $100  to  $1,000.  Most  clubbers 


MOORE:  GOP  "conscience"? 


are  entrepreneurs.  Wall  Street  money  managers,  or  execs. 
The  Club  for  Growth's  model  is  Emily's  List,  an  influential  lib- 
eral group  that  raises  early  money  for  pro-choice  Democrat- 
ic women.  "They've  done  a  hell  of  a  good  job  on  the  other 
side,"  says  Gilder,  w^ho  hopes  to  build  a  political  machine  by 
2010  with  25,000  members  and  40  supply-side  lawmakers. 

One  recruit  is  Representative  Jeff  Flake  (R-Ariz.).  Two 
years  ago,  the  httle-known  executive  director  of  the  Gold- 
water  Institute  in  Phoenix  was  running  for  a  suburban  House 
seat.  His  economic  purism  appealed  to  the  club, 
which  supplied  40%  of  his  $505,210  campaign 
treasury.  The  flrebrand  ended  up  beating  three 
mainstream  foes.  Now  he's  part  of  a  growing 
Club  for  Growth  caucus  that  also  includes  Re- 
publican Representatives  Ric  Keller  (Fla.), 
Mike  Pence  (Ind.),  and  Mike  Rogers  (Mich.). 

Still,  Moore  &  Co.  have  had  their  share  of 
flops.  Representative  Marge  Roukema  (R-N.J.), 
a  prominent  centrist,  narrowly  survived  a  nasty 
2000  primary  fight  against  club-endorsed  Scott 
Garrett.  And  California  businessman  Jim  Pat- 
terson was  beaten  by  fellow  conservative  Devin 
Nunes  in  the  Mar.  5  gop  primary. 

Moore,  42,  says  the  setbacks  are  pai-t  of  a 

high-risk,  high-rew^ard  strategy.  "If  nobody  ever 

punishes  Republicans  for  voting  the  wTong  way, 

they'll  always  take  the  course  of  least  resist- 

ance"  and  compromise,  he  says.  This  year,  the 

group  hopes  to  send  that  message  to  moderate  Representative 

Greg  Ganske  (R-Iowa)  by  raising  money  for  his  underdog 

Senate  primary  rival,  retired  U.  S.  Marine  Bill  Salier. 

Centrists  may  squawk,  but  such  tough  tactics  have  paid  div- 
idends that  go  beyond  elections.  Last  year,  every  Hill  Re- 
publican backed  a  huge  tax  cut  after  the  club  threatened  to 
challenge  any  gop  dissenter.  "They  have  a  lot  of  influence,"  says 
Flake.  "It's  a  scary  thing  to  be  targeted  by  the  Club  for 
Growth."  Moore  hopes  every  candidate  gets  that  message.  ■ 


CAPITAL  WRAPUP 


WHAT  S  RED  ALL  OVER? 

►Remember  those  colorful  red-and- 
blue  maps  of  the  U.  S.  showing  coun- 
ties carried  by  George  W  Bush  and  Al 
Gore  in  2000?  Well,  Democrats  are 
feehng  very  blue  over  a  new  poll  that 
indicates  President  Bush  would  win 
reelection  in  a  landslide.  Even  in  the 
"blue  counties"  carried  by  Gore,  45% 
of  voters  say  they  would  definitely 
vote  for  Bush,  according  to  the  Ipsos- 
Reid/National  Journal  Poll.  The  Presi- 
dent's popularity  is  based  on  more 
than  just  the  war  against  terrorism.  In 


strong  Gore  counties,  58%  approve  of 
Bush's  handling  of  the  economy. 

CLINTON  INC. 

►The  latest  haven  for  underemployed 
Chntonites:  Stonebridge  International, 
a  Washington  global  strategy  firm  that 
helps  U.  S.  companies  do  business 
overseas.  Stonebridge,  founded  by 
Clinton  National  Security  Advisor 
Samuel  R.  Berger,  has  added  foreign 
policy  teammates  including  former  Un- 
der Secretary  of  State  Peter  Tamoff. 
The  latest:  Douglas  "Pete"  Peterson, 
Clinton's  ambassador  to  Vietnam. 


AVUNCULAR  ADVERTISING 

►It  doesn't  always  pay  to  cry  "Uncle" 
in  American  politics.  Texas  Democratic 
Senate  contender  Ken  Bentsen  in- 
voked the  legacy  of  his  Uncle  Lloyd,  a 
revered  former  senator,  in  TV  ads.  In 
Chicago,  House  candidate  Rahm 
Emanuel,  a  former  Clinton  adviser, 
used  his  Uncle  Les,  a  longtime  Chica- 
go cop,  to  highlight  his  crime-fighting 
agenda.  Emanuel  won  his  Mar.  19  pri- 
mary, but  Bentsen  placed  third. 

The  man  from  uncle?  Media  adviser 
David  Axelrod  handled  both  races. 
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WORLD  CUP 
FOLLIES 

Japan  and  Korea  reignite  old  rivalries 


The  arrangement  was  billed  as  an 
elegant  mix  of  sports  and  state- 
craft. Back  in  1996,  Zurich's  Federa- 
tion Internationale  de  Football  Assn. 
(fifa),  steward  of  the  72-year-old  World 
Cup,  shocked  the  soccer  world  by  choos- 
ing South  Korea  and  Japan  to  co-host 
the  2002  championship,  an  historic  first. 
Both  countries  would  share  the  pres- 
tige— and  the  commercial  spoils — of  or- 
ganizing Asia's  first  World  Cup. 

fifa's  top  brass,  then  led  by  the  au- 
tocratic 80-year-old  Brazilian  Joao  Have- 
lange,  spun  the  decision  as  a  hands- 
across-the-sea  gesture  that  would  bring 


these  fierce  economic  rivals  closer  to- 
gether There  was  chatter  that  Japanese 
Emperor  Akihito  would  pay  a  visit  to 
Seoul.  Optimists  saw  a  possible  break 
from  the  years  of  mutual  recrimination, 
following  Japan's  brutal  occupation  of 
South  Korea  from  1910  to  1945. 

Now,  with  the  17th  World  Cup  ready 
to  kick  off  on  May  31  in  Seoul,  it  is 
clear  that  things  haven't  gone  according 
to  the  FIFA  script.  South  Korea  and 
Japan  have  spent  the  runup  to  the 
games  sniping  at  each  other  over  per- 
ceived slights  and  insults  large  and 
small.  Making  matters  worse,  as  thou- 


sands of  fans  converge  on 
Japan,  they  will  find  the 
nation  in  its  third  re 
cession  in  a  decade 
By  contrast,  Korea 
is  economically 
and  culturally  as- 
cendant. Indeed, 
the  Koreans  see 
the  World  Cup  as  a 
golden  opportunity  to 
brand  Korea  as  Asia's 
Most  Wired  Nation — at 
the  expense  of  Japan. 
Meanwhile,  South 
Korea  and  Japan  are 
busy  demonstrating 
how  one-upmanship  can 
blow  financial  propriety 
to  shreds.  Eager  to  dazzle 
the  world,  both  have  spent 
furiously,  pumping  in  a  combined  $8  bi 
lion  for  new  stadiums,  related  infn 
structure,  and  the  costs  of  running  an 
promoting  the  games.  Critics  say  th 
extravagant  preparations  are  over  the 
top — and  that  Japan,  in  particular, 
can't  afford  them.  Japan  is  expected 
to  recoup  perhaps  $475  million 
from  its  share  of  ticket  sales  fi*om 
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'he  co-hosts  have  taken  petty  behavior  to  new  lows,  even 
squabbling  over  what  to  name  the  official  mascots 


'.  games,  $100  million  from  FIFA,  as 
■11  as  sponsorship  fees  from  its  official 
orld  Cup  suppliers.  But  it  won't  get 
ly  share  of  the  television  rights  or 
I  obal  sponsorship  money.  Indeed,  while 
ipan  is  expected  to  gain  $24  billion  in 
■lated  economic  activity,  much  of  that 
as  spent  long  ago.  For  its  part,  Korea, 
hich  spent  a  total  of  $2.4  billion  on 
adiums,  roads,  and  the  Cup's  organiz- 
ing costs,  expects 
to  earn  $600 
million  from 
tourists,  be- 
yond what 
it  will  get 
from      from 

FIFA. 

If  there  is  one 

thing      that      both 

Japanese  and  South 


...MEANING  EVEN  MORE 
MONEY  FOR  FIFA_ 

GLOBAL         I 
TV  RIGHTS       ■" 

Hi 


'90  '94 

A  MILLIONS  OF  DOLL>\RS 

Data:  FIFA 


Korean  soccer  officialdom  can  agree  on, 
it's  that  fifa's  leadership  is  largely  to 
blame  for  these  World  Cup  folHes.  For- 
mer FIFA  honcho  Havelange  had  prom- 
ised the  World  Cup  to  Japan  after  the 
1994  Cup.  But  he  quickly  caved  in  when 
faced  with  a  leadership  challenge  by  Eu- 
ropean FIFA  members  who  supported  the 
co-hosting  gimmick.  Scoffs  Hiromi  San- 
guu,  the  World  Cup  promotional  director 
for  the  Niigata  Prefectural  government: 
"They  probably  thought  Japan  and  South 
Korea  shared  the  same  language." 

The  Japanese,  who  had  spent  bUlions 
of  yen  launching  their  nine-year-old  pro- 
fessional soccer  organization,  called  the 
J.  League,  and  enlisting  soccer  legends 
such  as  Brazil's  Pele  to  lobby  FIFA  for 
the  right  to  host  the  event,  considered 
the  decision  on  co-hosting  a  betrayal — 
and   are   still   carping  about  it.   But 
Korean  World  Cup 
organizing     com- 
mittee boss  Chung 
Mong  Joon,  scion  of 
the  family  that  long  con- 
trolled Hyundai,  says  the 
Japanese  should  pipe  down.  "Such 
remarks  at  this  stage  are  like  spitting 
on  their  own  face,"  he  thunders.  "People 
outside  won't  respect  Korea  and  Japan 
if  you  talk  like  that." 

In  fact,  co-hosting  is 
not  necessarily  a  bad 
idea.  Other  hosts  are 
likely  to  do  the  same, 
if  only  because  few  na- 
tions can  afford  to  put 
c  an  event  of  such 
size  and  complexity  by 
themselves.  One  point 
of  tension  between 
Japan  and  Korea  is 
that  each  sets  up  its 
own  organizing  com- 
mittee. Indeed,  Markus 
Siegler,  a  spokesman 
for  FIFA  president 
Joseph  S.  Blatter,  says 
if  nations  co-host  the 
Cup  again,  "we'd  only 
have  one  organizing 
committee." 

The  fact  that  Japan 
and  Korea  have  sepa- 
rate committees  sets 
the  stage  for  a  battle 
that  has  taken  petty 
behavior  to  historic 
lows.  The  two  sides 
even  fought  over  what 
to  name  a  trio  of  official 
mascots.  The  Koreans 
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considered  their  names — Ato,  Nik,  and 
Kaz — too  Japanese.  Kaz,  for  instance,  is 
close  to  the  name  of  a  Japanese  soccer 
player.  The  Japanese  found  the  entire 
discussion  annoying,  since  FIFA  devised 
the  characters  and  their  names. 

And  then,  of  course,  there  is  the  bat- 
tle on  both  sides  to  ensure  that  the  Cup 
gives  business  a  lift.  Chang  II  Hyung, 
senior  vice-president  of  Samsung  Elec- 
tronics, thinks  Korea's  high-tech  gloss 
will  lift  the  brand  image  of  all  its  ex- 
porters. "There  is  still  a  big  gap  be- 
tween 'Made  in  Korea'  and  'Made  in 
Japan,'"  he  says.  "Co-hosting  could  help 
narrow  the  gap."  To  that  end,  Hyundai 
Motor,  another  sponsor,  will  spend  near- 
ly $100  million  to  promote  its  models.  To 
maximize  Hyundai's  brand  awareness, 
the  company  is  holding  Hyundai  Foot- 
ball World  Championships  in  such  key 
markets  as  the  U.S.,  China,  and  Eu- 
rope. Japan  Inc.  is  going  all  out,  too. 
Toshiba,  which  makes  everything  from 
medical  gear  to  appliances,  is  trying  to 
recast  itself  as  an  information  tech- 
nology player.  It  is  offering  those  who 
buy  a  notebook  or  handheld  PC  the 
chance  to  win  free  tickets.  Another 
sponsor,  copier  and  printer  maker  Fuji 
Xerox  Co.,  is  providing  gadgets  to 
World  Cup  organizers. 

Sponsors  are  not  the  only  ones  ex- 
ploiting the  World  Cup.  Korean  and 
Japanese  construction  companies  cleaned 
up,  too,  reaping  the  rewards  of  the 
biggest  stadium-building  splurge  in  Cup 
history.  South  Korea  could  easily  have 
upgraded  its  Olympic  Stadium  in  Seoul, 
built  for  the  1988  Summer  Games.  In- 
stead it  spent  $185  miUion  to  build  the 
Seoul  World  Cup  Stadium.  The  northern 
Japanese  city  of  Niigata,  a  stronghold  of 
the  ruling  Liberal  Democratic  Party,  is 
now  home  to  a  $230  million  stadium, 
half-financed  by  municipal  bonds.  FilUng 
seats  in  the  future  will  be  tough. 

Ultimately,  the  biggest  beneficiary  of 
the  World  Cup  is  fifa  itself.  While 
Japan  and  Korea  will  get  their  $100 
million  cut — FIFA  vidll  take  home  $1  bil- 
lion-plus. And,  of  course,  the  big  event 
isn't  making  Seoul  and  Tokyo  like  each 
other  any  better.  Earlier  this  month,  a 
group  of  Japanese  and  Korean  recording- 
artists  released  an  official  World  Cup 
song  called  "Let's  Get  Together  Now."  If 
early  sales  are  any  measure,  it  will  be  a 
commercial  flop.  Maybe  fifa  is  getting 
the  message:  Peace,  love,  and  soccer 
are  not  necessarily  compatible. 

By  Brian  Bremner  in  Tokyo  and 
Moon  Ihlwan  in  Seoul 
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MATSUSHITA'S 
LONG  MARCH 

The  electronics  giant  still  has  lots  of  restructuring  to  do 


When  senior  staff  of  Matsushita 
Group,  the  world's  largest  con- 
sumer-electronics conglomerate, 
gathered  for  an  annual  meeting  in  Jan- 
uary, they  were  hoping  to  hear  some 
good  news  from  company  President  Ku- 
nio  Nakamura.  The  previous  year  had 
been  bloody,  as  Nakamura  took  an  ax  to 
costs — shuttering  factories,  cutting 
salaries,  and  showing  thousands  of 
workers  the  door. 

It  was  not  to  be.  Business  was  so 
bad,  Nakamura  declared,  that  the  parent 
company  was  taking  control  of  five  listed 
subsidiaries — even  Matsushita  Commu- 
nication Industrial  Co.  (MCl),  the  star 
cell-phone  arm.  His  aim  was  to  slash 
costs  by  centralizing  research,  develop- 
ment, and  marketing.  The  assembled 
troops  knew  what  that  meant:  more 
pain.  "It's  unfortunate,"  Nakamura  said. 
"But  we  have  to  take  responsibility  for 
the  deterioration  of  our  business." 

Things  have  never  been  this  bad.  Not 
since  its  founding  in  1918  has  Matsushi- 
ta Electric  Industrial  Co.,  with  its  Pana- 
sonic and  National  brands,  been  in  the 
red — until  this  year.  Last  month,  the 
group  said  it  expected  to  post  a  net 
loss  of  $3.4  billion  for  the  fiscal  year 
ending  Mar.  31.  Like  other  .Japanese 
tech  giants,  Matsushita  is  being  hurt 


by  the  global  slowdown  and  falling 
prices  at  home.  The  company's  prob- 
lems, however,  are  largely  of  its  own 
making.  It  churns  out  thousands  of 
products  but  hasn't  produced  a  megabit 
in  decades.  Three  of  its  four  main  divi- 
sions— consumer  electronics,  home  ap- 
pliances, industrial  equipment,  and  de- 
vices— ^lost  money  in  2001. 

Thanks  to  Nakamu- 
ra's  reforms,  Mat- 
sushita's future  looks 
a  little  brighter.  While 
$2.7  billion  in  restruc- 
turing costs  con- 
tributed to  the  red 
ink,  they  will  help 
Matsushita  achieve  a 
modest  recovery. 
Nakamura  expects  to 
reap  $1.8  billion  in 
savings  in  2002.  He's 
hoping  that  growing 
sales  of         DVD 

recorders,  digital  TVs,  and  flat-panel  dis- 
plays— mostly  in  Japan — will  help 
achieve  a  return  to  profitability  by  the 
third  quarter.  To  improve  prospects, 
Nakamura  has  backloaded  some  of  the 
costs  of  restructuring,  inventory  reduc- 
tion, and  new  product  launches  onto  the 
2001  books.  "That's  risky,"  says  Merrill 


SHANGHAI:  Will  more  production  be   Ijll 
transferred  to  low-cost  China?  ■HP 


Lynch  Japan  senior  analyst  Hitos 
Kuriyama.  "But  at  this  point  anythin, 
positive  will  help  the  company."  He  pr( 
diets  that  in  fiscal  2002  Matsushita 
net  $270  million  on  sales  of  $53  billior| 
up  1.3%. 

The  road  to  recovery  won't  be  eas^^ 
though.  Matsushita  has  a  lot  riding  o 
its  next  Internet-ready  cell  phone  fo  cs 
NTT  DoCoMo,  Japan's  largest  wireles  or  'f 
carrier.  A  successful  launch  in  Japan—  aras 
expected  in  April — could  pave  the  wa;  loier 
for  sales  in  Europe  and  the  U.S.  Ye- 
last  year,  Matsushita  was  forced  to  rei 
call  a  pricey  handset  it  developed  fo. 
DoCoMo's  popular  i-mode  mobDe  Ne 
service  because  of  a  software  glitch. 

Matsushita  is  also  counting  on  seUin^k: 
a  lot  of  high-margin  digital  TVs  ai  let 
home,  where  it  has  a  50%  share — bui  lerir 
the  technology  is  still  not  a  huge  seller 
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A  BILLIONS  OF  DOLLARS 
Data:  Company  reports,  estimates  by  Memll  Lynch  &  Co. 


The  company  also  hopes  to  score  wit!  )fV 
a  high-end  DVD  recorder,  priced  at  $700  A 
that  Matsushita  plans  to  pair  with  dig  b(k 
ital  TVS  in  time  for  the  World  Cuf 
soccer  tournament  in  Japan  and  Kore 
in  June. 

Nakamura,  62,  has  been  on  a  missiorpar, 
since  taking  over  as  chief  executive  ir 
June,  2000.  He  started  by  reorganizing 
management  and  placing  the  company*; 
30  divisions  into  four  groups,  with  cen 
tralized  research  and  development.  He's 
now  dismantling  a  cherished  lifetime 
employment  system.  Last  year,  13,000 
employees,  or  10%  of  the  Japanese 
workforce,  volimteered  for  early  retire- 
ment. Nakamura  has  also  closed  several 
plants,  including  a  cell-phone  factory  in 
Britain,  and  is  in  the  process  of  consoli- 
dating three  factories 
in  Japan.  He  doesn't 
rule  out  more  closures 
later  this  year,  and  top 
execs  will  take  a  pay 
cut  that  will  save  the 
company  $385  million. 
Nakamura  is  off  to 
a  good  start,  but  in- 
vestors are  clamoring 
for  more.  Analysts 
want  Nakamura  to 
fold  money-losing  Jvc 
into  the  parent.  They 
say  he  also  should 
boost  outsourcing  and  shift  more  work 
to  low-cost  China,  where  Matsushita  has 
39  plants.  What  Matsushita  needs  most 
is  a  hit  along  the  lines  of  a  Sony  Walk- 
man. Lower  costs,  better  products,  more 
pain:  Matsushita's  restructuring  isn't 
over.  Not  by  a  long  shot. 

By  Irene  M.  Kunii  in  Tokyo 
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SANAL+  TAKES  A  HIT  FROM 
THE  SMART-CARD  PIRATES 

Hessier's  pay-TV  unit  says  a  rival  stole  its  encryption  code 


■^ 


r 

'^'1  1 


he  secret  code  resided  on  a  single 

computer  at  Canal+  Technologies' 

labs  in  Paris — a  computer  never 

lugged  into  any  networks.  Why  such 

liiss?  This  software  was  digital  armor 
or  the  company's  tiny  subscription 
ards.  These  cards,  bmlt  around  a  com- 

a  kuter  chip,  fit  into  set-top  boxes  and 
nscrambled  the  signals  for  pay-TV.  The 

'({'"'rench  company  spent  $35  million  to 
nake  them  uncrackable — and  to  defend 

e  bs  $4.1  billion  annual  business.  Yet  six 
•ears  after  the  release  of  its  encrypted 

-!  fubscriber  cards,  a  thriving  black  mar- 

a  tet  in  pirated  cards  is  un- 

'i  lermining    Canal+,    the 

PI  European  television  arm 

ti  )f  Vivendi  Universal. 

in     A    case    of    gifted 

:?  lackers?  Canal+  claims 

11  t's  nothing  less  than 

B  ndustrial  espionage.  In 
1   civil   suit   filed    on 

xMar.  11  in  U.S.  district 

u  :ourt  in  Northern  Cal- 
if fomia,  Canal+  charges 

■  \  bhat  its  key  rival,  NDS 

!}  Group,     a     majority- 

^'i  owned      division      of 

fr  News  Corp.,  hired  a 

liteam  of  Israeli  hackers 

ielto  break  its  code,  broadcast  the  secret 

}■  to  hackers  everywhere,  and  led  to  loss- 

i!  es  topping  $1  billion.  NDS  Chief  Execu- 

I  tive  Abraham  Peled  responds  that  the 
woes  of  Canal+  stem  from  "inferior" 
technology. 

Arguments  rage  to  and  fro.  But  the 
key  question  is  whether  the  struggling 
Canal+  can  manage  to  rebuild  its  busi- 
ness by  bolstering  its  encryption.  Viven- 
di boss  Jean-Marie  Messier  needs  ef- 
fective encrypted  chips  not  only  to  make 
money  from  TV,  but  also  to  load  his  set- 
top  boxes  with  interactive  applications 
such  as  instant  messaging  and  gambling. 
With  an  eye  toward  expanding  interac- 


tive TV  in  the  U.S.,  Messier  spent  $1.5 
billion  last  December  for  a  stake  in 
EchoStar  Communications  Corp.  For 
now,  Canal+  is  suffering:  It  registered 
pretax  losses  of  $336  milhon  in  2001. 

The  pirating  story  starts,  according  to 
the  Canal+  suit,  in  Israel,  the  hub  of 
the  global  encryption  business.  In  1998, 
NDS,  a  British  company  founded  in 
Israel,  sent  copies  of  the  Canal4 
smart  cards  to  their  Israeli  labs. 
There,  according  to  Canal+,  re- 
searchers extracted  the 
machine  code  embedded 


in  the  chips.  With  this  information, 
any  pirate  could  turn  encrypted  digital 
fog  into  crystal-clear  images  of  copy- 
righted programming. 

Such  sleuthing,  say  industry  sources, 
is  commonplace.  "Every  major  company 
in  the  security  field  has  teams  that  try 
to  crack  the  codes  of  the  competitor," 
says  Shimon  Grupper,  executive  vice- 
president  at  Tel  Aviv-based  Aladdin 
Knowledge  Systems  Ltd.  That  way  they 
keep  up-to-date  on  the  latest  defenses. 

But  according  to  Canal+,  NDS  also 
created  a  computer  file  called 
Secarom.zip  and  sent  it  on  a  long  and 
mysterious  cyber-joumey.  First  it  went 
to  NDS  Americas  Inc.  in  Newport  Beach, 


Calif.  From  there,  the  suit  alleges,  the 
file  made  its  way  to  a  hackers'  Web  site 
called  dr7.com.  On  Mar.  26,  1999,  dr7 
published  the  file  on  its  site,  and  the 
wave  of  Canal+  pirating  began.  Small 
labs  throughout  the  world  began  as- 
sembling clones  of  the  Canal+  card. 

NDS  denies  any  role.  "The  clear  evi- 
dence is  that  the  pirate  community  tar- 
geted Canal+  early  in  1998  and  suc- 
ceeded without  any  help  from  anyone, 
particularly  NDS,"  says  CEO  Peled  in  a 
statement.  He  adds  that  Canal+  ap- 
proached NDS  late  last  year  vdth  a  plan 
to  merge  and  "used  these  baseless  alle- 
gations to  gain  leverage  in  negotiations." 

How  a  card  got  copied  is 
unclear,  but  losses 
top  $1  billion 
and  Canal+ 
issuing 


Sources  close  to 
Canal+  confirm  only 
that  merger  talks 
took  place.  NDS 
plans  a  countersuit. 
Amid  the  vvran- 
gling,  Canal+  is 
taking  a  licking  in 
the  market.  In 
Italy,  pirated  cards 
account  for  a  third 
of  the  pay-TV  chan- 
nel's viewers,  estimates  Ovum,  a  British 
consultancy.  Customers  let  legal  sub- 
scriptions lapse  and  then  plug  in  pirated 
cards.  "People  are  proud  to  have  pirat- 
ed cards,"  says  Ovum  analyst  Dario 
Betti.  "It's  as  if  they  beat  the  system." 
The  French  company  is  hurrying  to 
launch  a  new  generation  of  cards. 
Sources  close  to  the  company  say  one 
goal  of  the  suit  is  to  enjoin  NDS  re- 
searchers from  taking  a  crack  at  the 
new  code.  Canal+  also  wants  a  rich  set- 
tlement. But  cold  cash  alone  won't  put  it 
on  the  right  track — not  until  it  figures 
out  how  to  stump  the  pirates. 

By  Stephen  Baker  in  Paris,  with 
bureau  reports 


THE  KEY 


CANAL'S 
KINGDOM 


Data:  BusinessWeek. 
Canak 


WHAT  IT  IS 


The  television  smart  card 
contains  software  to  un- 
lock pay-TV  signals. 
Canal+  spent  $35  million 
developing  its  smart 
card,  which  now  controls 
access  to  the  company's 
$4.1  billion  business. 


WHAT  HAPPENED 


Canal-i-  charges  that  in 
1998  its  key  rival,  NDS 
Group,  a  subsidiary  of 
News  Corp.,  hired  Israeli 
hackers  to  break  the 
code  and  then  put  the 
secrets  on  the  Web.  NDS 
denies  these  claims. 


THE  DAMAGE 


Millions  of  nonsub- 
scribers  in  Italy,  Britain, 
and  East  Europe  buy 
counterfeit  cards  and 
watch  pay-TV  channels 
for  free.  Canal+  esti- 
mates the  damage  at 
more  than  $1  billion. 


THE  SUIT 


FiledMar.  11  at  U.S.  Dis- 
trict Court  in  Northern 
California,  Canals- 
charges  NDS  with  con- 
spiracy and  racketeering. 
NDS  executives  say  the 
company  is  preparing  a 
countersuit. 
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COMMENTARY 


By  John  Rossant 


THE  FAST  FALL  OF  FRANCE'S  CELEBRITY  CEOs 


It  seems  like  just  yesterday.  Le  tout 
France  was  lauding  them  as  Gallic 
superheroes,  conquerors  of  the 
world  for  their  Paris-based 
groups:  Vivendi  Universal's 
Jean-Marie  Messier,  lvmh's 
Bernard  Arnault,  France 
Telecom's  Michel  Bon, 
and  Gucci-to-Samsonite 
boss  Francois  Pinault  of 
Pinault-Printemps-Red- 
oute.  Thanks  to  the  well- 
covered  exploits  of  these 
CEOS,  the  French  private 
sector  was  finally  earning  ac- 
colades, not  the  opprobrium  it 
had  endured  in  France  for  decades. 
The  men  were  viewed  as  the  preemi- 
nent icons  of  modem  France,  sup- 
planting Gauloise-smoking  intellectuals 
and  silver-tongued  poUticians. 

Alas,  the  higher  they  rise,  the 
harder  they  fall.  And  boy,  have  they 
fallen.  Messier,  architect  of  France's 
most  aggressive  American  campaign 
s^^  General  Lafayette, 
inounced  the  largest 


than  any  other  country  in  Europe, 
France  worked  overtime  to  put  these  . 
CEOS  on  pedestals.  "The  tradition  of 
creating  national  champions  was 
strong  in  France,  but  now  you 
had  people  who  seemed  to 
become  global  champi- 
ons," says  Jean-Marc  W- 
tori,  editor-in-chief  of 
business  monthly  L'Ex- 
pansion. 

Of  course,  savvy  play- 
ers like  Messier,  Bon, 
Arnault,  and  Pinault  are 
far  from  finished.  And 
business  is  not  yet  a 
dirty  word  again.  The 
danger,  though,  is  that  the 
woes  of  these  CEOs  mtU  hurt  the  cause 
of  the  free  market  in  France.  Already 
there's  widespread  grumbling  that  the 
progressive  privatization  of  France 
Telecom  was  a  mistake. 

If  Messier,  Bon,  Arnault,  and  Pin- 
ault have  one  thing  in  common,  it 
was  a  kind  of  imperial  overreach. 
Their  front-page  acquisitions — of  Sea- 


These  "heroes"  overreached  in  their 
global  land  grabs,  but  other  French 
execs  are  building  great  companies 


CLOCKWISE  FROM  LEFT:  MESSIER, 
ARNAULT,  BON,  AND  PINAULT 


loss  in  French  corporate 
history  in  early  March  on 
the  back  of  a  record  $14  billion  write- 
down. France  Telecom's  Bon,  laboring 
under  $55  billion  in  debt,  is  now  set 
to  outdo  even  that  record.  Luxury- 
goods  purveyor  Arnault  has  been 
busy  issuing  profit  warnings — as  has 
archrival  Pinault,  who  is  spending  bil- 
lions on  Gucci.  Since  the  beginning  of 
May,  200] ,  France  Telecom's  share 
price  has  dropped  61%,  while  Viven- 
di's  has  dropped  41%  and  Pinault- 
Printemps'  32%.  Even  lvmh,  whose 
luxury'  hne  is  supposed  to  be  reces- 
sion-proof, fell  11%. 

Sure,  vaporizing  valuations  and  bal- 
ance-sheet carnage  are  hitting  many 
pai'ts  of  Corporate  Europe  these 
days— just  look  at  Deutsche  Telekom, 
Swissair,  ABB,  and  others.  But  more 


gram's  entertainment  businesses, 
British  mobile  operator  Orange,  Don 
na  Karan,  or  Gucci — offered  the 
French  their  latest  assurance 
that  France  remained  a 
global  economic  and  politi- 
cal power.  The  irony  is 
that  Messier  and  his  fel- 
low CEOS  were  branching 
out  precisely  because 
they  correctly  recog- 
nized that  France  was 
too  small  a  market  for 
their  ambitions.  But  in 
their  eagerness,  they  over- 
paid for  many  of  their  global 
land  grabs.  Arnault  recently  sold 
off  auction  house  Philips  at  a  loss  af- 
ter having  pumped  in  more  than  $100 
million.  Michel  Bon  spent  $5.5  billion 
for  25%  of  British  cable  operator  ntl 


Inc.  in  mid-1999,  a  stake  the  company 
now  admits  is  virtually  worthless. 

Just  like  their  counterparts  at 
Nortel  Networks  Corp.  or  WorldCom 
Inc.,  these  CEOs  couldn't  resist  the 
lure  of  the  big  deal.  It  all  seemed  to 
work  beautifully  as  long  as  investors 
on  both  sides  of  the  Atlantic  were  in 
the  feverish  grip  of  a  'TDuyer's  panic." 
But  when  the  music  stopped,  the 
French  seemed  to  be  more  off  their 
guard  than  most.  They  were 
especially  unready  for 
the  merciless  finan- 
cial analysis  that  is 
typical  of  this 
post-Enron 
Corp.,  post-bub- 
ble era.  Why? 
One  reason  may 
be  that  rewarding 
shareholders  is  not 
an  ingrained  tradi- 
tion in  France — even 
if  this  is  beginning  to 
change. 

Still,  investors  would 
probably  be  unwise  to  unload  Viven- 
di Universal,  lvmh,  Pinault-Print- 
emps,  and  France  Telecom  just  now. 
The  CEOs  of  these  companies  are 
nothing  if  not  quick  studies,  and  they 
are  showing  every  sign  of  getting  re- 
Ugion  fast.  Bon  is  moving  to  rein  in 
spending.  After  selling  the  auction 
business,  Arnault  is  preparing  to  sell 
off  cosmetics  chain  Sephora. 

It's  important  to  remember,  too, 
that  France  has  its  share  of  relative- 
ly unsung  corporate  success  sto- 
ries. L'Oreal  Group,  under 
Lindsay  Owen-Jones,  has 
quietly  become  a  global 
powerhouse  in  cosmet- 
ics. Renault's  Carlos 
Ghosn  is  restructuring 
Japanese  auto  maker 
Nissan.  TotalFinaElfs 
Thierry  Desmarest  has 
patiently  built  up  the 
world's  third-largest  en- 
ergy company.  France  Inc. 
will  continue  to  have  business 
heroes.  They  just  may  not  be  the 
ones  that  come  most  readily  to  mind. 

Rossant  covers  European  Imsbiess 
from  Paris. 
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fHE  MIDEAST:  WHY  WASHINGTON 
MAY  GIVE  ABDULLAH'S  PLAN  A  TRY 


Vice-President  Dick  Cheney's  mid-March  trip  through  the 
Middle  East  was  supposed  to  rally  regional  states  to 
America's  war  on  terror — notably  its  potential  next  phase 

Iraq.  But  the  whirling  dervish  tour  of  11  countries  mainly 
inderlined  the  differences  between  the  U.  S.  and  its  Arab  al- 
ies.  One  Arab  leader  after  another  told  Cheney  that  Ameri- 
a's  priority  should  be  ending  the  increasingly  dangerous 
onflict  between  Israelis  and  Palestinians  rather  than  ousting 
raqi  President  Saddam  Hussein. 

While  Arab  leaders  distrust  Saddam  and 
vould  Hke  to  see  him  replaced  \vith  a  more  re- 
;ponsible  regime,  they  don't  share  Washing- 
on's  obsession  with  the  Iraqi.  For  them,  the 
J'alestinian-Israeh  conflict  is  a  more  immediate 
;hreat  because  it  highlights  the  conflict  be- 
iween  their  ties  to  the  U.S.  and  their  con- 
rtituents'  anger  at  American  support  for  Israel. 
'Why  attack  a  regime  that  is  only  a  potential 
langer  when  Israel  is  sending  tanks  and  mis- 
siles into  populated  areas?"  says  a  Saudi  official. 
'It  will  look  like  the  U.S.  has  double  stan- 
dards and  is  targeting  Arabs  and  Muslims." 

The  interplay  between  these  two  issues — 
Iraq  and  the  Israeli-Palestinian  conflict — \\i\\ 
dominate  Middle  East  diplomacy  for  the  next 
few  months.  If  the  U.S.  moves  skillfully,  it 
could  acquire  crucial  Arab  support  for  both 
dealing  with  Saddam  and  for  easing  the  Pales- 
tinian-Israeli  crisis.  But  the  more  likely  scenario  is  continued 
chaos  and  heightened  U.  S.-Arab  tensions. 

Washington's  saber-rattUng  has  jolted  Arab  leaders  out  of 
their  usual  inaction.  Saudi  Crown  Prince  Abdullah  floated  his 
plan  for  ending  the  Arab  conflict  because  he's  worried  that 
a  U.S.  effort  to  depose  Saddam  could  shake  the  House 
of  Saud,  if  it  happens  against  a  background  of  intense  Is- 
raeli-Palestinian fighting.  "It  would  be  catastrophic  for  the 
Saudi  regime,"  says  Roger  Diwan,  a  Middle  East  analyst  at 


Washington  energy  consultants  Petroleum  Finance  Co. 
Barring  surprises,  Abdullah's  proposals  are  likely  to  be  ap- 
proved at  a  key  summit  of  Arab  leaders  on  Mar.  27  in  Beirut. 
The  plan  offers  Israel  normalization  of  relations  with  its  Arab 
neighbors  in  return  for  Israeli  withdraw^al  from  territories  oc- 
cupied in  the  1967  war.  Even  Iraq  may  mute  its  objections  if 
the  summit  opposes  a  U.  S.  attack  on  Saddam. 

The  plan  faces  obstacles,  however.  Although  Syria  and 
Lebanon  have  signed  on,  they  may  insist  on  tough  language  on 
the  right  of  Palestinian  refugees  to  return  to 
their  former  homeland.  That  could  give  Israel  an 
opening  to  dismiss  the  whole  effort.  In  addi- 
tion, it's  far  from  clear  how  Abdullah  plans  to 
sell  his  ideas  to  the  Israelis  and  Americans  once 
he  wins  support  for  them  from  the  Arab  states. 
No  matter  how  Abdullah  decides  to  play  his 
cards,  it  makes  sense  for  Washington  to  give  the 
Saudi  proposal  a  thorough  test.  Saudi  Arabia's 
Islamic  credentials  give  the  kingdom  formidable 
clout  on  matters  such  as  the  future  of  Jerusalem. 
And  if  Washington  can  enlist  Arab  support  for 
tamping  down  the  Palestinian- 1 sraeh  conflict, 
that  might  later  translate  into  help  on  dealing 
with  Saddam.  "With  hope  for  an  independent 
Palestinian  state  on  the  horizon,  Arab  leaders 
would  be  more  inclined  to  tolerate  an  interven- 
tion in  Iraq,"  says  Murhaf  Jouejati,  a  Syrian 
analyst  at  Washington's  Middle  East  Institute. 
Washington  is  listening.  Many  obsen^ers  think  the  Ameri- 
cans' failure  to  sell  the  Arabs  on  ousting  Saddam  means  that 
Washington  will  delay  an  offensive  at  least  until  the  fall. 
Moreover,  the  Bush  Administration  has  dispatched  an  envoy. 
General  Anthony  C.  Zinni,  to  try  to  broker  a  cease-fire.  But 
only  a  big  idea  can  douse  the  fire  permanently.  Whatever  its 
flaws,  Abdullah's  plan  is  the  only  one  out  there  now. 

By  Stanley  Reed  in  London,   with  Neal  Sandler  in 
Jerusalem  and  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


ITALY'S  DANGEROUS  SHOWDOWN 

►  Advocating  economic  reform  in  Italy 
can  be  a  deadly  occupation.  On  Mar.  19, 
two  assassins  killed  University  of  Mod- 
ena  labor  economics  professor  Marco 
Biagi,  shooting  him  at  close  range  as 
he  bicycled  home.  The  respected  52- 
year-old  was  a  consultant  to  the  cen- 
ter-right government  of  Silvio  Berlus- 
coni and  an  outspoken  advocate  of 
welfare  and  labor  law  reform — a  topic 
now  under  intense  debate  in  Italy. 
The  assassination  resembles  the  killing 
three  years  ago  of  another  labor  econo- 


mist and  government  consultant,  Mas- 
simo D'Antona.  No  suspects  were  ever 
identified  in  the  D'Antona  murder.  Au- 
thorities believe  both  killings  were  po- 
Utically  motivated.  Police  say  the  Red 
Brigade  terrorist  group  has  claimed  re- 
sponsibility for  Biagi's  shooting. 

The  death  comes  on  the  eve  of  a 
showdo\vn  between  Italy's  government 
and  labor  unions  over  proposed  legisla- 
tion that  would  make  it  easier  to  fire 
some  workers.  Vociferously  opposed  to 
the  draft  law,  one  of  the  country's 
largest  unions,  CGIL,  is  planning  an 
antigovemment  demonstration  in 


Rome  on  Mar.  23  that  is  expected  to 
draw  1  million  protesters.  Italy's  three 
main  labor  unions  have  also  called  for 
a  general  strike  in  April. 

The  reforms,  which  the  government 
says  are  needed  to  encourage  employ- 
ment, would  whittle  away  at  guaran- 
tees that  protect  workers  from  unjust 
dismissal.  Italy  lacks  a  universal  unem- 
ployment insurance  system,  and  many 
Italian  workers,  if  fired,  would  receive 
no  unemployment  benefits.  That's  why 
the  unions  are  unlikely  to  back  down. 
Italy  is  bracing  for  a  hot  spring. 

By  Gail  Edmondson  in  Rome 
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'e  now  have  enough  perspective  to  look  back  at  the 
ast  decade  and  assess  what  was  real-and  what  wasn't 
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business  cycle  was  actually  lower  than  it  was  in  the  business 
cycle  of  the  '80s.  Adjusted  for  inflation  and  including  di\idends, 
average  annual  returns  on  the  S&P-500  index  from  March, 
1991,  to  the  end  of  2001  were  11.1%,  compared  with  12.8%  in 
the  previous  business  cycle.  Bondholders  and  small  savers 
saw  their  returns  drop  even  more  in  the  '90s.  The  real  return 
on  six-month  certificates  of  deposit,  for  example,  was  only  3.1% 
over  the  past  decade,  compared  with  4.7%  in  the  '80s. 

Overall,  BusinessWeek  calculates  that  workers  received 
99%  of  the  gains  from  faster  productivity  growth  in  the 
1990s  at  nonfinancial  corporations.  Corporate  profits  did  rise 
sharply,  but  much  of  that  gain  was  fueled  by  lower  interest 
rates  rather  than  increased  producti\aty. 

Why  did  workers  fare  so  well  in  the  1990s?  The  education 
level  of  many  Americans  made  an  impressive  leap  in  the 
'90s,  putting  them  in  a  better  position  to  qualify  for  the 
sorts  of  jobs  that  the  New  Economy  created.  Low  unem- 
ployment rates  drove  up  wages.  And  a  torrent  of  foreign 
money  coming  into  the  U.  S.  created  new  jobs  and  financed 
productixity-enhancing  equipment  investment. 

Meanwhile,  U.  S.  corporations  were  hit  by  a  one-two  pimch: 
an  economic  slowdown  overseas  following  the  1997  Asia  fi- 
nancial crisis  and  the  tech  bust  at  home  in  2000.  To  the  dis- 
may of  tech  investors,  the  himdreds  of  biUions  poured  into  In- 
ternet ventures  and  new  telecom  equipment  ended  up 

lowering  prices  for 
users,  not  raising  prof- 
its for  corporations. 
"We  convinced  our- 
selves we  had  discov- 
ered some  magic  elixir  of  producti\ity  that  would  elevate  cor- 
porate profits  far  above  historical  standards,"  says  Gary 
Hamel,  head  of  consulting  firm  Strategos  and  author  of  the 
1994  best-seller  Competing  for  the  Future.  "But  most  of  the 
productivity  gains  that  are  made  possible  by  e-business  will 
never  go  to  the  bottom  line.  They  will  all  go  to  customers." 

The  fact  that  w^orkers  reaped  the  bulk  of  the  benefits  of 
New  Economy  productivity  gains  helps  explain  why  con- 
sumer spending  and  the  housing  market  stayed  strong  during 
the  2001  recession.  Heftier  wages  have  "sustained  consump- 
tion at  levels  higher  than  we  w^ould  have  expected,"  says  Bar- 
ry Bluestone,  an  economist  at  Northeastern  University. 

Moreover,  it  is  now  easier  to  understand  why  corporate  ex- 
ecutives remain  relatively  bleak  about  the  future  despite 
the  appai'ent  recovery.  Labor  costs  now  absorb  almost  87%  of 
the  output  of  nonfinancial  corporations,  the  highest  level 
ever,  and  way  above  what  companies  were  pajing  out  at 
the  end  of  the  last  recession.  When  the  economy  improves, 
companies  are  likely  to  face  a  lethal  combination  of  rising  in- 
terest rates  and  rising  wages.  "If  the  recovery  is  taking 
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As  productivity 

stayed  strong 
and  unemployment 
fell  below  5%, 
compensation  rose 
faster  than  at  any  time 
since  the  1950s 

hold,  w^orkers  will  be  in  a  position  to  bargain 
for  wage  gains,"  says  George  Magnus,  chief 
economist  at  UBS  Warburg.  "The  benefits  of 
producti\ity  growth  are  being  drained  away 
by  labor." 

There  are  two  possible  outcomes  for  this 
kind  of  profit  squeeze.  In  the  positive  sce- 
nario, companies  can  increase  producti\ity 
fast  enough  to  fund  both  higher  w'ages  and 
decent  profits  for  shareholders.  The  darker 
possibility  is  a  double-dip  recession,  with  ris- 
ing wages  depressing  corporate  profits  even 
as  the  economy  recovers.  That  would  mean 
lower  levels  of  business  investment  and  slow- 
er growth  rates.  Eventually,  companies  w'ould 
resort  to  wholesale  layoffs  to  try  to  eke  out 
profits — ^leading  to  another  downturn. 

Whatever  the  outcome,  there's  little  doubt 
that  the  productixity  gains  of  the  1990s  are 
real  and  sustainable.  They  have  been  tested 
during  this  recession  and  have  remained 
strong,  breaking  the  historic  pattern  of  sag- 
ging during  downturns.  "You  can  look  at 
Enron  and  the  dot-com  bust  and  wnring  your 
hands,"  says  Martin  N.  Baily,  who  served 
as  chairman  of  the  Council  of  Economic  Ad- 
visers under  President  Bill  Clinton.  "But  I 
w'ouldn't  be  surprised  to  see  2.5%"  annual 
productivity  growlh  in  the  coming  years. 

The  real  issue  is  determining  w^ho  benefits  most.  When  the 
productivity  revolution  started  in  1995,  it  seemed  that  cor 
porations,  not  workers,  were  going  to  be  the  big  winners.  As 
late  as  mid-1997,  real  wages  were  stiU  growing  slowly,  while 
profits  soared. 
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But  historically,  wage  gains  have  trailed  productivity  in- 
creases by  a  year  or  two,  and  that's  exactly  what  happened 
this  time.  As  productivity  continued  to  stay  strong  and  un- 
employment fell  below  5%,  wage  gains  took  off.  From  mid- 
1997  to  2001,  real  wages  accelerated  at  a  2.1%  cUp.  Real 
compensation  per  hour — which  includes  benefits — in  the  non- 
farm  business  sector  rose  at  an  incredible  3.1%  rate.  The  last 
time  compensation  rose  that  fast  for  a  four-year  stretch  was 
in  the  1950s. 

The  wage  gains  in  the  past  few  years  were  so  momentous 
that  they  made  up  for  the  slow  growth  in  the  early  part  of 
the  1990s.  All  told,  real  wages  for  the  average  private-sector 
worker  rose  by  about  14%  in  the  1990s  business  cycle,  meas- 
ured by  the  Labor  Dept.'s  employment  cost  index.  That's 
compared  with  a  slim  1.4%  gain  in  the  previous  decade. 

What's  more,  workers  with  a  wide  range  of  skills  and  oc- 
cupations thrived  over  the  past  decade.  In  the  '80s  business 
cycle,  real  wages  of  blue-collar  and  service  workers  fell  sub- 
stantially. Blue-collar  wages,  for  example,  declined  by  3.5% 
from  1982  to  1991.  But  in  the  '90s,  real  wages  for  these  less- 
skilled  jobs  rose  by  12%.  Full-time  cashiers  saw  their  median 
weekly  earnings  jump  by  11%  (adjusted  for  inflation),  while 
auto  mechanics'  pay  went  up  by  14%,  after  falling  sharply  in 
the  1980s.  Hairdressers  got  an  almost  18%  boost.  That's  de- 
spite Clinton-era  welfare  reform  and  a  huge  influx  of  immi- 


grants, both  of  which  were  expected  to  hold 
down  wages  at  the  bottom. 

That  said,  the  income  gap  between  rich  and 
poor  did  continue  to  widen,  but  not  as  fast  as 
it  did  in  the  1980s.  One  reason:  The  20%  in- 
crease in  the  minimum  wage  in  the  mid-1990s, 
which  immediately  benefited  people  at  the 
bottom.  Equally  important,  low  unemployment 
rates  forced  employers  to  reach  deeper  into 
the  pool  of  low-skill  workers,  hiring  and  train- 
ing people  who  would  otherwise  have  been 
left  out  in  the  cold.  "Tight  labor  markets  for  a 
long-lasting  period  do  more  good  at  the  bottom 
than  we  would  have  predicted,"  says  Katz. 

In  many  ways,  the  most  tangible  sign  of 
worker  gains  in  the  1990s  was  the  home- 
buying  boom.  Homeownership  has  always 
been  a  critical  part  of  the  American  dream. 
During  the  1980s,  that  dream  seemed  elu- 
sive, as  the  percentage  of  households  owning 
their  homes  feD  sUghtly  fi-om  1982  to  1991.  By 
contrast,  homeownership  rates  over  the  past 
decade  rose  from  64%  in  1991  to  68%  in  2001, 
the  highest  level  ever. 

Even  the  economic  slowdown  of  2001  and 
the  events  of  September  11  have  failed  to  put 
much  of  a  dent  in  wage  growth.  When  William 
M.  Mercer  Co.,  a  human-resources  consulting 
firm,  svu^eyed  corporations  in  January,  pro- 
jected pay  increases  in  2002  had  come  down  a 
bit  since  last  summer.  Nevertheless,  expected 
wage  increases  are  still  running  well  ahead 
of  inflation.  The  reason?  Fear  of  being  caught 
without  enough  workers  in  the  recovery,  says 
Steven  Gross,  principal  at  Mercer.  "Corpora- 
tions worry  [that]  if  they  disenfranchise  core 
workers  too  much,  they'll  leave." 

A  key  reason  many  Americans  could  take 
advantage  of  the  New  Economy  is  that  they 
absorbed  the  big  lesson  of  the  1980s:  Educa- 
tion pays,  especially  in  an  information-based 
economy.  The  latest  numbers  show  that  51% 
of  the  adult  population  now  has  at  least  some 
college  education,  up  sharply  from  40%  in 
1991  and  33%  in  1982.  Among  the  critical  25-  to  34-year-old 
age  group,  the  percentage  with  some  college  education  has 
risen  from  45%  in  1991  to  58%  in  2000. 

Particularly  encouraging  was  the  rising  participation  of 
minorities  in  higher  education,  especially  among  blacks  and 
hispanics  in  their  20s,  groups  that  traditionally  had  lagged  be- 
hind. For  blacks  age  22  to  24,  the  percentage  enrolled  in 
school  rose  from  19.7%  in  1990  to  24%  in  2000,  nearing  the 
24.9%  level  for  non-Hispanic  whites.  The  improvement  among 
Hispanics  age  22  to  24  was  even  more  dramatic,  almost  dou- 
bling from  only  10%  school  enrollment  in  1990  to  18%  by  2000. 
And  contrary  to  the  conventional  wisdom,  U.S.  workers 
were  the  big  beneficiaries  of  globalization.  Many  expected  that 
globalization  meant  U.  S.  corporations  would  shift  their  capi- 
tal spending  abroad,  building  factories  and  back-office  opera- 
tions in  low-wage  countries  and  shifting  jobs  overseas.  Com- 
petition from  low-wage  foreign  workers  would  then  drive 
down  U.  S.  pay — what  economists  call  factor-price  equalization. 
Guess  what?  The  jobs  went  the  other  way.  True,  U.S. 
companies  did  boost  their  direct  foreign  investment  abroad  in 
the  1990s,  with  $1.2  trillion  flowing  out  of  the  country  be- 
tween 1991  and  the  end  of  2001.  But  foreign  companies  in- 
vested even  more — $1.3  trillion — in  U.  S.  factories  and  busi- 
nesses, creating  new  jobs  and  raising  demand  for  labor. 
More  important,  the  foreign  money  that  flooded  the  U.  S. 
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stock  and  bond  markets  during  the  1990s  financed  a  big 
chunk  of  the  New  Economy  productivity  gains.  From  1991 
to  2001,  total  foreign  investment  in  U.S.  financial  markets 
reached  $2.3  trillion  more  than  U.S.  investment  abroad. 
This  inflow  provided  the  resources  for  much  of  the  $3.4 
trillion  spent  by  businesses  on  information-technology  equip- 
ment and  software  over  the  decade.  Without  that  foreign 
money,  it  would  have  been  a  lot  more  expensive  for  com- 
panies to  make  the  investments  that  boosted  productivi- 
ty— and  wages — in 
the  1990s. 

Despite  fears  that 
U.  S.  incomes  would 
be  dragged  down  by 
foreign  competition,  the  wage  gap  between  U.S.  manufac- 
turing jobs  and  those  in  the  rest  of  the  world  actually 
widened  in  the  1990s,  according  to  government  data.  In 
1991,  the  hourly  compensation  for  U.S.  factory  workers 
was  17%  higher  than  the  average  for  foreign  workers,  meas- 
ured in  U.  S.  dollars.  By  2000,  the  difference  had  increased 
to  31%,  as  high-tech,  high- wage  manufacturing  industries  ex- 
panded and  low-wage  industries  shrank.  "Factor-price  equal- 
ization is  out  the  window,"  says  Donald  R.  Davis,  a  trade  ex- 
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pert  who  is  chairman  of  th 
Columbia  University  eco 
nomics  department.  "It  isn' 
happening,  in  any  form." 

It's  not  just  the  impact  o 

trade  that  needs  to  be  re 

A^   4^   1     .ll*  •  stated.  Technology,  too,  had 

pl.O  trillion  in  very    different    effect    oi 

wages  than  most  people  an 
ticipated.  The  common  belie 
was  that  technology  elimi 
nated  many  low-skill  jobs  anc 
depressed  wages  for  the  rest 
That's  certainly  what  hap 
pened  in  the  1980s.  But  nev 
research  suggests  that  tech 
nology  has  a  much  more  se 
lective  impact.  Jobs  that  car 
be  boiled  down  to  a  set  routine — such  as  making  a  loan 
assembling  an  engine,  or  processing  a  bill — are  prime  targets 
for  computerization,  whether  they  are  done  by  low-educatior«| 
or  high-education  workers.  Computers  are  good  at  "rules- 
based"  tasks,  argues  Frank  Levy,  an  economist  at  Massa 
chusetts  Institute  of  Technology.  Indeed,  the  amoimt  of  work 
using  routine  skills,  both  manual  and  cognitive,  plunged  in 
the  1990s,  according  to  a  new  paper  by  Levy  and  two  other 
economists,  David  H.  Autor  of  MIT  and  Richard  J.  Murnane 
of  Harvard. 

But  there  are  plenty  of  nonroutine  tasks  that  cannot  be 
easily  replaced  by  technology — and  those  were  the  ones  that 
boomed  in  the  1990s.  They  span  a  wdde  range  of  skill  and  ed- 
ucation levels  and  include  such  jobs  as  sales,  truck  driving: 
and  network  installation. 

But  this  litany  of  good  news  raises  a  question:  If  workers 
prospered  in  the  1990s,  why  didn't  investors  get  their  fair 
share  of  the  gains?  After  all,  corporate  profits  did  rise  sub- 
stantially in  the  1990s.  Over  the  entire  business  cycle,  infla- 
tion-adjusted earnings  per  share  for  s&P  500  companies  av- 
eraged $36,  measured  in  2001  dollars.  That's  40%  above  the 
'80s  average.  And  this  gain  is  not  the  result  of  squirrely  ac- 
counting: An  even  bigger  increase  shows  up  in  the  govern- 
ment's numbers  for  operating  profits,  which,  unlike  s&P  earn- 
ings, deduct  the  cost  of  exercised  stock  options. 

The  bad  news  for  investors  is  that  much  of  these  corporate 
gains  were  a  result  of  companies  paying  lower  interest  rates 
for  debt.  At  several  points  in  the  1990s,  long-term  corporate 
interest  rates  plunged  below  7%,  enabling  companies  to  bor- 
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PERCEPTION  Investors  did  better  in  the  1990s  than  in  the  1980s. 
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Turns 
out,  the 
U.S.  workforce 
was  able  to  use 
high  tech 
to  boost  both 
wages  and 
productivity 


row  at  low  cost,  helping  the 
bottom  line.  At  Gillette,  for 
example,  interest  expenses 
have  gone  up  less  than  25% 
since  1991,  even  though  debt 
has  more  than  tripled.  In- 
deed, adjusted  for  inflation, 
interest  expenses  have  been 
roughly  flat. 

And  remember  that  the 
average  investor  has  a  port- 
foHo  not  only  of  stocks  but 
also  of  bonds  and  money- 
market  funds.  These  funds  in- 
vest in  corporate  bonds  and 
commercial  paper.  So  when 
companies  cut  their  interest 
costs,  it  shows  up  as  lower 
interest  payments  to  investors.  Building  up  profits  by  cut- 
ting interest  costs  is  like  robbing  Peter  to  pay  Paul:  It  all 
comes  out  of  the  same  investor  pocket  in  the  end. 

It's  important  to  step  back  and  quantify  how  the  pro- 
ductivity gains  of  the  1990s  were  distributed.  Consider 
nonfinancial  corporations,  where  annual  productivity  growth 
accelerated  from  less  than  1.8%  in  the  1980s  to  2.2%  in 
the  1990s.  Over  the  course  of  the  1990s  business  cycle,  this 
increase  in  added  productivity  translated  into  $812  biUion  in 

additional      output, 
measured    in    2001 
dollars.  Out  of  that 
sum,  an  astounding 
$806  bUlion— or  99%^ 
went  to  workers  in  the  form  of  more  jobs  and  higher  com- 
pensation, including  exercised  stock  options.  In  effect,  not  only 
did  the  economy  speed  up  in  the  1990s  but  the  workers  got  a 
bigger  share  of  the  pie. 

At  the  same  time,  faster  productivity  was  not  propelling 
corporate  profits  with  the  same  intensity.  Corporate  profits 
went  up  by  an  extra  $559  billion,  a  truly  striking  performance. 
But  that  was  mainly  because  because  companies  paid  lower 
interest  rates  on  debt. 

Look  beyond  nonfinancial  corporations  to  the  economy 
as  a  whole,  and  the  results  are  similar.  Faster  productivity 
growth  created  $1.9  trilHon  in  additional  output  in  the  1990s 
business  cycle,  measured  in  2001  dollars,  and  almost  all  of 
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PERCEPTION 

Technology  hurt 

low-skill 

workers. 

REALITY 

Blue-collar  and 

service  workers 

saw  real  wages 

rise  sharply  in  the  tech-driven  1990s. 

The  gap  between  high-  and  low-skill 

workers  widened,  but  at  a  much  slower 

rate  than  in  the  previous  decade. 
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that  gain  went  to  workers  and  small-business  owners.  Th 
combined  gains  for  corporate  profits,  interest,  and  returns  or 
real  estate  amounted  to  only  about  $50  billion. 

To  understand  why  investors  failed  to  cash  in  from  the  pro- 
ductivity gains,  it's  important  to  recall  the  devastating  impac 
of  the  tech  bust.  Enormous  sums  of  money  were  throwr 
away  in  the  dot-com  mania  and  the  telecom  meltdown.  Fm- 
thermore,  globalization  compounded  investors'  headaches.  In 
creased  trade  and  higher  levels  of  investment  abroad  were 
supposed  to  pay  off  by  getting  U.S.  companies  access  t( 
fast-growing  foreign  markets.  The  result  was  expected  U> 
be  a  big  shot  of  profits  from  abroad. 

But  that  didn't  materialize.  Export  growth  over  the  decade 
fell  short  of  expectations,  and  net  profits  from  overseas  ac- 

PERCEPTION  American  workers 
were  not  well-enough  educated  to 
thrive  in  the  Information  Economy. 


i 


i 


REALITY  The 

percentage  of 
the  workforce 
with  at  least 
some  college 
education  rose 
sharply,  from 
40%  in  1991  to 
51%  in  2000. 
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Investors 

were  supposed 
to  reap  big  rewards 
from  globalization, 
but  foreign  markets 
didn't  grow  as 
expected.  That 
could  soon  change 


tually  grew  only  slightly  faster 
than  domestic  profits.  The  rea- 
son: Foreign  markets  did  not 
boom  as  expected,  especially  af- 
ter the  1997  Asian  financial  cri- 
sis. Many  countries,  both  industrialized  and  developing,  ac- 
tually posted  slower  grou'th  in  the  1990s  business  cycle  than 
they  did  in  the  '80s.  The  one  big  exception  was  China — but 
even  with  that  country  included,  global  growth  slowed  from 
3.6%  in  the  1980s  to  3.3%  in  the  1990s  business  cycle. 

Of  course,  there's  no  reason  why  the  factors  that  depressed 
profits  in  the  1990s  should  be  repeated  in  the  coming  decade. 

It's  possible  that  as 
the  U.S.  moves  into 
a  new  expansion, 
profits  could  bounce 
back  quickly.  Ger- 
many and  France  show  signs  of  escaping  the  doldrums,  while 
key  exporters  like  Korea  and  Taiwan  are  picking  up  speed. 
Certainly  a  synchronized  global  recovery  could  help  profits, 
just  as  the  worldwide  slowdowni  of  the  late  '90s  hurt  them. 

Moreover,  technology  investments  by  companies  could  pro- 
duce even  bigger  productivity  payoffs  than  in  the  1990s. 
Productivity  surged  in  the  fourth  quarter  of  2001  at  an  amaz- 
ing 5.2%  rate.  That  level  of  productivity  growth  is  not  sus- 
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tainable.  Still,  big  enough  productivity  gains  could  enab 
companies  to  boost  profits  while  paying  high  wages.  Th 
could  start  a  new  virtuous  cycle,  as  it  did  in  the  1990s  w 
high  levels  of  investment  produced  faster  productivity 
fueling  growth  and  investment. 

But  it  won't  be  as  easy  as  the  1990s,  because  worke 
are  starting  with  a  bigger  share  of  output  and  faster  wa 
growth.  To  satisfy  workers  and  build  profits  at  the  sa: 
time,  companies  are  going  to  have  to  do  better  than  t 
2.2%  productivity  growth  of  the  1990s.  And  that  will  likell 
take  place  in  an  environment  of  rising  interest  rates,  putt 
more  pressure  on  profits. 

As  it  turns  out,  our  original  perceptions  of  who  benefit 
most  from  the  productivity  gains  of  the  1990s  was  flipped 
its  head.  Looking  ahead,  the  economic  pie  is  growing  bigg 
all  the  time,  but  it's  still  up  for  grabs  w^ho  will  get  t 
largest  piece  in  the  future.  "At  a  national  level  we  may  ge 
substantial  productivity  gains,  but  the  real  question  is  how  ail 
they  shared,"  says  management  consultant  Hamel.  And  in  tl 
end,  that's  the  real  lesson  of  the  1990s. 


PERCEPTION  Globalization  and  competition  from  low-income  countries  held 
down  wages  in  the  U.S. 

REALITY 

Real  wages 
increased  at  a 
1.3%  annual  rate 
in  the  1990s, 
much  faster  tht:n 


WORKERS  DID  BETTER 
IN  THE  1990s... 


ALL  PRIVATE- 
SECTOR  WORKERS 

AI.NUAL  RATE  OF  CHANGE  | 
Of  REAL  WAGES 


...AS  UNEMPLOYMENT 
DROPPED... 


CIVILIAN  UNEMPLOYMEKT  RATE 


AND  INVESTMENT 
SOARED 


the  0.2%  annual 
gain  of  the  1980s. 
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Picture   Perfect.  The  all-new  2002  Buick  Rendezvous  offers 
the  ride  of  a  luxury  sedan,  the  seating  capacity  of  a  minivan 
and  capabilities  of  an  SUV  in  one  innovative  package,  with 
available  extras  like  Versatrak  "on-demand  AWD  and 
reconfigurable  seating  for  up  to  seven  adults.  See  how 
it  all  comes  together  at  www.buickrendezvous.com. 

Starting  at  $25,795.  Rendezvous  CXL  shown,  $33,010. 
(MSRP.  Tax,  title  and  license  extra.) 


BuiCK  Rendezvous 

it's  all  gooci 


6M 


®  ©2002  GM  Corp.  All  rights  reserved.  BuIck  and  Rendezvous  are  registered  trademarks  and  Versatrak  is  a  trademark  of  GM  Corp  OnStar  is 
a  registered  trademark  of  OnStar  Corp.  Buckle  up,  America!  For  more  information,  visit  www.buickrendezvoua.com  or  call  1-800-4A-BUICK. 
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n  a  sunny,  Saturday  afternoon  in  March, 
Sam  Sama  is  yammering  away  with  cus- 
tomers in  his  New  York  store.  Every- 
thing Wireless.  His  shop,  barely  bigger 
than  a  walk-in  closet,  is  plastered  with 
neon  signs,  posters,  and  flyers  blaring 
out  deals  for  wireless  phones  and  servic- 
es. Sarna's  job:  to  help  buyers  sort 
through  the  cacophony  of  options.  After 
he  recites  his  htany  of  possible  deals, 
many  customers  ask  about  VoiceStream 
\^%eless,  the  traditional  low-cost  provider 
That's  when  Sama  pulls  out  a  map  that  shows  the  gaps  in 
VoiceStream's  coverage,  particularly  in  the  West.  "Most  peo- 
ple who  come  in  here  choose  AT&T  or  Verizon,"  he  says.  "They 
want  low  prices,  but  they  want  good  quality,  too.  Prices  have 
come  down  so  much  that  now  they  can  get  both." 

Sama  and  his  store  show  why  the  U.  S.  wireless  industry 
is  every  customer's  dream  these  days — and  every  wireless 
company's  nightmare.  Those  who  walk  into  Everything  Wire- 
less and  other  phone  stores  reap  all  the  benefits  of  full-throt- 
tle competition.  There  are  lots  of  choices,  good-quality  net- 
works, and  humdinger  prices.  All  the  extras  that  cost  a  lot  on 
your  home  phone — caller  ID,  call  waiting,  and  voice  mail — ^are 
usually  free  on  a  mobile  phone.  And  over  the  past  three 
years,  wireless  service  rates  have  plunged  25%  a  year,  to  an 
average  of  140  a  minute,  says  Menill  Lynch  &  Co. 

That's  nifty  for  phone  junkies,  but  it's  putting  the  com- 
petitiveness of  the  U.  S.  wireless  industry  at  risk.  Wireless 
companies  are  suffering  from 
severe  financial  pressures  that 
many  industry  experts  think  are 
unsustainable.  Prices  are  in  a 
free  fall,  subscriber  growth  is 
slowing,  capital  spending  re- 
mains high  as  telephone  carriers 
roll  out  new  technologies,  and 


How  that  consolidation  plays  out  in  the  wireless  sector 
crucial  for  telecom  services  and  for  the  U.S.  economy.  Thd 
reason:  Wireless  is  the  last,  best  hope  for  competition  in  th^ 
telecom  industry.  Six  years  ago,  Congress  passed  telecor 
reform  legislation  to  bring  competition  to  the  local  telephone 
markets.  That  was  supposed  to  help  the  entire  economy  bj 
spurring  innovation  and  low^ering  telecom  prices,  a  key  < 
paid  by  businesses  and  consumers.  Today,  the  hope  for  wire-| 
line  competition  in  the  local  phone  market  is  fading.  While 
more  than  50  upstarts  tried  to  take  on  the  Baby  Bells,  vir-l 
tually  all  of  them  are  now  bankrupt,  dead,  or  crippled  by  fi] 
nancial  w'oes.  The  Bells,  after  promising  they  would  comj 
pete  with  each  other,  decided  it  w^as  easier  to  be  ricl 
monopoUsts.  Many  analysts  expect  the  Bells  to  swallow  thf| 
long-distance  companies  in  the  near  future. 

Wireless  could  be  the  antidote  to  an  industry  that's  all 
Bells,  all  the  time.  Wireless  service  is  developing  into  an  al-j 
temative  for  traditional  phone  service.  Though  less  than  5 
of  the  U.  S.  population  has  disconnected  their  home  phones 
favor  of  wireless  service,  that  rate  is  growing.  And  more  ai 
more  people  are  using  mobile  phones  for  second  and  thirc 
phone  lines.  Wireless  accoimted  for  12%  of  all  telephone  min-l 
utes  in  2000,  the  last  year  for  which  the  government  has  dataj 
and  that's  expected  to  hit  25%  of  all  minutes  in  2003.  "This  is 
an  area  where  telecom  policy  has  w^orked  very  well  for  con-j 
siimers,"  says  William  Kennard,  former  chairman  of  the  Fed-j 
eral  Communications  Commission.  "There  has  been  a  huge 
benefit  in  consumer  welfare." 

That  could  change  in  the  coming  months.  Experts  thinP 
that  Cingular  Wireless,  the  second-largest  player^ 
owned  by  SBC  Communications  and  BellSouth,  maj 
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Too  many  players.  Cutthroat  prices.  A  shakeout  looms 

the  credit  crunch  that's  wreaking  havoc  in  the  rest  of  telecom 
is  starting  to  squeeze  wireless  players.  Wireless  stocks  are 
down  an  average  of  45'?^  since  the  beginning  of  the  year,  wip- 
ing out  $45  billion  in  shareholder  value.  "Tlie  wireless  sector 
is  sick,"  says  analyst  Luiz  Carvalho  of  Morgan  Stanley  &  Co. 
That  signals  consolidation  ahead.  There  are  six  national 
wireless  companies,  and  the  competition  is  so  fierce  that  the 
wireless  business  isn't  anywhere  close  to  generating  cash — 20 
years  after  the  service  was  launched  in  the  U.S.  Indeed, 
Morgan  Stanley  projects  the  sector  will  bum  through  about 
$10  bilHon  in  cash  this  year.  Most  investors.  Wall  Street  an- 
alysts, and  industry  executives  think  the  field  needs  to  be  cut 
to  no  more  than  four  players.  "There  will  undoubtedly  be 
some  consolidation,"  says  Dennis  F.  Strigl,  the  chief  executive 
of  Verizon  Wireless.  "It's  a  crazy  marketplace  today." 


buy  AT&T  Wireless,  the! 

No.  3  company.  Several! 

analysts,  including  Daniel! 

Reingold  of  Credit  Suisse  | 

First  Boston,  expect  such! 

a  deal  in  the  next   12! 

months.  They  figure  the 

companies  use  the  samej 
wireless  technology  and  could  save  billions  by  building  one  na- 
tionwide netw^ork  instead  of  two.  Further  out,  market  leaderl 
Verizon  Wireless  may  try  to  acquire  Sprint  Pes,  No.  4,  whichf 
uses  the  same  wireless  technology  as  Verizon.  That  w^ouldl 
leave  two  players  controlled  by  the  Baby  Bells — ^which  would  | 
claim  65%  of  the  wireless  market — ^and  two  much  weaker  con- 
tenders, VoiceStream  and  Nextel.  "To  me,  that's  the  night- 
mare scenario,"  says  Blair  Levin,  former  chief  of  staff  at| 
the  FCC  and  now  an  analyst  at  Legg  Mason  Inc. 

If  this  comes  to  pass,  it  could  affect  data  and  Internet  serv- 
ices, as  w^eU  as  voice  services.  Today,  mobile  phones  are  not  a  I 
\iable  alternative  to  home  phones  for  tapping  the  Internet — I 
much  less  an  alternative  to  broadband  service.  But  that's! 
changing.  .<^T&T,  VoiceStream,  Verizon,  and  others  are  rolling] 
out  new  technology  this  year  that  will  let  customers  connect! 
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to  the  Net — either  from  their  mobile  phone  or  from  a  laptop 
connected  to  a  mobile  phone — at  40-to-60  kilobits  per  second, 
about  the  same  as  a  traditional  modem.  The  next  generation 
of  wireless  service,  scheduled  for  2003  or  2004,  is  expected  to 
connect  people  at  speeds  of  up  to  one  megabit  per  second. 

The  question  is  whether  the  Bells,  if  they  were  the  only 
strong  wireless  players,  would  hold  back  any  new  services  to 
avoid  cannibalizing  their  existing  voice  and  data  services. 
Says  Steven  Sunshine,  a  former  Justice  Dept.  official  who  is 
now  a  partner  at  the  law  firm  Sherman  &  Sterling:  "Justice  is 
going  to  be  keenly  interested  in  whether  consolidation  is  go- 
ing to  interfere  with  the  pace  of  innovation." 

Top  wireless  execs  say  talk  of  consohdation  is  pure  specu- 
lation. Verizon  Wireless'  Strigl  says  he  has  no  interest  in 
pursuing  a  big  acquisition  anytime  soon.  "I'd  just  as  soon 
somebody  else  be  on  the  bleeding  edge  of  merging  in  the  in- 
dustry," he  says.  Cingular  CEO  Stephen  M.  Carter  says 
he  doesn't  want  to  do  a  deal  in  the  near  term  either,  al- 
though he  would  not  rule  one  out  altogether. 

Stni,  wireless  mergers  will  take  place — and  when 
they  do,  government  regulators  will  have  to 
strike  a  tricky  balance.  Some  consolidation  will 
help  the  financial  health  of  wireless  companies  so 
that  they  can  afford  to  roll  out  whizzy  new  serv- 
ices. But  too  much  consolidation  could  choke  off 
the  competition  that  has  made  wireless  the  most 
dynamic  sector  of  telecom.  "The  question  is 
whether  a  merger  is  going  to  hurt  consumers  or 
is  it  going  to  help  consumers?  There  are  cost 
savings  that  lead  to  innovation  that  gets  passed 
on  to  consumers,"  says  Eleanor  M.  Fox,  a  pro- 
fessor at  New  York  University  School  of  Law. 

Certain  deals,  in  fact,  could  help  innovation.  An 
AT&T-VoiceStream  combo  would  save  the  merged 
companies  billions  on  capital  expenditures  and 
overhead,  allowing  them  to  compete  head-on 
with  any  company.  Alltel,  a  regional  player  based 
in  Little  Rock,  could  buy  Sprint  Pes  to  become  a 
national  competitor.  Even  one  big  BeU  deal — Cingular-AT&T  or 
Verizon-Sprint  pes — probably  w^ouldn't  hurt  competition. 
Thomas  J.  Sugrue,  chief  of  the  Fee's  wireless  bureau,  says  the 
commission  would  carefully  weigh  the  competitive  impact  of 
any  proposed  merger. 

Meanw'hile,  the  financial  troubles  of  the  wireless  players  are 
becoming  more  serious.  Competition  is  so  intense  that  only 
two — Verizon  and  Cingular — made  money  in  2001,  even  as  in- 
dustry revenues  climbed  24%,  to  $85  billion.  Losing  dough 
was  no  big  deal  when  the  number  of  U.S.  subscribers  w^as 
growing  25%  to  30%  annually,  as  it  did  during  the  second  half 


VERIZON  WIRELESS 

29.4  million 

$17.4  billion 

$2.3  billion* 

The  joint  venture  between 
Verizon  and  Vodafone  is  the 
industry  heavyweight.  Still,  it 
has  challenges.  Its  initial 
public  offering  has  been 
stalled  by  investors  who  have 
soured  on  wireless  stocks. 

Verizon  execs  say  they  aren't 
interested  in  acquisitions 
anytime  soon.  Long  term,  the 
company  could  go  after  Sprint 
PCS  or  Alltel. 


CINGULAR 

21.6  million 

$14.3  billion 

$2.5  billion* 

Formed  by  BellSouth 
SBC,  Cingular  has  sccf 
profitability.  It  also  ha  j; 
a  patchwork  of  differe  j^ 
wireless  technologies. 


Cingular  is  investing  h 
to  standardize  on  one 


ip 


lar: 


Cingular  could  go  on  t 
prowl  for  acquisitions 
this  year  or  next,  with 
Wireless  and  VoiceStrf 
the  most  likely  targets 
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Data:  Company  reports.  BW        All  figures  2001       'Operating  income.  Verizon  and  Cingular  do  not  report 


The  next  batch  of  new  subscribers 
to  cell-phone  services  may 
^  not  be  very  profitable:  teenagers, 
^  the  elderly,  and  the  tightwads 


of  the  1990s.  But  subscriber  growth  dropped  to  18%  last 
year,  down  from  27%  in  2000.  The  number  of  new  subscribers 
in  2001,  19.5  million,  was  less  than  the  year  before  for  the  first 
time  ever  in  the  U.  S. 

An  aberration?  Probably  not.  On  Feb.  4,  Sprint  ceo 
William  T.  Esrey  warned  that  this  year  wasn't  going  to  be 
any  better  than  2001.  He  said  his  wireless  business.  Sprint 
PCS,  would  miss  its  forecasts  by  a  wide  margin  in  2002.  In- 
stead of  adding  3.7  million  subscribers  this  year,  Sprint  pes 
will  add  only  3  million.  The  reason,  Esrey  explained,  was  that 
the  wireless  sector  in  the  U.  S.  probably  would  gi-ow  by  only 


17  million  or  so  new  subscribers  in  2002,  not  the  23  millic  j^-, 
most  had  expected.  New'-subscriber  growth  would  slide  ^, 
13%,  and  the  number  of  new  subscribers  would  fall  for  tl 
second  year  in  a  row.  Sprint  Pcs's  stock  plunged  20%  the  fc 
lowing  day,  to  $10.99,  dragging  downi  other  wireless  player 

And  the  slowdown  looks  as  if  it's  here  to  stay.  Merr  j^ 
Lynch  predicts  that  subscriber  growth  will  slow  every  ye:  j^jj 
through  2005,  until  just  10  million  subscribers  are  adde 
for  a  measly  6%  gro\vth.  That  would  bring  U.  S.  penetratic 
to  61%,  Merrill  Lynch  estimates. 

Why  is  the  growth  slowing  now?  Part  of  the  reason  is  tl 
economic  slowdown,  w^hich  persuaded  son 
people  to  hold  off  on  any  unnecessary  e 
penses.  "I  think  what  we  saw  [last  year]  w; 
that  the  wireless  industry  is  part  of  the  n 
tional  economy,"  says  John  W.  Stanton,  CEO 
VoiceStream. 

The  market  also  is  maturing.  The  big  drea 
for  the  U.  S.  wireless  industry  was  that  Ame 
icans  w'oiild  become  as  enamored  of  their  c(|  . 
phones  as  people  are  in  Europe,  where  penetration  rates  a 
said  to  be  as  high  as  80%.  But  wireless  penetration  rates    jj. 
Europe  have  been  overstated  for  years.  For  starters,  Eur-  ^ 
pean  carriers  used  to  count  customers  as  subscribers  even 
they  hadn't  spent  money  on  wireless  service  for  months.  Se 
ond,  subscribers  often  are  double-counted  if  they  buy  a  sul 
scriber  identity  module  (siM)  card,  a  computer  chip  that  ston 
wireless  minutes,  fi-om  two  different  carriers.  If  you  adjust  ft 
these  two  factors,  many  people,  including  Cingular's  Carte 
think  European  penetration  w'ould  be  in  the  mid-to-low  60? 
While  the  U.  S.  market  still  has  room  to  grow,  it's  tough 
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'ummeting,  and  losses  are  mounting.  Here's  a  look  at  the  sir  national  players  that  are  slugging  it  out. 


%&T  WIRELESS 

lion 

billion 

Tnillion 

a  top  brand  name 
•'B  billion  in  cash.  It's 
^stting  bigger,  with  the 
Hion  acquisition  of 
'  trp.  Even  so,  it  may 
•^  ve  the  size  to  take  on 
5 1  and  Cingular. 

■''or  AT&T  Wireless  to 
^  make  another  acqui- 
'^  probably  Voice- 
^*ri,  or  sell  out,  most 
'5  to  Cingular. 


SPRINT  PCS 

13.6  million 

$9.7  billion 

$1.3  billion 

Last  year,  it  had  the  fastest 
growth,  adding  4  million 
subscribers.  But  it's  losing 
money  and  has  debt  of  $15 
billion.  Spooked  investors 
have  driven  the  stock  down 
59%  this  year. 

It  looks  like  takeover  bait. 
Most  likely  acquirer  is  Veri- 
zon Wireless  because  it  uses 
the  same  technology.  But  a 
deal  won't  happen  anytime 
soon. 


NEXTEL  COMMUNICATIONS        VOICESTREAM  WIRELESS 


8.7  million 

$7.0  billion 

$612  million 

Nextel  is  Corporate  Ameri- 
ca's provider.  Some  91%  of 
its  customers  are  business- 
es, insulating  Nextel  from 
price  wars.  It  boasts  the 
most  revenue  per  customer: 
$69  a  month. 

Nextel 's  huge  debt  load  of 
$14  billion^and  having 
technology  incompatible 
with  every  other  carrier's — 
make  it  unappealing. 


7  million 

$4  billion 

$3  billion 

VoiceStream  offers  the  low- 
est rates  of  all,  which  helped 
drive  down  industrywide 
prices  some  26%  in  2000, 
to  140  a  minute.  Deutsche 
Telekom  acquired  the  com- 
pany last  year. 

If  VoiceStream  is  put  on  the 
block,  Cingular  and  AT&T 
Wireless  may  be  interested. 
But  the  company  would 
fetch  only  one-third  the 
$30  billion  DT  paid  for  it. 


"jnake  new  customers  profitable.  Most  analysts  think  the  next 
ound  of  buyers  will  be  people  who  subscribe  only  if  they  can 
''»ay  less:  teenagers,  the  elderly,  and  the  tightwads.  That 
f'neans  wireless  companies  may  need  to  become  more  ag- 
'f  jressive  about  offering  prepaid  service  or  wireless  service  by 
■''  he  minute.  But  snagging  this  reluctant  group  of  subscribers 
^''ould  pose  risks  that  carriers  aren't  accustomed  to.  Last 
''I'ear,  when  Sprint  started  offering  sei^ice  to  customers  with 
"  )oor  credit  history,  it  found  most  of  them  couldn't  afford 
he  service  for  long,  re.sulting  in  a  costly  increase  in  the 
^■•ompany's  chum.  "Carriers  need  to  get  smarter  about  how 
"  hey  segment  and  attract  customers,"  says  Martin  Dunsby,  a 
'"partner  at  Deloitte  Consulting. 

'  Wireless  companies  have  high  hopes  that  lucrative  data  and 
"Internet  services  can  make  up  the  difference.  In  April,  Veri- 
'  Jon  Wireless  will  launch  trials  in  Washington,  D.  C,  and  San 
Diego  of  high-speed  technology  that  allows  connection  speeds 
"  )f  2.4  megabits — plenty  for  watching  full-motion  video  or 
"  swapping  digital  photos.  Verizon  expects  to  offer  the  service 
« »mmercially  in  some  markets  in  2003.  Research  firm  Frost  & 
'  Sullivan  Inc.  expects  the  wireless-data  market  to  surge  from 
'51.2  billion  in  2001  to  $20  billion  in  2005.  Says  Andre  Dahan, 
■>  ^resident  of  AT&T  Wireless'  mobile-multimedia  services:  "We 
jelieve  the  opportunity  is  gigantic." 

So  are  the  risks.  AT&T,  Sprint,  and  others  offered  wireless- 
Internet  services  to  their  customers  two  years  ago  and  found 
few  who  were  willing  to  pay  the  extra  money.  "Nobody 
showed  up,"  says  Dunsby.  "It  was  a  bust."  This  time,  Dahan 
and  his  rivals  vow  they've  got  the  service  right.  AT&T  Wire- 
less plans  to  market  its  data  services  to  companies  first  so 
r-mployees  on  the  go  can  get  e-mail  and  other  critical  infor- 
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mation.  As  services  such  as  short  messaging  and  instant 
messaging  get  simpler  and  cheaper,  Dahan  anticipates  that 
they'll  take  off  with  consumers  too. 

Which  wireless  players  are  best  positioned  to  take  advan- 
tage of  the  opportunities  on  the  Net  and  elsewhere?  Start 
with  Verizon  Wireless  and  Cingular,  the  two  largest  outfits, 
with  29.4  million  and  21.6  million  subscribers,  respectively. 
While  other  carriers  are  losing  money,  Verizon  Wireless 
earned  $2.3  billion  in  operating  income  last  year,  and  Cingu- 
lar reported  $2.5  billion  in  operating  income.  That  will  allow 
them  to  pour  money  into  new  networks  and  services,  some  $5 
billion  each,  according  to  analysts. 

AT&T  Wireless  is  showing  signs  of  strain  in  trying  to  keep 
up  with  its  larger  ri- 
vals. The  company  will 
need  to  come  up  with 
$15  billion  for  capital 
investments  between  2001  and  2003,  analysts  estimate,  as 
much  as  either  of  its  larger  rivals.  That's  because  it's  up- 
grading its  network  for  new  data  services  at  the  same  time 
that  it's  switching  to  a  new  wireless  technology,  the  Global 
Standard  for  Mobility  (gsm).  On  Mar.  18,  J.  P.  Morgan  analyst 
Thomas  Lee  downgraded  the  company's  stock  from  "buy"  to 
"market  perform"  because  he  thought  at&t  Wireless  would 
have  a  hard  time  remaining  competitive  with  such  heavy 
capital  demands.  John  D.  Zeglis,  chief  executive  of  AT&T 
Wireless,  says  the  transition  to  gsm  will  be  a  competitive  ad- 
vantage in  the  long  term  because  it's  the  most  popular  wire- 
less standard  in  the  world.  "We  don't  have  to  beg,  borrow, 
and  steal  from  a  vendor  to  get  new  technology,"  he  says. 

Perhaps  the  most  vulnerable  player  in  the  industry  is 
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Sprint  PCS.  It  has  stressed  gro'W'th  at  any  cost  since  its  start 
in  1996 — and  the  strategy'  worked  brilliantly  for  a  while.  Its 
stock  soared  tenfold  between  1998,  when  it  went  public,  and 
2000.  Since  then.  Sprint  pcs's  shares  have  plunged  8-5%  from 

its  peak  in  2000,  to 
$10.50  as  investors 
have  som-ed  on  fast- 
gro\\Tng  money  losers. 
Now.  the  company  is  losing  money — $1.3  billion  in  2001 — and 
its  debt  load  is  climbing,  to  $15.4  bilUon  at  the  end  of  the 
year.  It  also  needs  to  raise  $2  biUion  this  year  to  pay  for  net- 
work investments,  according  to  Sanford  C.  Bernstein. 


Special  Report 


As  the  U.  S.  wireless  industry  matures,  shareholders,  cus 
tomers,  and  regulators  must  face  the  changes  ahead,  ^\^t 
wireless  companies  losing  money  and  with  investors  reluctar 
to  give  them  more,  some  carriers  wiU  be  forced  into  merger 
"The  capital  markets  are  ruthlessly  efBcient,"  says  ZegUt 
"They  will  enforce  discipline  on  players  over  time."  No  doub 
but  it'^  critical  that  consolidation  not  be  allowed  to  go  too  fa 
Rigorous  competition  in  the  wireless  sector  is  vital  to  th 
countn,''s  future. 

By  Peter  Elstrom,  ivith  Heather  Green  in  New  York,  Rogt 
O.  Crockett  in  Chicago,  Charles  Haddad  in  Atlanta,  an 
Catherine  Yang  in  Washingto7i 


MOTOROLA  AND  NORTEL:  TWO  AGAINST  THE  WORLD? 

The  Motorola  Inc.  division  that  technologj^  Nortel  makes  similar                 Wireless-equipment  makers  cer- 
makes  the  heax-y-duty  gear  for  wireless  Net  equipment.  So  a  deal  tainly  can't  count  on  internal  growth, 
wireless  networks  is  ailing.  The  with  Nortel  could  destroy  the  Mo-  The  global  infrastructure  market, 
$6.5  bMon  unit  lost  $1.4  billion  in  torola-Cisco  partnership.  Cisco  didn't  which  grew  as  fast  as  44%  annually 
2001.  Worse,  it's  faUing  behind  in  the  respond  to  requests  for  comment.  during  the  1990s  boom,  declined  5% 
race  for  contracts  to  build  next-gen-  Without  a  deal,  both  vmits  are  sure  last  year,  to  $55  biLhon.  Most  big  Gen- 
eration networks.  Last  year,  Ericsson  to  struggle.  Experts  believe  there's  tracts  for  next  generation  wireless 
and  Nokia  were  the  big  winners  only  room  for  three  major  infrastruc-  networks  have  been  awarded.  Pres- 
when  it  came  to  supply  agreements  ture  players.  Ericsson  is  No.  1,  with  sure  on  equipment  makers  will  grow 
with  carriers  Cingular  Wireless  and  a  commanding  28%  market  share,  ac-  as  big  wireless  carriers  begin  to 
AT&T  Wireless  Services.  "It's  going  to  cording  to  Bear  Steams.  Nokia  is  merge — a  development  that  industry 
be  verj'  hard  for  [Motorola]  to  come  No.  2  and  rising,  with  a  12%  share.  experts  say  must  happen  during  the 
back,"  says  Bear,  Steams  &  Co.  ana-  Nortel,  Motorola,  and  Siemens  each  next  several  years.  That  would  cre- 
lyst  Wojtek  Uzdelewicz.  The  wii-eless  have  about  11%,  and  Lucent  Tech-  ate  even  larger  customers  with  in- 
unit  is  "a  big  headache."          ^^ammmmm^m^^^mm^^^^^^^^^^^^^^^^^^^^^^^mi   creased  leverage  to  nego- 

That's  why  Motorola  ranm  #*■  ABlf                                    ^^^^^  lower  prices. 

President  Edward  D.  Breen  FADED  uLORY                                         By  teaming  up,  Nortel 

Jr.  is  working  behind  the           ^^^  •      ^^^^  ^  ^^  ^          ^^^      ^^^  jggg^  ^              and  Motorola  would  com- 

scenes  to  come  up  w;ith  an             ^^   ^^^^  ^.^^^^^  infrastructure  market  declined 5%  P^^"^^"^^ ^^'^ ,?f'?^^ ^      , 
extra-strength  aspirm.  ...    »rr,„-      \r,        ,j  ..               t    ^r         ■  strengths.  Both  have  suf- 
BusinessWeek  has  leamed  ^^  ^^«'''  ^^  ^^^  ^^"'««-  Consohdatim  may  be  the  only  way  ^^^^^  ^^^^^^^  ^^^^^  i^ 
that  Breen  is  in  talks  with               for  nvals  to  boost  share.  Here's  how  they  stack  up:  i^^,  e^t  Nortel  has  more 
top  executives  at  Nortel                                      GLOBAL  products  and  strategic  re- 
Networks  Ltd.  about  com-                            .*'*'"^..^"*".^.           .^.'^""'l lationships  with  phone 

bining  Motorola's  infrastruc-  ERICSSON         O  Q  O/  't  remains  the  king  of  companies  in  Europe, 

ture  business  with  Nortel's  ^0  /o         wireless  infrastructure  which  helped  it  land  $1.5 

$5.7  bUUon  wireless  division.  billion  in  next-generation 

The  tw^o  companies  are  ex-  "WIA               lO                Handset  giant  is  successfully  wireless  contracts  last 
ploring  a  range  of  options,                                  '  ^                moving  onto  Ericsson's  turf  year.  Motorola  does  not 
including  the  possibility  of  NORTEL             1 1                 Strongest  in  supphing  gear  to  make  the  switches  that 
Nortel's  unit  bming  the                                      |  |                 smaU-  and  medium-size  carriers  ^^^^^  ceUular  calls- 
Motorola  unit  and  the  com-  — w^here  Nortel  excels. 

bined  company  being  spun  MOTORDLft        11  A  merger  with  Nortel  would  fill  Nortel  could  benefit  from 

out  as  an  independent  busi-  ■  ■  big  gaps  in  product  lineup  Motorola's  expertise  in 

ness,  says  a  Motorola  exec-       lucEIIT in Lagsinmarket'for  gear  based  on"     building  base  stations, 

utive  and  two  former  execs  |  \}  ^^^  j,^^    ^^  ^^^1^33  ^^^^^         wWch  control  a  cell  site's 

at  Nortel  and  Motorola.  A         -- radio  frequencies. 

Motorola  spokeswoman  ac-  ^^^^  ^^^'  steam  &  Co.  ^  (jg^l  would  give  the 

knowiedged  the  company  is  "talking  nologies  has  10%.  "It's  not  a  sustain-      companies  the  scale  and  market  share 

to  everybody"  but  refused  to  com-  able  business  model  for  people  that         they  need  to  compete.  "It's  sure  bet- 

ment  on  "speculation"  about  Nortel.  can't  be  in  the  top  three,"  says  ter  than  not  doing  anything,"  says 

Nortel  declined  to  comment.  Matthew  J.  Desch,  chairman  of  Richard  H.  Earnest,  a  fund  manager 

There  could  be  several  obstacles  Airspan  Networks  Inc.,  a  fixed  wire-      at  HighMark  Capital  Management 

to  such  a  union.  Investors  have  less  broadband  equipment  maker.  Inc.,  which  holds  250,000  Motorola 

soui-ed  on  wireless  stocks,  making  'The  only  way  to  create  share  is  by       shares.  "Ericsson  is  beating  the  hell 

any  share  offering  problematic.  An-  consolidating."  Each  of  the  smaller  out  of  them,  and  Nokia  came  from 

other  complication  is  Motorola's  In-  players  has  been  involved  in  merger       nowhere."  In  this  market,  a  decent 

\isL\  venture  with  Cisco  Systems  talks.  In  the  past,  Motorola  has  held       chance  of  success  is  as  much  as  any- 

Inc,  which  is  developing  next-gener-  talks  with  Lucent  and  Siemens  as  one  can  expect  from  either  company, 

ation  wireless  gear  based  on  Internet  well,  analysts  say.  By  Roger  O.  Crockett  in  Chicago 
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WHEN  NEARLY  HALF  THE  FORTUNE^  1000  ARE  YOUR  CLIENTS,  YOU  TEND  TO  STAND  OUT. 


When  leading  companies  need  a  wireless  partner  to  keep 
things  moving,  they  turn  to  us.  With  over  20  million  subscribers 
nationwide,  it's  no  wonder  that  businesses  rely  on  Cingular 
to  provide  services  such  as  business  calling  plans,  corporate 
e-mail,  interactive  messaging,  and  CRM  solutions.  Maybe  it's 


time  you  noticed  the  shape  business  is  taking  to  express  itself. 
Give  us  a  call  at  1-866-281-7551,  or  visit  us  on  the  internet  at 
www.cingular.com/business.  Also,  feel  free  to  download  our 
"orange"  paper.  Executive  Guide  to  Enterprise-Wide  Wireless 
Data  Strategies,  when  you  visit  our  website. 


X  cingular 


WIRELESS 


Information  Technology 


COMPUTING 


A  TALK  WITH 
scon  McNEALY 

Sun's  chief  on  the  post-Enron  economy,  HP,  and  more 


Scott  G.  McNealy  co-founded  Sun 
Microsystems  Inc.  in  1982  at  age 
27.  He  has  since  built  an  $18  bil- 
lion computer  giant,  amassed  a  fortune, 
and  become  one  of  the  industry's  most 
vocal  critics  of  rival  Microsoft  Corp. 
BusinessWeek  Editor-in-Chief  Stephen 
B.  Shepard  spoke  with  McNealy  on 
Mar.  IJf  as  part  of  the  magazine's  Cap- 
tains of  Industry  series  at  Manhattan's 
92nd  Street  Y.  Here  are  excerpts: 

Your  father  was  vice-chairman  of  Ameri- 
can Motors.  And  you  grew  up  in  Detroit. 
Were  you  a  car  buff  as  a  kid? 

I  liked  cars.  I  could  tell  just  by  look- 
ing at  the  side  taillights  what  model, 
what  year,  what  make.  I  knew  every 
car  on  the  road. 


would  go  into  the  automobile  industry? 

My  first  job  oi^^of  college  was  in  a 
UAW  shop  in  ..Cent^-alia,  111.  I  was  in  the 
parts-supply  industry.  But  I  didn't  know 
what  I  was  going  to  be  when  I  grew 
up.  I  just  liked  manufacturing  because 
you  could  make  something. 

Where  did  the  interest  in  technology 
come  from? 

I  was  working  in  the  FMC  tank  plant 
in  San  Jose,  Calif.,  but  I  quit  and  went 
to  work  for  a  computer  company,  Onyx 
Systems.  It  was  the  first  company  to 
put  Unix  on  a  microprocessor.  And  what 
the  heck,  they  gave  me  5,000  shares  of 
stock.  I'd  never  had  stock  before.  Ten 
months  later,  we  started  Sun. 


It  occurs  to  me  the  name  of 
your  kids — Maverick.  Dakota, 
Colt,  and  Scout — are  the  names 
of  cars.  Was  that  an  accident? 

That's  not  an  accident.  If 
one  was  a  girl,  it  was  going  to  be  Mus 
tang  Sally. 


INDUSTRY 


There's  still  time. 

No,  we're  done.  No  more  Free  Willy. 


How  did  you  and  your  wife  decide  on 
these  names? 

They're  all  vehicles,  they're  all  Native 
American-kind  of  connotations,  and  they 
all  mean  something.  Maverick  has  an 
obvious  connotation.  Dakota  is  a  Native 
American  word  for  "friend."  Colt  is  ■ 
"little  horse."  Obviously,  Scout  is  run- 
ning around  checking  everything  out. 

So  it's  kind  of 
fun.  They've  all 
got  boring  middle 
names:  Scott, 
Barry,  William, 
Paul. 

Did  you  think  you 


You  went  on  GE's  board  a 
CAPTAIIXS      couple  years  ago.  How  did 
that  happen? 

It  just  so  happened  that 
Golf  Digest  searched  all  these 
private  handicap  records  of  all 
the  CEOS,  and  they  had  me  ranked  as 
No.  1  and  [former  General  Electric  Co. 
Chairman]  Jack  Welch  as  No.  2.  They 
were  an  interesting  customer.  And  I 
have  been  a  Jack  groupie,  professionally. 
So  I  really  wanted  to  meet  him.  I  saw 
this  was  a  great  opportunity  and  I  wrote 
him  a  note,  and  I  said,  "Jack,  we're  No.  1 
and  No.  2.  Let's  settle  it  mano  a  mano. 
You  name  the  pl%«%e,  the  time,  I'll  be 
there.  Bring,  your  best  game."  I  knew 
Jack  would  bite.  It  was  like  chumming. 


He  put  you  on  the  board  for  your  golf? 

He  needs  somebody  to  play  with. 

What  has  been  your  experience  on  the 
GE  board? 

It  has  been  huge.  In  fact  my  staff 
always  looks  at  me  and  says,  "All  right, 
what  do  we  have  to  do  now?"  every 
time  I  come  back  from  a  board  meeting. 
There   are    some   really   outstanding 


M. 


things.  We're  doing  Sun  Sigma,  or  Si 
Sigma.  I  really  cranked  it  up  big-time  Ire 
I've  really  worked  hard  on  succej  p. 
sion  planning.  I  have  a  depth  chart  o  it* 
every  one  of  my  executives  that  goe 
down  at  least  three  or  four  folks  on  a  k 
the  top  150  executives.  We've  got  aboi 
50  executive  moves  planned  out  for  th: 
year  where  we  know  we're  going  t 
move  people  sideways,  moving  peopl  h\ 
up,  people  down,  people  out.  We've  a  i) 
ready  laid  it  out  and  have  a  pretty  goo  ta) 
strategy.  And  we're  starting  our  ow 
Leadership  Institute,  kind  of  hke  the: 
Crotonville  [N.  Y.]  Jack  Welch  progran 


Let's  talk  about  the  mood  in  Silicon  Val 
ley.  Does  the  tech  slump  feel  anywhere 
near  over  to  you? 

There  are  still  a  lot  of  bright  peopl 
working  on  a  lot  of  bright  ideas.  Th 
money  actually  isn't  free  and  easy  hke 
used  to  be,  which  is  a  good  thing.  )\ 
got  started  on  $285,000.  We  went  pro 
itable  in  our  first  year.  That's  a  goo 
thing.  [Sun  Chief  Scientist]  Bill  Joy  like 
to  say  there's  never  been  a  successfi 
well-funded  startup.  If  you  have  to 
much  money,  you're  not  going  to  find 
new  and  different  and  more  efiBcient  an 
effective  way.  You're  just  going  to  tr 
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Sijind  overpower  the  current 
►layers  with  the  same  strat- 
•gy.  You  can't  win  a  sailboat 
ace  if  you're  behind   by 

jekcking  behind  the  boat  in 
iront  of  you.  You've  got  to 

)ufo  out  and  find  different  wa- 

jiiler  and  find  better  air. 


CENTER  STAGE 

McNealy,  whose 
kids  have  cars' 
names,  shares  a 
light  moment 
with  Shepard 


olSun's  stock  hit  a  high  of  $64. 

a  Did  you  think  what  tech  stocks  were  doing 

<iiwo  years  ago  was  too  good  to  be  true? 

r  When  I  married  my  wife  seven  years 
eiligo,  Sun's  stock  was  at  an  equivalent  of 
II  about  a  buck.  It's  about  $9.50  now — 
59.50  from  $1  over  seven  years.  She 
|:hinks  she's  a  pretty  good  CEO  wife. 

She  married  well. 

il[    No,  she  trained  me  well,  and  the 
li^tock  made  a  nice  move  since  we  got 
iparried.  But  two  years  ago  we  were 
liselling  at  10  times  revenues  when  we 
iwere  at  $64.  At  10  times  revenues,  to 
give  you  a  10-year  payback,  I  have  to 
pay   you    100%    of  revenues    for    10 
straight  years  in  dividends.  That  as- 
sumes I  can  get  that  by  my  sharehold- 
ers. That  assumes  I  have  zero  cost  of 
goods  sold,  which  is  very  hard  for  a 
computer  company.  That  assumes  zero 


expenses,  which  is  really 
hard  with  39,000  employees. 
That  assumes  I  pay  no  tax- 
es, which  is  very  hard.  And 
that  assumes  you  pay  no 
taxes  on  your  dividends, 
which  is  kind  of  illegal.  And 
that  assumes  with  zero  R&D 
for  the  next  10  years,  I  can 
maintain  the  current  rev- 
enue run  rate.  Now,  having  done  that, 
would  any  of  you  like  to  buy  my  stock 
at  $64?  Do  you  realize  how  ridiculous 
those  basic  assumptions  are?  You  don't 
need  any  transparency.  You  don't  need 
any  footnotes.  What  were  you  thinking? 

What  were  you  thinking? 

I  was  thinking  it  was  at  $64,  what  do 
I  do?  I'm  here  to  represent  the  share- 
holders. Do  I  stand  up  and  say,  "Sell"? 
I'd  get  sued  if  I  said  that.  Do  I  stand 
up  and  say,  "Buy"?  Then  they  say 
you're  [Enron  Chairman]  Ken  Lay.  So 
you  just  sit  there  and  go,  "I'm  going 
to  be  a  bum  for  the  next  two  years. 
I'm  just  going  to  keep  my  mouth  shut, 
and  I'm  not  going  to  predict  anything." 
And  that's  what  I  did. 

Are  there  lessons  from  Enron? 


In  general,  the  system  is  working. 
Enron  is  Darwinian  toast.  It's  gone. 
The  system  works.  You  are  a  crook, 
your  company  is  gone.  Andersen  is  fac- 
ing the  Darwinian  music  big-time  also. 
They  can't  even  sell  the  thing  right  now. 
If  [former  Enron  CEO  Jeff]  SkiUing  or 
anybody  else  broke  the  law,  they  should 
be  wearing  stripes. 

So  how  many  new  rules  do  you  need? 
I  think  Enron  says,  "Hey,  if  you're  go- 
ing to  invest  in  a  company  that's  going 
like  crazy,  maybe  it's  too  good  to  be 
true.  Maybe  you  ought  to  read  the  in- 
come statement,  the  balance  sheet,  and 
the  footnotes."  How  many  Enron  in- 
vestors actually  read  the  footnotes?  If 
they  had,  they  wouldn't  have  been  able 
to  understand  them.  Why  invest  in 
something  you  can't  understand? 

Ultimately,  we've  got  to  take  person- 
al responsibility.  It  isn't  the  govern- 
ment's responsibility  in  a  market  econo- 
my to  protect  me  from  wins  and  losses 
in  the  market.  Every  time  there  is  a 
failure  in  the  market  economy,  the  gov- 
ernment wants  to  step  in  and  protect  us 
from  failure,  to  get  votes.  But  if  you 
don't  have  failures,  you  don't  have  win- 
ners. If  you  don't  have  winners,  you 
don't  have  a  market  economy.  It's  what 
makes  America  great. 

What's  the  outlook  at  Sun  for  the  rest  of 
the  year? 

I  think  our  chief  enemy  is  still  the 
chief  financial  officer,  not  Microsoft  or 
IBM.  Tech  investments  are  always  dis- 
cretionary in  the  short  run,  optional  in 
the  midrange,  and  mandatory  in  the 
long  term.  When  will  they  come  out  of 
it?  Nobody  can  predict.  But  at  some 
point,  if  you're  going  to  be  competitive, 
people  are  going  to  have  to  buy.  De- 
fense is  going  to  have  to  buy  more  com- 
puters. Airlines  are  going  to  have  to. 
The  INS  is  going  to  have  to. 

How  would  you  describe  the  strategy  for 
Sun  over  the  longer  term? 

The  strategy  is:  The  network  is  the 
computer.  We  believe  that  you  shouldn't 
do  computing  on  your  local  PC.  You 
should  do  it  out  over  the  network  on  a 
very  powerful  network  server.  And  you 
shouldn't  have  any  information  or  data 
local  to  your  PC.  Why?  Because  it  could 
blow  up.  You  could  drop  it.  It  could  get 
stolen.  Somebody  could  crack  into  your 
PC.  Put  it  in  the  server,  where  it's  safe. 

Will  the  merger  of  Hewlett-Packard 


ve  winners. . . .  It's  what  malces  America  great  ?  ? 
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and  Compaq  happen? 

The  visual  I  see  is  a  slow-motion  col- 
lision of  two  garbage  trucks — and  they 
are  just  about  to  meet  bumpers.  Any- 
body who  wanted  to  vote  no  should 
have  gotten  out  of  the  stock.  Why 
would  you  play  a  game  of  chicken  with 
a  bad  answer?  Get  out.  Jump  out  of  the 
truck  now.  All  right?  So  I  have  very 
little  sj'Tnpathy  for  the  shareholder  who 
votes  no  and  then  gets  in  a  collision. 

Does  it  make  any  difference  to  Sun? 

No,  because  fundamentally  both  com- 
panies have  decided  to  get  out  of  the 
computing-server  business  and  get  into 
the  Intel-Microsoft  reseller  business.  We 
look  longer  term,  and  there  are  really 
three  players  left:  There's  General  and 


owned  where  the  brake  pedal  went.  You 
could  go  from  a  Ford  to  a  Chevy  to  a 
Toyota,  and  you  wouldn't  have  to  redo 
your  garage.  You  had  choice.  It  was 
open  architecture,  if  you  wall.  And  the 
sales  people  had  to  work  hard.  They 
couldn't  just  jack  up  prices  or  people 
would  just  walk  down  the  street. 

So  I  got  into  the  computer  indus- 
try, and  I  saw  that  there  were  literally 
hundreds  of  different  architectures. 
Some  people  had  brakes  to  the  right  of 
the  accelerator,  others  didn't  have 
brakes.  And  you  needed  a  Masters  de- 
gree to  be  able  to  operate  any  one  ar- 
chitecture, and  it  was  not  at  all  trans- 
ferable to  the  next. 

Then,  all  of  a  sudden,  we  watched 
Microsoft  grab  control  of  all  of  the  in- 


AT  WORK  U  People  are  always  asking  me  to  be 
a  visionary.  I'm  not.  I'm  spending  all  my  time 
just  trying  to  get  [people]  ...to  take  advantage 
of  all  the  technology  that  we  do  have  11 


Motors,  which  are  Intel  and  Microsoft.  I 
call  us  Ford.  And  then  I  call  IBM  the 
dealers,  you  know,  Global  Services — 
they're  kind  of  the  dealership  group. 

Some  speculate  that  your  feelings  about 
Microsoft  were  conditioned  by  growing 
up  and  seeing  your  father,  as  vice-chair- 
man of  American  Motors,  operating  in 
the  shadow  of  GM.  Any  truth  to  that? 

No,  actually  that's  not  exactly  what  I 
took  away  from  the  auto  industry.  My 
first  job  was  washing  cars  for  $1.75  an 
hour  for  Penske  Chevrolet.  And  I'd  be 
shining  cars  in  the  showToom,  and  I'd 
see  that  consumers  had  choice.  Nobody 


terfaces  and  hide  the  workings  and  the 
interfaces  to  their  environment.  That's 
just  not  how  I  grew  up. 

How  would  the  standards  have  emerged 
if  Microsoft  hadn't  been  there? 

They  did  emerge.  It's  called  the  In- 
ternet, and  Microsoft  had  zero  to  do 
with  the  Internet.  They  didn't  even  dis- 
cover it  until  after  it  was  already  done. 
So  those  standards  wiU  evolve.  It'll  be 
crazy.  It'll  be  chaotic.  The  beauty  of  a 
market  economy  is  you  can't  figure  it 
out.  There  are  winners,  there  are  losers, 
there  are  crashes.  There  are  explosions, 
there  are  fireworks.  There  is  stuff  going 


N 


off  all  over  the  place.  The  invisible  ha 
just  sorts  it  all  out. 

You  have  filed  suit  against  Microsoft. 
The  appeals  court  ruling  was  about  the 
browser  and  the  PC.  You  are  talking 
about  the  network  and  server  world  now. 
Do  you  think  that  what  Microsoft  was 
found  guilty  of  by  the  appeals  court  ap- 
plies to  this  new  world? 

What's  interesting  is  they  went  int 
the  case  looking  at  the  browser,  ami 
collateral  discovery  was  that  of  the  1 
different  instances  of  anticompetitiv 
behavior  that  are  documented  in  tht 
150  pages  that  were  ruled  on,  3  out  o 
the  11  findings  dealt  with  [Sun  Mi 
crosystems']  Java — even  though  the^ 
didn't  go  in  to  see  if  Sun  had  bee; 
harmed.  But  it  was  blatant. 

How  important  is  this?  If  Java  isn't  in- 
cluded in  Windows  XP  and  the  whole 
Net  server  strategy  of  Microsoft,  how 
crippling  is  that  to  Sun? 

It  could  be  very  crippling  because 
they're  tying  [Microsoft's  Net  identifij 
cation  service]  Passport  and  [Microsoft'?! 
Web  services  platform]  .Net  and  XP  tc 
the  server.  They're  tying  it  to  the  ce\\ 
phone.  They're  tying  it  to  the  set-toj 
box.  They're  tying  it  to  the  game  ma] 
chine.  They're  tying  it  to  every  device! 
and  they  want  to  create  choke  point^ 
everywhere  on  the  Internet. 

What  do  you  see  as  the  next  great  tech- 
nological advance,  and  will  it  be  a  prof- 
itable business? 

People  are  always  asking  me  to  be 
visionary.  I'm  not.  I'm  spending  all  mjj 
time  just  trying  to  get  enterprises  an^ 
service  proWders  and  users  to  take  ad 
vantage  of  all  the  technology  that  we  dc 
have.  Name  one  Web  site  you  can't  ac 
cess  from  a  Java  browser.  There  are 
none.  Name  one  Web  site  you  access 
from  Windows.  The  answer  is  none.  We 
just  answered,  it's  the  browser. 

But  we  still  have  so  much  work 
around  the  world  just  getting  people  tc 
be  Java  browser-enabled.  We  don't  neeci 
to  get  them  smart  Web  services,  we 
need  to  get  them  to  the  browser,  first 
Then  we'll  get  the  little  services  talking 
to  each  other  so  that  my  gas  station  ap{; 
talks  to  my  auto  app  to  my  airplane  app. 
All  of  these  silly  little  examples  of  Web 
services.  Let's  get  people  so  that  they 
can  at  least  access  their  information.    ■ 


BusinessWeek  online 


For  a  video  of  the  entire  interview 

go  to  the  Apr.  1  issue  online  at 

www.businessweek.com. 
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Cashless 


Someday  the  car  and  the  computer  will 
merge.  Onboard  IT  systems  will  monitor 
location  and  running  condition  while  giving 
the  driver  safe,  hands-free  access  to  e-mail, 
websites  and  other  goodies.  Those  who  don't 
need  to  watch  the  road  will  get  even  more: 
videoconferencing,  movies,  satellite  TV. 


IT   Infrastructure 
for 

jjTAcUty      ]     l«dl»U»al«J        Industry     j 


Simulated  next-generation  vehicle  mforrriatjori  system 


With  our  in-depth  knowledge  of  every 
element  of  the  network— from  satellites  and 
chips  to  encryption  and  voice-recognition— 
we're  the  ones  to  get  it  all  running. 

IT  integration  is  making  things  better  all  over 
vyv;/;  rriir',ijb  ^.hielfictnccorn/IT 
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Changes  for  the  Better 
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Finance 


TURNAROUNDS 


BULLISH  OH 
BAHKRUPTCY 


These  are  ticklish  times- 
and  that  means  Wilbur 
Ross,  LTV's  buyer, 
is  in  his  element 


Wilbur  L.  Ross  is  spreading  out 
pie  charts  and  bar  graphs  on 
a  conference  table  in  his  mid- 
town  Manhattan  office.  Usu- 
ally a  mild-mannered,  pinstripes  type, 
he's  bouncing  up  and  down  as  he  points 
out  the  exploding  numbers  of  U.  S. 
bankruptcies.  "It's  like  a  bad  hangover 
after  a  crazy  New  Year's  Eve  party," 
he  says. 

These  are  fat  times  for  a  self-described 
"contrarian's  contrarian,"  who  has  also 
been  called  the  King  of  Bankruptcy.  The 
private  equity  fuin  he  started  tw^o  years 
ago,  W.  L.  Ross  &  Co.,  specializes  in  buy- 
ing troubled  companies  to  turn  them 
around  and  pocket  a  hefty  profit.  In  24 
years  at  Rothschild  Inc.,  the  investment 
bank,  he  worked  on  some  of  the  largest 
and  ugliest  banki-upt- 
cies  in  U.S.  historj', 
from  Texaco  and 
Continental  Airlines 
to  TW.^  and  Drexel 
Bumham  Lambert — 
and  defeated  formi- 
dable foes  such  as 
Carl  Icahn,  Donald 
TVump,  and  T.  Boone 
Pickens. 

But  his  latest 
deal,  the  $325  mil- 
lion acquisition  of 
LTV'  Corp.,  the  bank- 
rupt steel  company 
in  Cleveland,  is  rais- 
ing eyebrows.  "It's  a 
big  gamble,"  says 
Michael  F.  Gam- 
bardella,  metals  ana- 
lyst with  J.R  Mor- 
gan Chase  &  Co. 
"The  common  wis- 
dom is  to  let  these 
steel  companies  go 


BOTTOM  FISHING 


W.L.  Ross's 
largest  restructuring  deals 


COMPANY / 

TRANSACTION 


FRUIT  OF  THE  LOOM 

Largest  nonbank  creditor  $835 

BURLINGTON  INDUSTRIES 

Largest  creditor  600 


LTV  CORP. 

Asset  acquisition 


GLARENT  HOSPITAL  CORP. 

Liquidation  275 


KAN&AI  SAWAYAKA  BANK  (JAPAN) 

Acquisition  220         2/01 

'Burlington  not  out  of  bankruptcy:  filed  in  Dec.  2001 
Data:  W.L.  Ross  &  Co. 


out  of  existence — the  survivors  will 
pick  up  the  pieces,"  says  Robert  M. 
Miller,  president  of  the  restructuring 
unit  of  Financo  Inc.,  an  investment 
bank.  Since  1998,  cheap  imports  have 
driven  nearly  three  dozen  U.S.  steel 
companies — almost  half  the  industry — 
into  bankruptcy. 

StiU,  Ross's  timing  looks  uncanny:  He 
bought  the  steel  assets  of  L'n',  once  the 
nation's  fourth-largest  manufacturer,  on 
Feb.  28,  less  than  a  week  before  Presi- 
dent Bush  slapped  a  30%  tariff  on  most 
steel  imports,  crimping  LTv's  foreign 
competitors.  And  he  bought  it  for  a 
song.  The  going  price  for  mills  is  around 
$200  per  ton  of  annual  capacity;  Ross 
paid  $11  per  ton. 

Ever  the  opportunist,  Ross,  64,  spent 
most  of  his  time  during  the  Asian  finan- 
cial crisis  in  Japan,  where  he  bought  an 
ailing  bank,  and  in  South  Korea,  where 
he  acquired  an  insurance  company,  among 
other  things.  But  with  record  numbers  of 
U.S.  bankruptcies,  he's  seeing  loads  of 
opportimity  at  home  these  days,  espe- 
cially in  downtrodden,  Old  Economy  in- 
dustries such  as  met- 
als and  textiles. 

Ross  is  no 
stranger  to  LTV. 
While  at  Rothschild, 
he  advised  it  during 
its  first  bankruptcy 
filing  in  1986.  Still, 
he  has  a  hard  road 
ahead.  So  hard,  in 
fact,  that  some  spec- 
ulate Ross  intends 
to  prettify  LTV  and 
sell  it  to  a  big  play- 
er like  U.S.  Steel 
Corp.  "Mr.  Ross  is 
in  it  to  make  a  quick 
buck.  He's  not  An- 
drew Carnegie," 
says  a  high-ranking 
executive  at  a  major 
steel  company. 

Ross  denies  that: 
"We  are  not  Uquida- 
tors.  We  think  we've 
identified  the  prob- 
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MILLIONS 


DATE 


4/02 


NA* 


325         2/02 


2/02 


lems  that  led  to  LTv's  failure  and  tha 
we  can  correct  them." 

The  trick  will  be  to  get  a  huge  pro 
ductivity  boost.  Ross  wants  to  reduci 
the  man-hours  it  takes  LT\^  to  produce  ; 
ton  of  steel  to  less  than  one,  fi-om  th« 
current  3.2.  "That's  along  the  lines  o 
the  world-class  steel  companies  in  Asi; 
as  well  as  Nucor  [Corp.,  the  larges 
U.S.  steel  company],"  says  Ross. 

To  make  the  plan  work,  he  first  has  t( 
win  concessions  on  wages  and  working 
hours  from  negotiators  at  the  Unitec 
Steelworkers  of  America.  Although  th( 
union  backed  Ross's  bid  for  LT\'.  Leo  "\\ 
Gerard,  the  usw's  international  presi 
dent,  says:  "We're  not  interested  in  cut 
ting  any  sweetheart  deal  with  Ross.' 
Also,  when  LTV  filed  for  bankruptcy 
more  than  60,000  former  employees 
mostly  retirees,  lost  their  medical  bene 
fits.  Ross  has  not  assumed  those  costs 
and  the  Bush  Administration  has  refusec 
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a:  to  pick  up  the  tab.  So  it's  likely  that  the 
union  will  demand  restitution. 

Even  if  Ross  hammers  out  a  union 
Jdeal,  he  must  still  wan  major  contracts 
ifrom  the  appliance  and  auto  industries. 
tLTV  lost  its  biggest  client,  General  Mo- 
tors Corp.,  last  summer  after  its  quality 
J  and  delivery  got  spotty.  His  plan  for 
t  LTV  is  to  start  slowly,  focusing  first  on 
finishing  off  steel  products  for  other 
mills,  then  phasing  in  steelmaking  over 
a  year.  By  the  end  of  2003,  he  wants 
LTV  to  be  making  4  million  tons  a 
year — a  third  the  production  of  Nucor. 
To  pull  this  off,  industry  experts  esti- 
mate Ross  will  need  to  invest  as  much 
as  $700  million.  Ross  scoffs  at  the  figure. 
"It  will  cost  a  fi-action  of  that.  If  they're 
right,  we're  already  out  of  business." 

Although  the  casualties  of  the  bear 
market  have  drawn  Ross  back  to  the 
U.S.,  he  still  sees  bargain-basement 
deals  in  Japan.  After  a  10-year  slump,  he 


WILBUR  ROSS: 
THE  BANKRUPTCY  KING 


BORN  1937  in  North  Bergen,  N.J. 

CURRENT  JOB  Chairman  and 
CEO,  W.L.  Ross  &  Co.,  private 
equity  firm  specializing  in 
distressed  investments. 


EDUCATION  Yale,  BA,  English  lit.; 
Harvard  MBA  with  distinction. 

CAREER  Began  by  liquidating  a 
small  venture-capital  portfolio  for 
investment  bank  Wood,  Struthers 
&  Winthrop.  Later  worked  as  air- 
lines industry  securities  analyst. 
Spent  24  years  at  Rothschild  as 
bankruptcy  specialist  before  set- 
ting up  own  firm  in  early  2000. 

FAMILY  Two  grown  daughters 
from  first  marriage;  one  grandson. 
Married  former  New  York  Lieu- 
tenant Governor  Betsy  McCaughey 
in  1995;  filed  for  divorce  in 
1998 — but  not  before  withdraw- 
ing his  money  from  her  ill-fated 
gubernatorial  campaign. 

LEISURE  Tennis  player; 
avid  collector  of 
contemporary  photo- 
graphs; big  Democratic 
Party  donor.  Set  a 
U.S.  rifle  shooting 
record  in  high  school. 


'*°«S  AT  ACE 


notes,  the  stock  market 

is  down  75%,  real  estate 

is  down  85%,  and  golf 

club       memberships — 

which  sold  for  as  much 

as  $2  million  in  the  late 

'80s— are   down  90%. 

Ross   maintains   that 

his      bank,      Kansai 

Sawayaka,  is  already  turning  a  profit. 

But  reforms  are  taking  longer  in 
Japan  than  many  thought.  "The  biggest 
risk  over  there  is  the  meltdown  of  the 
financial  institutions,"  says  Timothy  C. 
Collins,  chief  executive  of  Ripplewood 
Holdings  LLC,  which  owns  Japan's  Shin- 
sei  Bank.  "It's  impossible  to  predict 
what  win  happen  with  the  government." 

Some  of  Ross's  foreign  ventures  have 
faltered.  An  $840  million  deal  with 
Hyundai  Securities  Co.,  one  of  South 
Korea's  largest  brokerages,  was  put  on 
hold  in  January.  One  of  the  lead  in- 


vestors, American  International  Group, 
pulled  out  following  disagreements  over 
who  would  assume  responsibility  for 
debts  that  were  discovered  after  the 
deal  closed.  And  Ross  recently  got 
caught  up  in  a  not-so-sweet  deal  in 
Mexico  when  the  government  national- 
ized sugar  mills.  He,  along  with  famed 
vulture  investor  Sam  Zell,  lost  $15  mil- 
lion and  $30  million,  respectively,  as 
bondholders  of  the  country's  second- 
largest  sugar  refinery. 

He  has  had  better  luck  at  home. 
Ross  has  almost  doubled  his  money  in 
Fruit  of  the  Loom,  the  bankrupt  un- 
derwear company,  now  that  the  com- 
pany is  being  sold  to  Warren  Buffett's 
Berkshire  Hathaway  Inc.  for  $835  mil- 
lion. Another  restructuring,  Clarent 
Hospital  Corp.  in  Houston,  is  being  liq- 
uidated for  $275  million,  doubling  his 
investment  there,  too. 

According  to  investors,  the  wlr  Re- 
covery Fund  LP,  which  invests  mostly  in 
the  U.  S.,  has  returned  an  annualized  19% 
after  fees  since  it  was  set  up  on  Nov.  1, 
1997,  through  the  end  of  last  year.  That's 
nearly  triple  the  6.5%  return  for  the  Hen- 
nessee  Distressed  Index.  Ross's  Asia  Re- 
covery Fund  LP  is  up  30%  a  year  net 
since  it  began  on  Apr.  1,  2000. 

If  anyone  knows  the  restructuring 
business,  it's  Ross.  At  Rothschild,  he  re- 
structured more  than  $200  billion  in  lia- 
bilities. His  financial  acumen  is  almost 
legendary.  "You'd  go  in 
these  meetings  with  these 
young  MBAs,  and  they'd  all 
have  their  fancy  calculators 
out.  Ross  would  take  a 
pencil,  do  this  long  division, 
and  get  the  same  number 
twice  as  fast,"  says  Finan- 
co's  Miller,  who  has  worked 
extensively  with  Ross. 

Others  say  Ross  may  be 
one  of  a  vanishing  breed. 
"These  days,  the  people  who 
are  doing  distressed  are  most- 
ly event-driven  traders,  bank- 
ruptcy attorneys,  high-yield 
bond  analysts,  or  portfolio  man- 
agers," says  Thomas  McGowan,  managing 
director  at  Siguier  Guff  &  Co.,  a  private 
equity  firm.  "Wilbur  is  a  unique,  highly 
skilled  turnaround  guy." 

Those  skills  will  be  put  to  the  test 
once  again  with  LTV.  Says  Ross:  "This  is 
not  an  impulse  purchase.  We've  been 
at  this  for  quite  a  while.  We  know  the 
company  well,  and  we  know  the  steel- 
workers."  Even  so,  for  LTV  to  pay  off, 
the  King  of  Bankruptcy  will  need 
nerves  of  a  certain  durable  metal. 

By  Marcia  Vickers  in  New  York  and 
Michael  Arndt  in  Chicago 
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DEAD  DOT-COM? 
MARTY'S  YOUR  MAN 

Pichinson  cleans  up  after  failed  techs-and  business  is  great 


Over  the  past  18  months,  Martin  D. 
Pichinson  has  become  a  permanent 
fixture  in  technology  circles.  But 
the  CEO  of  Shervvood  Partners  Inc.  in 
Los  Angeles  is  about  as  welcome  as  a 
loaf  of  bread  during  Passover. 

Nothing  personal  against  the  gregari- 
ous Marty.  It's  just  bad  news  when  you 
need  him.  Marty  the  Liquidator,  as  he's 
knovm,  is  mop-up  man  to  the  tech  in- 
dustry, where  many  liken  him  to  the 
Harvey  Keitel  character  in  Pulp  Fic- 
tiwi — ^the  guy  the  hit  men  called  to  clean 
up  their  bloody  messes. 
Pichinson  is  the  man  ven- 
ture capitalists  turn  to  when 
their  companies  are  crum- 
bling. His  job:  to  sort 
through  the  companies'  dirty 
laundry  and  shut  them 
down. 

The  fast-talking  former 
New  Yorker  and  onetime 
music  manager  spends  most 
of  his  time  liquidating  as- 
sets, from  baseball  caps  to 


VCs  like 
Pichinson 
because 
he  disposes 
of  assets 
discreetly 


laptops,  and  ensuring  that  creditors  get 
some  cash  back — a  task  that  has  gotten 
tougher  as  tech  failures  balloon.  He  in- 
creasingly does  restructurings,  too, 
though  that's  a  secondary  business. 
Some  537  dot-coms  shut  dov^Ti  in  2001, 
more  than  double  the  number  in  2000, 
according  to  Webmergers.com,  a  re- 
searcher of  Internet  trends.  Pichinson 
estimates  that  the  76  cleanups  his  22- 
person  shop  has  handled  in  a  little  more 
than  a  year  represent  more  than  $2  bil- 
lion in  lost  investments  and  unpaid  bUls. 
Soimds  big.  But  it  might 
be  peanuts  compared  vdth 
what's  to  come.  Despite  op- 
timism about  an  economic 
recovery,  Pichinson  and  his 
venture-capitalist  clients  ex- 
pect a  second  wave  of  shut- 
downs that  will  go  far  be- 
yond the  dot-com  wTeck. 
The  losses — ^in  terms  of  jobs 
and  dollars — could  be  much 
larger,  they  say,  because  big- 
ger bets  were  placed  in  tele- 


HOW  MARTY  MOPS  UP 

ASSIGNMENT  FOR  THE 
BENEFIT  OF  CREDITORS 

Unlike  bankruptcy,  ABCs  offer  a 
nonjudicial,  nonpublic  way  to  shut 
down  an  insolvent  company.  All  as-   - 
sets — from  Aeron  chairs  to  lap- 
tops— are  sold  off,  and  creditors  are 
often  paid  pennies  on  the  dollar. 

WORKOUTS  Troubled 
companies  look  to  Marty  to  clean 
up  their  balance  sheets  with  an  eye 
toward  long-term  survival.  The  serv- 
ice can  include  renegotiating  leases, 
laying  off  workers,  and  selling  un- 
needed  assets. 


HIBERNATION  The  method  of 
choice  for  promising  startups  that 
need  to  wait  out  the  downturn.  The 
businesses  are  virtually  closed,  and 
a  handful  of  employees  remain  to 
develop  technology. 


i 


r;. 


Y.< 


com  equpment,  software,  and  optical  net 
working.  These  companies  will  likely  gck 
imder — ^less  because  they  wasted  monej  t 
on  custom  carpeting  or  Super  Bow  is 
ads — ^than  because  vcs  funded  too  many  i 
and  they  all  hit  the  market  just  as  theb 
potential  clients  slashed  capital  spend 
ing.  "We  look  at  2000  and  much  of  2001 
as  the  era  of  kindling,  the  easy  fire 
starter  stuff,"  says  the  55-year-old  Pichin 
son,  who  helped  close  such  high-profile 
blow-ups   as   online   delivery   service  r 
Kozmo.com  and  Alladvantage.com,  a  site 
that  paid  users  to  surf  the  Web.  "Now  * 
we're  getting  into  the  trees  themselves.'' 

Case  in  point:  Sigma  Networks  Inc. 
in  San  Jose,  Calif.  The  optical  networking 
upstart  shut  its  doors  in  January  after  i- 
burning  through  $120  million  of  the  $430 
million  investors  had  committed.  Sigma  ip: 
did  overinvest  in  gear.  But  its  main  prob- 
lems were  a  saturated  market  and  the 
tumed-off  vcs.  "By  all  rights,  we  should  i 
have  survived,"  says  Michael  Depatie 
Sigma's  former  chief  financial  officer.  "Ifr 
think  a  lot  more  companies  will  go  dowTi 
in  this  capital  environment,  and  Marty|ir 
will  be  busy  for  a  long  time." 

One  reason  vcs  like  Pichinson  is  his 
low  profile.  No  bankruptcies  for  him 
He  relies  on  a  process  known  as  As- 
signment for  the  Benefit  of  Creditorsjio: 
(abcs).  ABCS  are  quicker,  cheaper,  and 
less  painful  because  creditors  privately 
negotiate  a  resolution.  Lawyers'  fees 
are   minimal.   He   disposes   of  assets 
through  online  auctions  or  liquidators 
All  this  lets  vcs  avoid  public  failures 
"As  a  firm  pohcy,  we  are  not  interested 
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ompanies  filing  for  bankruptcy,"  says 
ristopher  P.  Marshall,  partner  at  ven- 
•e  firm  Trident  Capital  LP  and  a 
■hinson  client. 

Discretion  doesn't  come  cheap.  Sher- 
od  charges  $75,000  or  7.5%  of  assets, 
ichever  is  higher.  Clients  such  as 
ature  powerhouse  Kleiner  Perkins 
ufield  &  Byers  are  happy  to  pay. 
arty  knows  exactly  how  much  each 
'ditor  is  going  to  take,  how  much  [on- 
e  auctioneer]  DoveBid  will  auction 
uipment  off  for,  and  he  knows  the 
lue  of  a  Sun  server,"  says  Sigma's 
■patie.  "Everyone  tends  to  be  happy 
len  we're  done,  even  though  it's  a 
etty  ugly  process." 
Companies  that  have  a  chance  of  sur- 
-ing,  Pichinson  restructures.  That  part 
his  business — which  has  grown  from 
%  last  year  to  30%  now — involves 
-'offs,  renegotiating  with  creditors,  and 
lling  assets.  The  CEO  of  a  systems-in- 
^ator  company  in  Silicon  Valley  says 
lerwood  got  creditors  to  take  pennies 
the  dollar — saving  his  firm  at  least  $2 
illion.  "You  grow  up  thinking  if  you 
v^e  someone  $100,  it's  $100,"  the  CEO 
ys.  "But  you  learn  you  can  maybe 
ly  them  $10." 

It's  no  mystery  to  Pichinson  why  so 

j|>any  tech  upstarts  came  unhinged.  At 

e  top  of  his  hst,  hubris:  overstaffing, 

o  much  office  space  and  equipment, 

id  bloated  marketing  budgets.  Consid- 

iChristian,  a  religious  Web  site  that 

lerwood  shut  down.  Pichinson  says  its 

luipment  could  handle  1  million  hits  a 

eek — it  was  lucky  to  get  4,000.  "I  call 

lis  the  other-people's-money  problem," 

lys  Pichinson.  "Without  tight  reins, 

lere's  no  concern  for  where  the  money 

DBS.  You  create  huge  losses  for  the 

hole  business  community." 

Pichinson  has  been  rehearsing  his 

eitel  role  all  his  working  life.  He  spent 

ven  years  managing  rock  bands.  His 

ients,  including  The  Miracles  and  Lou 

awls,  marveled  at  how  he  worked  the 

ghtfisted  recording  industry.  Warren 

Pete"  Moore,  a  founding  member  of 

"he  Miracles,  says  Pichinson  hammered 

ut  a  $2.5  million  contract  with  Colum- 

ia  Records  in  1972 — after  star  singer 

TOokey  Robinson  had  left.  "For  him  to 

0  that  without  Smokey  was  pretty 

henomenal,"  recalls  Moore.  "But  Marty 

ever  gives  up  on  an  idea  until  people 

10  what  he  wants  them  to  do." 

Despite  his  nasty  business,  vcs  say 
hey  like  Pichinson,  a  quintessential  net- 
vorker  Recently,  he  sent  chents  a  dot- 
om  Monopoly  game  as  a  gift.  TVue  to 
orm,  he  got  a  deal  on  it:  The  game  re- 
ails  for  $39.99,  but  he  paid  just  $7.99. 
rhe  vcs  hope  Marty  the  Liquidator  will 
lo  as  well  for  them. 

By  Linda  Himelstein  in 
Silicon  Valley 


WALL  STREET 

MORE  HEADS 
WILL  ROLL 

Investment  banks  aren't  done 
shrinking  their  payrolls 

Not  us.  That's  how  Goldman  Sachs 
Group  Inc.  reacted  a  year  ago  to 
any  suggestion  it  might  join  its  ri- 
vals and  slim  down. 

Now,  Goldman  has  changed  its  tune. 
On  Mar  19,  the  firm  disclosed  it  axed 
541  employees  in  the  first  quarter.  And 
Chief  Financial  Officer  David  A.  Viniar 
told  investors  Goldman  plans  to  keep 
pruning  staff  "modestly"  by  a  percent- 
age in  the  "mid-single  digits"  through 
year-end.  If  Goldman  cuts  by  5%,  that 
translates  into  1,134  lost  jobs. 

Goldman's  change  of  heart  is  the  lat- 


BLEAK  TIMES  FOR 
BANKERS 

Most  investment  banks  would 
have  to  cut  staff  sharply  to 
get  back  to  the  same  head 
count  as  in  1999. 


things  get  better,  they'll  never  get  back 
to  where  they  [were].  They  will  get 
down  to  1999  staffing  levels,"  says  Alan 
Johnson,  head  of  compensation  consult- 
ing firm  Johnson  Associates. 

The  reductions  could  be  much  more 
painful  than  most  investment  banks  are 
letting  on.  BusinessWeek  asked  Putnam 
Lovell  Securities  Inc.  to  calculate  how 
many  employees  six  of  Wall  Street's  top 
investment  banks  would  have  to  let  go 
if  they  rolled  back  to  their  1999  staffing 
levels.  Putnam  Lovell's  computations 
show  that  if  that  happens,  banks  would 
have  to  shrink  their  payrolls  by  5%. 
More  than  13,000  employees  would  lose 
their  jobs,  bringing  their  total  staff  to 
about  235,000. 

Even  that  estimate  could  be  under- 
stating the  full  impact  of  the  dearth  of 
business  on  Wall  Street.  The  job  loss 
tally  could  be  as  high  as  23,500.  Al- 
ready, Merrill  Lynch  &  Co.  has  cut  so 
many  people  that  it's  well  below  its  1999 
staffing  level.  To  get  back  there,  it 
would  have  to  hire  10,500  people — some- 


BACK  TO  1999 
STAFFING 

BEAR  STEARNS 

-477 

GOLDMAN  SACHS 

-7,316 

J.P.  MORGAN  CHASE 

-5,499 

LEHMAN  BROTHERS 

-4,197 

MERRILL  LYNCH 

+10,500 

MORGAN  STANLEY 

-6,049 

TOTAL: 


-13,038 


GOLDMAN  SACHS 

More  than  1,000 
layoffs  this  year 
are  likely 


Data:  Putnam  Lovell  Securities  inc. 

est  sign  that  Wall  Street  is 
quietly  setting  in  motion  an- 
other round  of  brutal  layoffs. 
So  far.  Credit  Suisse  First 
Boston  CEO  John  J.  Mack  is 
the  only  executive  to  admit  publicly  that 
his  investment  bank  is  still  overstaffed. 
In  2001,  he  noted,  Wall  Street's  invest- 
ment banking  business  had  receded  to 
its  1998  level.  "As  an  industry,  we're 
not  going  to  need  all  [the]  capacity  [we 
have],"  said  Mack,  announcing  the  bank's 
fourth-quarter  results  on  Mar.  12.  Bear 
Stearns  Cos.,  Lehman  Brothers  Inc., 
and  others  downplay  cuts.  But  all  ac- 
knowledge that  it  will  be  years  before 
mergers  and  equity  issues  return  to 
their  1999  zenith. 

Analysts  expect  brokerages  could  let 
go  as  much  as  10%  of  their  staff  this 
year,  after  cutting  15%  in  2001.  The  in- 
vestment banks  recognize  "that  even  if 


thing  that  CEO-in-waiting  Stan 
O'Neal  is  unlikely  to  do  after 
setting  the  pace  as  the  Street's 
most  aggressive  cost-cutter 
~  Some  analysts  expect  in- 
vestment banks'  revenues  could  slump 
another  5%  this  yean  If  that  happens, 
simply  rolling  back  to  1999  staffing  lev- 
els won't  restore  the  banks'  profitability 
because  each  employee  generates  less 
revenue  now  than  three  years  back.  To 
regain  1999  productivity  levels,  they 
would  have  to  give  pink  slips  to  7%  of 
their  staff. 

That's  a  real  possibility:  So  far  this 
year,  companies  have  announced  $177 
billion  worth  of  mergers  and  acquisi- 
tions—71%  less  than  the  $622  billion  in 
the  same  period  in  1999,  according  to 
Thomson  Financial.  So  much  for  an  eco- 
nomic recovery  on  Wall  Street. 

By  Emily  Thornton  in  New  York 
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COMMENTARY 

By  David  Henry 

STOCKS:  THE  CASE  FOR  UNSPLIHING 


Two  years  after  the  Nasdaq  bubble 
burst,  some  follies  of  the  era  seem 
more  amazing — and  more  costly — 
than  ever.  Remember  the  craze  for 
stock  sphts?  There  was  even  a  Web 
site  offering  e-mail  alerts  of  upcoming 
splits  to  speculators  who  bought  the 
stocks,  sure  that  they  would  soar. 

And  soar  they  did,  at  least  initially. 
Ameritrade  Holding  Corp.,  the  online 
brokerage,  spht  its  stock  three  times 
within  a  year,  multiplying  the  number 
of  shares  outstanding  by  12.  The 
stock  jumped  7.4%,  to  .$28.54,  the  day 
the  third  split  was  announced  in 
June,  1999.  It  had  abeady  leapt  11% 
five  months  earUer,  when  founder  and 
majority  stock  ouner  J.  Joe  Ricketts 
announced  a  2-for-l  spht.  "The  rise  in 
our  stock  price  reflects  the  financial 
strength  of  our  company  and  the 
proven  soundness  of  our  business 
model,"  Ricketts  bragged  at  the  time. 

These  days,  Ameritrade  is  in  the 
dumps,  trading  around  S6.75 — down 
about  75%  from  the  last  split.  And  it 
has  lots  of  company:  A  dozen  stocks 
that  stiU  have  a  market  cap  of  more 
than  81  bilUon  were  split  during  the 
bubble  and  now  trade  below  .$7  a 
share,  including  computer  maker 
Gateway,  telecom  outfit  Lucent  Tech- 
nologies, and  Internet  equipment 
maker  .ids  Uniphase. 

With  little  prospect  that  their 
stock  prices  will  bounce  back  strong- 
ly anjlime  soon,  such  companies 
should  consider  helping  out  long-suf- 
fering shareholders — perhaps  by  way 
of  reverse  splits.  Such  an  operation 
would  entail  consolidating,  say,  five 
existing  shares  into  one  new  share. 
That  would  turn  Ameritrade  into  a 
$33  stock.  Donna  Kush,  a  company 
spokeswoman,  dechned  to  discuss  the 
matter  except  to  note  that  at  the 
last  split,  of  3  for  1,  the  stock  was 


trading  at  more  than  $80  a  share. 

Of  course,  reverse  sphts  might  be 
read  as  a  sign  of  bad  things  to  come, 
but  the  strategy  would  have  several 
advantages.  Most  important,  it  would 
make  it  much  easier  to  trade  the 
stocks,  because  it  would  put  them 
back  on  the  radar  screens  of  institu- 
tional investors  such  as  pension  and 
mutual  funds.  These  investors  tend 
to  shun  stocks  that  fall  below  $10  a 
share.  "It  is  a  practical  matter,"  ex- 
plains Barry  R  Barbash,  former  di- 
rector of  the  Securities  &  Exchange 
Commission's  division  of  investment 
management  and  now  a  partner  at 
law  firm  Shearman  &  SterUng. 
"There  may  just  not  be  enough  Uq- 
uidity  for  a  mutual  fund  to  get  out 
so  it  can  make  its  redemptions." 

A  higher  imit  price  would  bring 
other  benefits.  Brokerage  commis- 
sions still  include  per  share  charges. 
A  nickel-a-share  conrmiission  on  a  $5 

TOO  MOON  DIVISION? 

Aggressive  stock  splits  have  left  some 
m^or  companies  with  low  share  prices 


stock  costs  an  investor  1%  of  the 
price,  compared  with  one-tenth  of 
one  percent  on  a  $50  stock.  The  dif- 
ference between  buying  and  selling 
prices  quoted  by  dealers — the  other 
key  ingredient  of  transaction  costs — 
would  tend  to  narrow  as  dealers 
quote  wider  spreads  on  low-priced 
shares,  because  they  are  usually 
more  volatile  than  heavyweight 
stocks.  Stocks  priced  under  $10 
proved  20%  more  volatile  than  the 
rest  of  the  market  over  the  past  10 
years,  says  Steve  Galbraith,  stock 
strategist  at  Morgan  Stanley  Dean 
Wetter  &  Co.  Finally,  low-priced 
shares  are  \'iewed  as  easier  for 
would-be  scamsters  to  manipulate. 

The  downside  is  that  stocks  under- 
going reverse  spUts  might  be  dumped 
by  already  frustrated  shareholders. 
TTiey  might  read  the  move  as  confir- 
mation that  they'll  never  recover 
their  losses.  After  all,  reverse  splits 
were  most  recently  known  as 
part  of  the  death  throes  of  bust- 
ed dot-coms.  Webvan,  the  failed 
Internet  grocer,  did  a  l-for-25 
reverse  split  two  weeks  before 
entering  bankruptcy.  Also,  some 
companies  used  them  in  vain  at- 
tempts to  keep  Ustings  on  Nas- 
daq when  their  share  prices  fell 
below  $1. 

Despite  their  association 
with  failing  companies,  reverse 
splits  could  work  for  companies 
with  real  value  left  after  the 
tech  bust.  Higher-priced  shares 
could  end  up  making  w^ay  for 
new  investors  with  reahstic  ex- 
pectations. The  question  is: 
How  many  executives  have  the 
nerve  to  do  it? 

*  Since  Jan.  1, 1998  **  As  of  Mar.  19, 2002  Henry     covers     corporate 

Data:  Morgan  Stanley  Dean  Wittef.  flus/nessHte*.  Bloomberg  Financial  Martets        fj-n/lV/'P  from  New  York 


COMPANY 

CUMULATIVE 
EFFECT  OF 
STOCK  SPLITS* 

LOSS  SINCE 
LAST  SPLIT 

PRICE" 

AMERITRADE 

12  for  1 

74% 

$6.75 

GATEWAY 

2 

86 

6.30 

PROVIDIAN 

3 

87 

5.95 

JDS  UNIPHASE 

8 

96 

5.68 

ARIBA 

4 

96 

5.03 

LUCENT 

4 

91 

4.30 

ADG  niECOM 

4 

90 

4.08 

SYCAMORE 

3 

96 

3.97 
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Just  another  uneventful  day 


TRANSPORTING  DANGEROUS  CHEMICALS. 


Chemical  Logistics 


Because  Cendian  is  the  leading  company  that  speciaHzes  in  chemical  logistics,  we  have  the 
experience  to  customize  solutions  to  fit  your  specific  needs  and  challenges.  Leveraging  over 
$1  billion  in  purchasing  power  and  state-of-the-art  technology,  our  clients  can  ship  anywhere 
around  the  world.  Our  solution  requires  no  upfront  capital  investment,  and  delivers 
immediate  bottom  line  results.  After  all,  in  the  chemical  business  the  last  thing  anyone  needs 
is  surprises.  If  this  is  your  philosophy,  call  1 .800. Cendian  or  visit  us  at  www.cendian.com. 


®  2002  Cendian  Corporation.  All  rights  reserved. 
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$700  billion  of  that  cargo,  are  the  first 
COMMENTARY  ^^  °^  viilnerability.  If  a  disruption  at 

— one  of  the  country's  361  ports  leads 

By  Lorraine  Woellert  -  the  U.S.  government  to  shut  them 

down  the  way  it  grounded  air  traffic 
p  ■%  ■■  I  ^  UT   TD  A  M  O II A  DT  ^  September,  it  would  bring  some  $2 

Bi  IC  V*  llvH  I       I  ICMaMI^^I^IIiC  I  '  bHUon  a  day  in  seaborne  trade  to  a 

I    llllllill  I       ■  ■■•mWl    Wll  I  ■  dead  stop  and  instantly  cripple  the 

OACC    CDAU    TED  DADO  .     domestic  economy 

AUPE.    PlfUlfl      I  Elf  KUIl  :  Today,  port  "security"  means  Uttle 

^^'■"    ■■    ■    ■  "^r  ■¥■      ■  ^■■■■^TBB  ■  ^Qj.^  than  a  few  miles  of  fencing  and 

the  occasional  container  search.  De- 
spite stepped-up  patrols  by  Coast 
Guard  and  Customs  agents  after  Sep- 

T — -M^^^i^    i^p"  inriM^^^Mi  '*'  ^mS^^  'wj     tember  11,  ships  sail  freely  in  and  out 

^B^lMB'^HKliMB^^^^^^*^  WWBKulMH     of  the  nation's  inland  and  coastal 
^;      ^flltt^^lA^^^Z^B^HHV    Bff^SpWjlM|     ports.  The  network  relies  on  an  hon- 
^^^^^^^^  ^^^^^^^        ■"  ■■ '  * —     or  system:  It's  up  to  carriers  to  an- 

^^^^^^^^^^^^     nounce  their  arrivals  and  disclose 
0  "S  M  OiCI  N  I^Q^^^^^^^^^I     their  haiils.  Federal  agents  search 
^^^A^^^^^^^^^^^^^^^^^^^^^H     only  about  2%  of  the  11  million  con- 
A Vp^^^^^^^^^Hj^H  ^^^^^^^^^^H     talners  that  make  their  way  through 
,  W^^^M\  ^^^^^^^^H  ^^^^^^^^^^1     ^he  U.  S.  maritime  system  each 

year — double  the  pre-September  11 
rate  but  stiU  frighteningly  low.  "You 
have  a  ship  with  7,000  containers  on 
it,  and  what  do  we  do?  Check  the 
manifest,"  laments  Representative 

IHMK       ~ '  ■   ^^^^^^^^H     Don  Yoimg  (R-Ala.),  chair  of  the 

k^^H:  "  '   ^^^^^^^^^^     House  Transportation  &  Infrastruc- 

^^^^         ~_ , Z.  ^     ^^""^  Committee,  which  is  working  on 

a  port-security  bill. 
RARITY:  Agents     "We're  taking  con- 
inspect  only  2%    tainers  from  Pak- 
^Sfi^'H  ^^S^^S^^S^BSS     ^/^^^  ^1  million  istan,  and  we  don't 
.      a\  ^^^^^^^^^^Sr-.^ik^l^^H^^I^UI      containers  that     know  what's  in 

m  ^^^^^^^^^^^^^^kWlnj^B^^B^^Bflt^Bfl     ^^^^^  ^•^-  ports 
m^ ^^^■^^■■^^■B     La-^Tnakers  may 

With  its  heavy  traffic  and  mas-     a  few  months  ago  have  succumbed  to  be  indignant,  but  their  efforts  to  plug 

sive  chemical-storage  tanks,       inertia,  leaving  the  nation's  most  at-  security  gaps  have  been  few  and  111- 

the  Port  of  Houston  would         risk  transportation  systems  impro-  fated.  In  December,  the  Senate,  led 

seem  a  tempting  target  for        tected.  "There  has  been  a  gross  lack  by  Commerce  Committee  Chairman 

ten-orists.  Touring  the  site  in  January,     of  focus,"  says  Edward  Wytkind,  ex-  Earnest  F.  HoUings  (D-S.  C),  passed  a 

Senator  John  Breaux  (D-La.)  asked  ecutive  director  of  the  afl-cio's  $4  billion  wish  list  of  grants  and  loans 

what  had  been  done  to  protect  the  transportation-trades  division.  to  buy  equipment  to  search  more  in- 

25-mile-long  seaway.  A  Coast  Guard  Altogether,  trains,  trucks,  and  coming  cargo  containers.  HoUings'  bill 

official  assured  him  that  the  harbor  ships  move  more  than  $1  trillion  also  would  toughen  hiring  standards 

had  been  declared  a  security  zone.  worth  of  freight — about  99%  of  all  by  requiring  maritime  workers  to 

Breaux  was  unimpressed.  "That's  like      U.  S.  cargo — ^into  the   country  every  pass  a  criminal-backgrovmd  check  sim- 

putting  a  'No  Trespassing"  sign  on  a        year.  Seaports,  which  handle  some  ilar  to  one  imposed  on  nearly  all  air- 
nuclear  reactor,"  he  said.      ■^^^^^^^^^■^■■I  P°^  workers. 

In  the  wake  of  the  Sep-  ET|T|^|7|r^^H  AVIATION  Background  checks  However,  the  idea  of 

tember  11  attacks.  Wash-     M  lyi'jUllLllMPB  for  airport  workers;  mandatory         eliminatmg  felons  from 

ington  scrambled  to  shore    |  [JJ  J  ;{|  VJ  j/J  j;  j  j  baggage  and  cargo  screening  ^^^  '17^°^:,^.^°'^; 

up  aviation  security  wath      Kiiii^AJ||^^|^ii^^|^^  f^..° ° ° gjon  that  sailed  through 

tough  new  passenger-  and    ^^^^^^^^^^^^^^H  RAIL  No  action  Congress  as  part  of  an 

baggage-screening  laws  |flHHMfiM^D  TRUCKING  Mandatory ^1f''rr'!^'L^f r  ^l 

and  ennrunal-background  WKIKtXflnmtrllltfmrS^^  u     ,  j    u     i     *     u     i  Y^ar,  has  come  under  fire 

checks  on  airport  work-  WKmmm^m  ^fl^^''''^'''^  ^'^^f "-  ^  ^^"'^""^  from  labor,  including  the 

ers.  But  half  a  year  later,  Hnjn|pH||H^  ?L'^.^5.^''.^°"^..'I!^.^?'!'.„.? Teamsters  and  the  AFL- 

U.S.  land  and  sea  borders  MHHMH|BM|i^H  MARITIME  $93  million  allocat-  cio-afiUiated  longshore- 
remain  ahnost  as  vulnera-  mB^BSSKI^Stti^M  ^^  ^°''  P^"^  security  and  more  "len.  They  say  requiring 
ble  as  ever.  Lawmakers  ^^^^^^^^^^^H  harbor  patrols.  Senate  has  "«  felony  convictions  as  a 
hot  to  jump  on  the  home-  ^^^Hi|n||||Mi^^^H  asked  for  $4  billion  more.  prerequisite  to  holding  a 
land-security  bandwagon  ^^^^^jg^^j^g^^^^^^  Jq]^  amounts  to  double 
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Japan's  forward  thinkers 
read  Nikkei  Business. 


i 


Nikkei  Business  is  Japan's  No.l  business  weekly.  Total  circulation  is  over 
350,000,  and  regular  subscribers  include  59.3%  of  the  CEOs  of  the  nation's 
top  5,000  corporations.  Making  it  the  logical  mediunri  for  your  message. 
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jeopardy  for  workers  who  have  ah-eady 
paid  their  dues  to  society. 

Industry  has  its  own  problems  with 
the  idea.  As  a  major  player  at  U.  S. 
ports,  the  American  Trucking  Assn. 
supports  criminal-background  checks 
but  fears  its  members  could  be  sued 
by  disgruntled  job  applicants  denied 
work  because  of  something  that 
showed  up  on  their  record.  The  ATA 
wants  protection  from  liability.  It  also 
worries  that  a  backgroimd  check  in- 
volving multiple  agencies  will  prove 
time-consuming  and  costly. 

In  the  House,  Young  has  labeled  the 
Hollings  measure  "stupid"  because  it 
puts  the  onus  on  the  U.  S.  government 
to  search  every  incoming  vessel  in- 
stead of  forcing  overseas  transporta- 
tion centers  such  as  China  and  Panama 
to  boost  their  own  security.  But 
Young's  vision  has  problems  of  its  own. 
He  is  seeking  to  establish  an  entirely 
new  cargo-information  tracking  system 
under  the  Transportation  Dept.,  dupli- 
cating work  already  being  done  by 
Customs  and  adding  another  layer  to 
the  multi-agency  bureaucracy  that  now 
regulates  container  traffic.  "Neither 
shippers,  carriers,  nor  the  government 
would  be  seized  by  competing  cargo- 
information  systems,"  says  Christopher 
L.  Koch,  president  and  CEO  of  the 
World  Shipping  Council  in  Washington. 

Lawmakers — lacking  the  attention 
span  or  the  •willpower  necessary  to 
sort  out  freight's  complexities — seem 
inclined  to  settle  on  politically  expedi- 
ent legislation  that  emphasizes  high- 
tech  gadgetry,  spot  container  searches, 
and  other  piecemeal  fixes.  Such  an  ap- 
proach could  derail  container-traffic 
flow  as  dramatically  as  a  terrorist  at- 
tack. "It  would  grind  the  U.S.  econo- 
my to  a  halt,"  says  Jonathan  Gold, 
trade-poUcy  director  at  the  Interna- 
tional Mass  Retailers  Assn. 

As  Congress  treads  water,  the  next- 
best  option  is  emerging  in  the  U.  N., 
where  the  Coast  Guard  is  pushing 
new  international  standards  for  con- 
tainer inspection,  worker  licensing,  sea 
marshals,  and  a  long-overdue  system 
for  tracking  ships  at  sea.  It's  an  ambi- 
tious goal,  and  one  that  requires  U.  S. 
cooperation.  "If  we  ask  these  foreign 
ports  to  put  security  measures  in 
place,  then  we  have  to  be  prepared  to 
do  the  same  thing  here,'  Gold  says. 
Whether  it's  motivated  by  fear  or  by 
shame.  Congress  must  push  harder  for 
secure  transportation  systems. 

Woellert  covers  transportation  from 
Washington. 


SAYING 
'NO  THANKS'  TO 
OVERNIGHT  AIR 

During  the  1990s  boom,  DeU  Com- 
puter's customers  got  hooked  on 
speed.  Most  were  willing  to  pay 
a  premium  to  have  their  computers 
shipped  by  overnight  air  express. 
But  today,  the  equation  has  flipped. 
Customers  prize  cost  sa\Tngs  over 
speed.  "Now,  most  of  our  computers 
[in  the  U.  S.]  are  shipped  on  the 
groimd — and  we  can  still  reach  just 
about  everyone  within  two  days," 
says  Fred  Montoya,  Dell's  vice-presi- 
dent for  worldwide  logistics. 

Express  air  shipping  isn't  in  a 
death  spiral.  But  recession-spooked 
consumers  and  manufacturers  are 
less  wiUing  to  pay  for  overnight  de- 
livery, which  is  three  to  five  times 
more  expensive  than  ground  ship- 
ping. Even  when  they  pay,  satisfac- 
tion is  not  guaranteed.  After  Sep- 
tember 11,  security  scrutiny  of  air 
fi-eight  can  result  in  long  delays — 
which  means  roads  may  actually  be 
faster.  That's  another  reason  the 
nvmiber  of  packages  shipped  by  air 
domestically  feU  7.6%  in  2001.  And 
even  with  the  recovery  under  way, 
air-express  volume  is 
forecast  to  rebound 
by  just  3%  this  year. 
"There's  a  mass  mi- 
gration fi-om  air  to 
trucks,"  says  Jerry 
Levy,  marketing  di- 
rector for  air  shipper 
Bax  Global  Inc. 

The  industry's  gi- 
ants are  ready  to  roll 
with  the  change.  In 
the  past  several 
years,  FedEx  and  UPS 
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have  rebuilt  their  ground  networks 
as  a  series  of  regional  hubs  able  to 
deliver  most  packages  overnight 
within  a  700-mile  radius.  "Now,  we 
can  move  a  package  in  the  most  ex- 
pedient way — ground  or  air  or  a 
combination  of  both,"  says  Tbm  Wei- 
demeyer,  UPS'  chief  operating  officer 
and  president  of  its  airline  unit.  New 
technologies — ^including  bar  coding, 
satellite  tracking,  online  billing  and 
status — are  easing  the  transition. 
Even  impatient  customers  are  willing 
to  do  without   overnight  delivery  "if 
they  know  when  [a  shipment]  wiU 
arrive,"  notes  Brian  Clancy,  a  princi- 
pal at  industry  consultant  Merge- 
Global Inc. 

The  groimding  of  so  much  fi-eight 
is  solidifying  the  lead  of  UPS  and 
FedEx.  "We're  able  to  keep  business 
in  the  family  that  we  might  have 
lost,"  says  William  Margaritis, 
FedEx's  corporate  vice-president  for 
w^orldwide  communications.  His  com- 
pany has  invested  $700  million  in  a 
new  grovmd-deUvery  network  while 
deferring  the  delivery  of  123  aircraft. 
And  strict  new  security  require- 
ments have  forced  the  passenger  air- 
lines to  stop  carrying  packages  for 
the  U.  S.  Postal  Service,  notes 
Richard  Lung,  director  of  revenue 
management  at  United  Airlines  Inc's 
cargo  unit.  And  small  shippers, 
whether  air  or  truck,  lack  the  capital 
to  build  hybrid  net- 
works. "We  got 
caught  with  our 
pants  down,"  says 
Levy  of  Bax  Global, 
which  added  a 
ground-delivery  imit 
in  2000.  Slow  and 
steady  really  does 
win  the  race. 

By  Charles  Hod- 
dad  in  Atlanta  and 
Michael  Amdt  in 
Chicago 
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Developments  to  Watch 


OTIS  PORT 
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me  anniuil  March  Meeting  of  the  American  Physical  Society 
a  venue  where  physicists  talk  stiofj,  dbmlging  'progress  in 
\idamentM,l  research  that  rruiy  t/ike  a  decade  onr  rri/rre  trj  sur- 
•e  as  technologies  that  affect  husirvess.  It's  aLso  where  physi- 
tji  discuss  the  practical  side  of  their  science.  There  were  ap- 
bximately  5,000  presenfxitions  at  this  year's  conferenr.e  in 
dianapolis.  Senior  Writer  Otis  Port  vxis  in  attendance  and 
?rf  the  following  reports: 


WHERE  DO  FRACTAL  STRUCTURES  LEAD? 


TRADITIONALLY,  PHYSICS  HAS  SEARCHED  FOR  EXPLANATIONS 

for  the  mysteries  of  existence  through  decomposition — 
chopping  matter  into  ever-smaller  components.  Now,  some 
physicists  are  reversing  this  trend.  They  study  macro-scale 
features  in  the  real  world,  including  the  complex  networks 
that  characterize  life.  Using  statistical  tools,  they  have 
been  examining  microbes,  the  vascular  systems  in  plants, 
metabolic  rates  in  animals,  food  chains  in  various  ecosys- 
tems— as  well  as  the  Ujpology  of  the  Internet  (above). 
What  they've  found  is  surprisingly  consistent.  "Re- 
gardless of  size,  almost  all  life  is  sustained  ...by  fractal- 
like hierarchical  branching  networks,"  said  Geoffrey 
West,  a  physicist  at  Los  Alamos  National  Laboratory. 
Fractals  already  are  famous  as  one  of  nature's  organiz- 
ing principles — patterns  that  transcend  scale,  such  as 

A'irls  of  clouds  that  mirror  the  spirals  of  stars  in  galax- 
ies. It  will  be  interesting  to  see  if  fractal  patterns  also 
permeate  the  subatomic  world.  ■ 


FACTORING 
DIOLOGY  INTO 
COMPUTING 


GRID  COMPUTING  IS  THE  PrX)R 

man's  supercomputer.  It  har- 
nesses thousands  of  personal 
computers  to  work  collective- 
ly on,  say,  finding  a  cure  for 
anthrax.  But  the  complexity 
of  grid-computing  networks 
pales  beside  what's  coming: 
amorfihous  computing. 

At  the  physics  fest,  com- 
puter engineers  said  they  are 
turning  to  biology  for  inspi- 
ration. But  the  goal  isn't  nec- 
essarily an  all-pf^jwerful  com- 
puter— it's  a  synthetic  biology 
for  smart  products  and  sys- 
tems that  mimic  nature,  said 
Gerald  .J.  Sussman,  an  elec- 
trical engineer  at  Massachu- 
setts Institute  of  Technology. 
One  application:  a  lubricant 
with  artificial  cells — tiny  mi- 
CToelectromechanical  systenns 
(ME.MS).  Some  of  these  micron- 
size  chips  would  function  as 
sensors  to  detect  changes  in 
friction;  others  would  calcu- 
late optimum  lubricity  and  di- 
rect production  of  lubricant 
molecules  by  MEM-Vsize  chem- 
ical plants.  Another  possibility 
would  be  self-repairing  tissues 
such  as  cartilage. 

Programming  vast  colonies 
of  micTomachines  to  work  co- 
operatively is  the  main  chal- 
lenge. Fabricating  such  sys- 
tems is  a  comparative  snap, 
Sussman  said,  though  "it  is 
not  yet  within  our  grasp."  ■ 


INE-GRAINED 
RAFFIC  CONTROL 


0    ANALYZE    THE    FLOW    OF 

'affic  on  freeways  and 
;reet8,  scientists  originally 
irned  to  models  of  water 
ushing  through  pipes.  As  en- 
ineers  collected  more  data 
n  real-world  traffic  patterns, 
lough,  the  inadequacies  of 
lis  approach  soon  became 
pparent  and  spurred  devel- 
pment  of  new,  more  detailed 
tatistical  models. 
The  latest  "microscopic" 


techniques  not  only  can  sim- 
ulate the  movement  of  single 
cars,  said  physicist  Michael 
Schreckenberg  of  Germany's 
University  of  Duis-  _« 
burg — they  can  also 
predict  some  as- 
pects of  driver 
behavior.  Thus, 
it  may  soon  be 
possible  to 
generate  con- 
tinuously up- 
dated rush-hour 
simulations  from 
real-time  sensor 
data.    Urban    traffic 


managers  could  then  flash 
timely  warnings  to  drivers. 
But  a  few  statistical  fxjtholes 
need  filling,  Schreckenberg 
said.  One  Ls  intf;grating 
the  two  approaches, 
since  the  older 
models  are  bet- 
ter for  some 
situations.  Also, 
more  accurate 
algorithms  are 
needed  for 
predicting  how 
drivers  might  re- 
act to  specific  traf- 
fic alerts.  ■ 


INNOVATIONS 


■  At  '.',2b\  water  is  vo.ry  sen- 
sitive to  any  temperature 
change:  Raise  or  lower  it  by 
one  degree,  and  water  un- 
dergoes a  phase  transition  be- 
tween liquid  and  solid.  En- 
tire ecosystems  also  have 
such  critical  junctures,  ac- 
cording to  physicists  at  Scot- 
land's University  of  Edin- 
burgh. Their  computer 
models  reveal  a  potentially 
worrisome  aspect  of  global 
warming.  Rising  tempera- 
tures have  gradual  and  fore- 
seeable results  on  the  climate 
until  a  critical  point  is 
reached.  Then  there  is  an 
abrupt  and  dramatic  phase 
transition — as  hard  to  reverse 
as  it  is  to  predict. 

■  Magnetic-resonance  imag- 
ing should  soon  be  producing 
new  types  of  visuals  to  help 
neuroscientists  understand 
how  the  human  brain  works. 
More  efficient  MRI  systems 
may  be  able  to  measure  the 
oxygen  content  of  small 
groups  of  brain  cells,  refxjrted 
E.  Mark  Haacke,  direcUjr  of 
the  MKI  Institute  for  Biomed- 
ical Research  in  St.  Louis. 
Oxygen  level  is  an  imfKjrtant 
indicator  of  cell  health  and 
physiology.  Thus,  the  new 
technology  could  be  a  potent 
diagnostic  tool  for  physicians 
as  well  as  a  means  of  spot- 
ting clusters  of  brain  cells 
gearing  up  to  process  electri- 
cal signals. 

■  Boosters  of  ultrawideband 
(UWB)  radio  are  celebrating 
the  recent  approval  for  wire- 
less telecom  applications.  iJWB 
would  greatly  expand  wire- 
less capacity.  And  because  it 
carries  traffic  via  billions  of 
pulses  every  second,  spread- 
ing them  helter-skelter  across 
a  huge  swath  of  frequencies, 
it's  inherently  secure.  Paf>ers 
at  the  Indianafxjlis  conference 
described  some  interesting 
L'WB  applications — for  exam- 
ple, peering  through  contain- 
ers to  inspect  the  quality  of 
various  packaged  goods,  or 
enhancing  images  of  the  birth 
pangs  of  new  stars. 


BusinessWeek  /  April  1,  2002  75 


Legal  Affairs 


L 


NAFTA 


THE  HIGHEST  COURT 
YOU'VE  NEVER  HEARD  OF 

Do  NAFTA  judges  have  too  much  authority? 

When  a  Mississippi  jury 
slapped  a  $500  million 
judgment  on  Loewen 
Group,  a  Canadian  funei^al-home 
chain,  in  1995  for  breaching  a 
contract  with  a  hometowTi  rival, 
the  company  quickly  settled  the 
case  for  $129  miUion  but  then  de- 
cided to  appeal.  But  instead  of 
going  to  a  U.  S.  court,  the  Cana- 
dians took  their  case  to  an  ob- 
scure three-judge  panel  that 
stands  distinctly  apart  from  the 
U.S.  legal  system.  And  that  pan- 
el's decision  cannot  be  appealed. 
Thanks  to  some  fine  print  in 
the  1994  North  American  Free 
Trade  Agreement,  the  case  of 
Loewen  Group  vs.  the  U.  S.  is  just 
one  of  two  dozen  wending  theii' 
way  through  a  little-kno\\Ti  and 
highly  secretive  process.  The  pan- 
els, using  ai-biti-ation  procedures 
established  by  the  World  Bank, 
were  supposed  to  ensure  that 
governments  in  the  U.  S.,  Mexico, 
and  Canada  would  pay  compen- 
sation to  any  foreign  investor 
whose  property  they  might  seize. 
U.  S.  business  groups  originally  demand- 
ed the  investor-protection  mechanism, 
noting  that  the  Mexican  government  had 
a  historj'  of  nationalizing  its  oil,  electrici- 
ty, and  banking  industries,  including 
many  U.S.  assets. 

But  even  some  of  nafta's  strongest 
supporters  say  that  clever  and  creative 
lawyers  in  all  three  countries  ai-e  rapidly 
expanding  the  anti-expropriation  clause 
in  unanticipated  ways.  "TTie  question  in 


a  lot  of  these  pending  cases  is,  will  the 
panels  produce  a  pattern  of  decisions 
that  the  negotiators  never  enxisioned?" 
says  Charles  E.  Roh  Jr.,  deputy  chief 
U.S.  negotiator  for  xafta,  now  a  part- 
ner at  Weil,  Gotshal  &  Manges  LLC. 
Some  of  the  early  indications,  he  says, 
"are  troubling." 

In  one  case,  a  NAFTA  panel  issued  an 
interpretation  of  the  Mexican  Constitu- 
tion, an  authority  the  NAFTA  negotiators 


I 


hadn't  intended  to  give  the  panel.  I 
the  dispute,  a  CaUfomia  waste  dispos 
company,  Metalclad  Corp.,  was  awardt  - 
$16.7  million  by  a  NAFTA  tribunal  aftf  ■ 
the  governor  of  the  state  of  San  Lu 
Potosi  and  a  town  council  refused  ti  t- 
company  a  permit  to  open  a  toxic  wasi  f 
site.  The  company  had  asked  for  $'. 
million  in  damages,  insisting  that  tl,' 
state  and  local  governments  had  ove 
stepped  their  authority. 

The  majority  of  the  cases  are  yet 
be  decided,  but  the  NAFTA  panels  ai 
controversial  nonetheless.  Y' 
one  thing,  they  are  already  pi 
ting  en\'ironmentalists  and  fe 
eral,  state,  and  local  govemme; 
regulators  in  all  three  coimtri* 
against  multinationals.  The  bas-^- 
disagreement:  Business  grouj ' 
want  to  include  nafta's  stronge 
investor-protection  pro\'isions 
all  futvtre  free-trade  agreement  j. 
while  many  enxTronmentaUsttv 
would  like  to  scrap  the  entir|- 
procedure  as  an  impediment  tt 
government  regulator}'  actioi 
The  cases  are  also  compUcatin. 
efforts  to  negotiate  free-trad  t 
agreements  with  Chile  and  th  » 
hemispheric,     34-nation     Frepc 
Trade  Area  of  the  Americas 

Washington's  problem:  Whillr 
such  panels  may  favor  U.  S.  bus  t 
nesses  abroad,  foreign  plaintifl 
would  enjoy  the  same  such  pri\ 
fleges  in  the  U.  S.  And  that  coul 
end  up  gi\'ing  them  protection^ 
against  regulations  far  beyon 
those  domestic  companies  enjo 
in   their   own   courts.    Whatift 
more,  states  and  mimicipalitie  i 
have  also  warned  that  their  abiUty 
govern  is  being  compromised  by  "a  ne^ 
set  of  foreign  investor  rights." 

In  some  cases,  the  NAFTA  suits  see 
damages  for  government  decisions  tha 
are  clearly  legal  but  can  be  questioner  i 
under  vague  notions  of  international  lav  k 
For  example,  a  Canadian  chemical  com  ta: 
pany,  Methanex  Corp.,  bypassed  U.S 
courts  to  challenge  Cahfomia's  ban  on 
health-threatening    gasoline    additive 


A  GROWING 
CASELOAD 

-4  sampling  of 
the  XAFTA  panel's 
docket 
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UPS  OF  AMERICA 
VS.  CANADA 

UPS  claims  that 
Canada  Post,  the 
state-owned  postal 
system,  uses  its 
monopoly  on  letter 
mail  to  gain  an 
unfair  advantage  in 
parcel  deliveries 


LOEWEN  GROUP 
VS.  U.S. 

Canadian  funeral 
home  chain  says  a 
Mississippi  jury 
erred  in  awarding 
$500  million  to  a 
local  funeral  home 
operator  in  a  con- 
tract breach  case 


METIANEX 
VS.  U.S. 

The  Canadian  manu- 
facturer of  a  gasoline 
additive  sued  after 
California  found  the 
health-threatening 
chemical  had  con- 
taminated water,  and 
banned  its  use 


VS.  MEXICO 

U.S.  company  sued 
after  it  obtained 
permits  from  the 
Mexican  federal  gov- 
ernment for  a  waste 
disposal  site,  then 
localities  denied  a 
permit  to  operate 


ir 
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E,  that  has  been  polluting  municipal 

lis  and  reservoirs.  In  its  $970  million 

aim,  the  Canadian  company  said  Cali- 

mia  Governor  Gray  Davis  had  been 

fluenced  in  his  decision  by  a  $150,000 

[impaign  contribution  from  U.  S.-based 

rcher  Daniels  Midland  Co.,  the  maker 

a  rival  gasoline  additive.  The  cam- 

ign    contribution    was    legal,    but 

ethanex'  lawyers  argued  that  the  Davis 

icision  was  "palpably  unfair  and  in- 

I  ]|uitable"  because  of  adm's  influence. 

!  uch  an  argument  wouldn't  Ukeiy  work  in 

U.  S.  court. 

No  laws  can  be  overturned  by  the 
a  anel,  but  the  cost  of  defending  against  a 
:  lAFTA  lawsuit  may  run  so  high  that  it 
3  ould  still  deter  agencies  from  imposing 
:e  ;:rict  regulations  on  foreign  companies, 
« 'itics  charge.  They  point  to  a  decision  by 
-)  anada  not  to  restrict  cigarette  market- 
a  |ig  after  Ottawa  was  threatened  with  a 
j|  iAFTA  case  by  U.  S.  tobacco  companies. 
J  n  another  potentially  intimidating  move, 
>  Inited  Parcel  Service  Inc.  is  seeking 
1.  160  million  in  damages  from  Canada, 
J  rguing  that  the  state-owTied  Canadian 
E  lostal  system,  Canada  Post,  maintains  a 
fionopoly  on  first-class  mail  and  delivers 

0  farcels  with  private  Canadian  partners. 

a  I  But  right  now,  the  Loewen  case  is  the 
i  ne  in  the  spotlight.  The  Mississippi  trial 
j  ^'as  so  theatrical  that  Warner  Bros.  Inc. 
f  nd  film  director  Ron  Howard  have  ac- 
(uired  the  movie  rights,  according  to  at- 
ij  omeys  in  the  case.  Canadian  funeral 

1  hain  founder  Ray  Loewen  was  Ailified  as 
I  foreigner,  a  "gouger  of  grie\ing  fami- 

ii  ies,"  an  owner  of  a  large  yacht,  a  racist, 
i .  customer  of  foreign  banks,  and  greedy 
( i)esides,  according  to  the  transcript. 
a  ifet  the  State  Supreme  Court  refused 
i  0  waive  the  appeal  bond,  which  had 
)een  set  at  $625  million — ^to  be  posted  in 
0  days.  (The  largest  prexious  verdict  in 
he  state  had  been  $18  miUion.)  Loewen 
iled  for  bankruptcy  protection  in  1999 
)ut  is  hopeful  that  the  imminent  NAFTA 
•uUng  wiU  re\ive  the  company. 

Although  many  of  the  current  cases 
•aise  questions,  business  groups  insist 
;hat  NAFTA-hke  panels  are  needed  in  all 
rade  deals  because  so  many  developing 
lations  have  poor  judicial  systems.  But 
;hey  allow  that  the  process  may  still 
leed  some  tweaking.  "Of  course,  if  I 
ook  at  the  filed  cases  so  far,  I  could 
svrite  a  pretty  scary  story,"  says  Scott 
Miller,  a  Washington  lobbyist  for  Procter 
&  Gamble  Co.  And  Eric  Biehl,  a  for- 
mer top  Commerce  Dept.  official,  who 
supports  NAFTA,  wonders,  "how  does 
some  mechanism  on  a  trade  agreement 
that  no  one  ever  thought  much  about 
suddenly  get  used  to  open  up  a  whole 
new  appellate  process  around  the  U.S. 
judicial  system?"  That's  a  question  a  lot 
more  people  may  soon  be  asking. 

By  Paul  Magnusson  in  Washingtcm 


Industries 


TRAVEL 


ONLINE 
TRAVEL 
TAKES  WING 

The  giants  with  cheap  fares 
and  hotel  rooms  are  booming 


Penny-pinching  consumers  and  fierce 
price  wars  are  bad  news  for  the 
travel  industry.  Bad,  that  is,  for 
everyone  except  the  booming  online 
travel  giants.  Consider  the  sharp  re- 
bound of  such  online  players  as  TVave- 
locity,  Expedia,  and  Orbitz.  While  they 
suffered  in  the  wake  of  the  September 
11  terrorist  attacks,  with  bookings  off  as 
much  as  70%  in  the  weeks  that  fol- 
lowed, business  has  snapped  back.  In 
January,  some  200  U.S.  onhne 


SHOWDOWN  ON  THE  WEB 


TOO        II 
▲  MILLIONS  OF  DOLLARS 
Data  Company  reports 


I'd        II  III 

'EXPEDIA  NET  INCOME:  SS.2 
TRAVELOCITY  NET  LOSS:  $25 


travel  sites  posted  their  highest  month- 
ly sales  ever,  at  $2.3  billion,  with  a 
record  47.5  miUion  visitors,  according 
to  comScore  Networks  Inc.,  a  Web 
measurement  outfit.  "The  speed  with 
which  those  businesses  bounced  back 
surprised  even  the  people  most  buUish 
about  the  sector,"  says  Mitchell  J.  Ru- 
bin, a  money  manager  at  New  York- 
based  Baron  Capital,  an  investor  in  on- 
line travel  stocks. 

The  travel  industry's  pain  is  often 


the  ordine  industry's  gain,  as  suppUers 
push  more  discounted  airline  seats  and 
hotel  rooms  to  win  back  customers.  And 
many  of  those  deals  are  available  only 
online.  At  the  same  time,  online  agen- 
cies rely  primarily  on  leisure  travelers, 
where  traffic  has  rebounded  more  quick- 
ly than  on  the  business  side. 

The  two  biggest  players,  Traveloci- 
ty.com  Inc.  and  Expedia  Inc.,  are  locked 
in  combat  for  the  top  spot.  Both  sold 
some  $3  billion  worth  of  travel  last  year, 
though  Expedia  topped  Travelocity  in 
the  fourth  quarter  in  gross  bookings. 
And  thanks  in  part  to  a  greater  emphasis 
on  wholesale  deals  with  suppliers,  Expe- 
dia is  more  profitable.  For  the  quarter 
ended  in  December,  Expedia  posted  its 
first  net  profit,  $5.2  milhon,  even  with 
noncash  and  nonrecurring  charges,  com- 
pared with  Travelocity's  $25  million  loss. 
And  not  far  behind,  Orbitz  is  nipping  at 
their  heels.  Launched  last  June  by  a  con- 
sortium of  major  airlines,  Orbitz  has 
quickly  vaulted  into  the  big  leagues, 
thanks  in  part  to  its  controversial  access 
to  some  of  the  carriers'  lowest  fares. 
The  airlines'  latest  cost-cutting 
moves  may  only  spur  the  online  stam- 
pede. Major  carriers  are  eliminating 
travel  agent  commissions  in  the  U.  S. 
That  could  lead  to  growing  serv- 
ice charges  for  consvmiers  at  tradi- 
tional agencies,  driving  still  more 
travelers  to  the  Web.  Jupiter 
Media  Metrix  is  predicting  that 
online  travel  sales  in  the  U.S. 
will  jump  29%,  to  $31  bil- 
lion this  year,  and  to  $50 
billion  by  2005.  About  half 
of  that  is  from  airlines'  and 
other  suppliers'  owti  Web  sites, 
but  that  still  leaves  plenty  of 
room  for  the  online  agents.  On- 
line sales  will  account  for  only 
about  13%  of  the  U.S.  travel 
business  this  year. 

This  growing  market  is  draw- 
ing plenty  of  competition  and 
new  players.  Hotel  and  car  rental 
franchiser  Cendant  Corp.  snapped 
up  Cheap  Tickets  last  October. 
Barry  Diller's  USA  Networks  Inc. 
bought  a  controlling  stake  in 
Expedia.  And  a  group  of  hotels,  includ- 
ing Hilton  Hotels  and  Hyatt  Corp.,  are 
launching  their  owti  business  this  svun- 
mer  to  market  hotel  rooms  on  the  Net. 
Is  the  field  too  crowded?  Analysts 
and  onhne  agencies  aren't  worried,  fig- 
uring that  there's  plenty  of  new  busi- 
ness to  go  around.  But,  for  now,  the 
clear  winners  are  consumers,  who  can 
count  on  finding  better  service  and  bet- 
ter deals  onhne. 

By  Wendy  Zellner  in  Dallas 
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The  Corporation 


RETAILING 


TARGET  TAKES  A  GAMBLE 
THE  MARKETS  D0N7  LIKE 

Its  growing  reliance  on  credit  income  gives  analysts  the  jitters 


February'  28  should  have  been  a  good 
day  for  Target  Corp.  The  trendy 
discounter  released  its  annual  earn- 
ings for  the  fiscal  year  ended  Feb.  2, 
and  its  profit-growth  figure  far  exceeded 
that  of  rival  Wal-Mart  Stores,  for  the 
first  time  since  1997.  But  Target's  stock 
fell  nearly  5%. 

WTaat  rattled  investors?  One  reason 
may  be  Target's  gro^^ing  reliance  on 
credit-card  income.  Seeking  the  flush 
profits  credit  can  pro\ide.  Target  is  ex- 
panding its  credit-card  business  at  a 
faster  pace  than  any  other  big  retailer. 
The  worn,-,  though,  is  that  Target  could 
be  left  with  bad  debts  should  it  mis- 
judge the  creditwoithiness  of  customers. 
"It's  a  much  more  volatile  biasiness  [than 
selUng  merchandise],"  warns  UBS  War- 
burg analyst  Linda  Kristiansen. 

The  attraction  of  offering  credit  cards 
is  simple:  operating  margins  on  the  order 
of  11*^,  compared  with  about  7%  fi:x)m 
retail  operations.  Target  executives  have 
made  it  clear  that  credit  income  wiD  play 
an  increasingly  important  role  in  helping 
the  company  meet  its  long-term  goal  of 
15%  earnings  growth.  Indeed,  credit 
could  accoimt  for  as  much  as  three  per- 
centage points  of  that  gain.  Wal-Mart, 
by  comparison,  aims  at  a  simflar  objec- 


tive without  rehing  on  credit  income  at 
all.  In  2001,  Target's  profit  growth  came 
to  8.6'7c  and  Wal-Mart's  6%. 

That  raises  an  important  question: 
Why  does  Target  have  to  count  on  cred- 
it income?  Some  industrj'  obser\'ers  be- 
lieve the  company  has  no  place  else  to 
turn.  They  say  that  Target  is  ha^ing 
less  success  than  Wal-Mart  with  its  com- 
bination supermarket  and  merchandise 
stores.  These  supercenters  generally  pro- 
\ide  a  huge  boost  in  store 
traffic.  Kristiansen  says: 
"They  are  between  a  rock 
and  a  hard  spot." 

There's  no  deming  the 
credit-card  business  can 
help  paper  over  other 
problems.  Earnings  at  its 
Marshall  Field's  depart- 
ment stores  have  fallen 
the  past  two  years,  and 
management  admits  the 
di\ision  would  barely  be 
profitable  if  not  for  credit- 
card  income.  Men-jTi's,  its  casual  clothing 
chain,  meanwhile,  is  facing  stiffer  com- 
petition fix)m  Kohl's  Corp. 

Target's  earnings  from  credit  cards 
now  account  for  about  lo7c  of  the  com- 
pan%''s  profits.  In  2001,  Target  increased 


RISKY  BUSINESS? 

Thrget^  increasing  reliance  on 
Visa-card  income  could  expose 
it  to  bad  loans 


CREDIT-CARD  RECEIVUl£S 
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its  credit-card  receivables  by  41%,  t< 
$4.1  billion.  It  hopes  it  wiU  grow  an  ad 
ditional  50%  in  2002.  Virtually  all  th< 
growth  last  year  came  from  the  Targe 
Visa  card,  which  the  MinneapoUs-baset 
chain  launched  in  September.  It  also  of 
fers  proprietar>-  store  cards  at  Target,  a: 
well  as  Marshall  Field's  and  Mervyn's 
The  \lsa  card,  though,  could  captur* 
much  more  business  since  customers  cai 
use  it  anj'where. 

Target  does  have  a  reputation  fo: 
cautious  expansion  and  sound  exe 
cution.  It  boasts  a  strong  record  ir 
iTuining  its  proprietarj'  store  cards 
Even  in  last  year's  sour  economy 
Target  beat  the  credit-card  industr 
average  in  terms  of  bad-debt  write 
offs  as  a  percentage  of  average  re 
ceivables:  6%  at  Target  vs.  6.5*^. 
industrjTvide. 

Still,  the  Msa  card  carries  somt 
new  risks.  With  it.  Target  has  en 
tered  an  oversaturated  markeJ 
where  it  competes  with  nationa: 
card  companies.  It  has  already  hac 
to  offer  lower  interest  rates  thar 
on  its  Target  store  card.  Keeping 
growth  up  once  it  has  switched  cus 
tomers  from  store  cards  wiU  be  an 
other  challenge.  The  danger  ther 
wiU  be  the  temptation  to  lower  cred 
it  standards  to  continue  to  boost 
card  growth.  Gerald  L.  Stroch,  Tar 
get's  nce-chairman,  insists  he  won'i 
go  down  that  path:  "We  refuse  to  take 
unnecessarj'  risk  in  our  credit  business 

But  this  is  not  an  idle  worn,'.  Plent>'  oi 
other  retailers  have  fallen  into  that  trap 
Sears,  for  instance,  nearly  doubled  the 
rate  at  which  it  issued  its  proprietan 
retail  card  in  the  mid-1990s,  fiieling  store 
sales.  By  1996.  defaults  began  to  soar, 
pulling  down  earnings  in  1997  and  1998. 
Indeed,  no  matter  how  cautious  the 
management,  dependence  on  credit  can 
create  a  perception  ol 
higher  risk  among  in- 
vestors. That's  w'hy  the 
stocks  of  pure  card  com 
panies  such  as  Capital 
One  trade  at  a  price-earn 
ings  multiple  of  17,  while 
a  growth  retailer  like 
Wal-Mart  trades  at  36 
For  now,  Target's  is  25. 
"Investors  don't  believe 
anyone  can  predict  credit 
quality  with  any  accura- 
cy," says  Moshe  Oren 
buch.  a  credit  analyst  at  Credit  Suisse 
First  Boston.  So  even  if  all  goes  as 
planned  with  the  credit  business,  Tar- 
get's multiple  isn't  likely  to  match  Wal- 
Mart's  anytime  soon. 

By  Robert  Bemer  in  Chicago 


78  BusinessWeek  /  April  1,  2002 


J. 


Working  Life 
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COMMENTARY 


By  Michelle  Conlin  and  Diane  Brady 


GOODBYE,  BOSS  LADY.  HELLO.  SOCCER  MOM 


Does  having  a  great  career  kill 
your  chances  of  having  a  kid? 
Ever  since  women  started  pour- 
ing into  Corporate  America  30  years 
ago,  most  have  been  trying  to  get  in 
step  with  what  often  feels  like  an  im- 
possible dance:  searching  for  a  hus- 
band while  fighting  for  a  promotion, 
being  a  good  mom  and  staying  a  cor- 
porate star.  This  month,  a  new  book 
published  by  Talk  Miramax,  Creating 
a  Life:  Professional  Women  and  the 
Quest  for  Children,  reiterates  what 
many  women  already  know:  that  suc- 
cess in  the  job  still  too  often  leads  to 
childlessness. 

The  book,  by  Sylvia  Ann  Hewlett, 
founder  of  the  National  Parenting 
Assn.,  mirrors  the  findings  of  earlier 
studies  by  New  York  research  group 
Catalyst.  Hewlett,  an  economist  who 
taught  at  Barnard,  found  that  the 
higher  a  woman's  position  in  a  U.  S. 
corporation,  the  less  likely  she  is  to 
have  children.  In  fact,  49%  of  women 
who  are  40  and  making  $100,000  or 
more  in  Corporate  America  are  child- 
less, vs.  only  19%  of  40-year-old  men 
in  the  same  salary  bracket,  according 
to  Hewlett's  study.  What's  worrisome 
is  that  only  14%  of  respondents  said 
this  was  their  choice.  Catalyst  also 
found  a  baby  gap.  Its  research  shows 
that  while  49%  of  women  mbas  over 
40  have  kids,  74%  of  men  do. 

Can  it  be  that  even  after  decades 
of  talk  about  work  and  family,  it's  still 
an  either-or  proposition?  The  answer, 
much  of  the  time,  is  yes.  For  the  first 
time  in  25  years,  a  growing  number 
of  women  at  the  peak  of  their  careers 
are  dropping  out  to  stay  home  with 
their  families,  according  to  U.  S.  Cen- 
sus figures.  True,  the  gains  of  the 
boom  have  afforded  many  the  option. 
But  some  admit  another  reason:  Cor- 
porate life  for  a  mom  can  be  hell. 

Last  year,  iVillage  founder  Candice 
Carpenter — who  embodied  the  iVil- 
lage ideal  of  having  the  cash,  the 
kids,  and  the  career — announced  she 
was  swapping  corporate  life  for  the 
job  of  full-time  housewife.  On  Mar.  1, 
Susan  D.  Wellington,  president  of 
U.  S.  Beverages  at  Quaker  North 
America,  announced  her  "leave  of  ab- 
sence" after  20  years  to  "devote  more 
time  to  her  personal  life  and  family." 


These  are  just  the  latest  high-pro- 
file examples  of  the  low  success  rates 
of  keeping  top  women  in  senior  exec- 
utive jobs.  Even  programs  such  as 
telecommuting  and  flextime  often 
fail.  Taking  advantage  of  such 
schemes  is  often  tantamount  to  ask- 
ing not  to  be  promoted.  Moreover, 
these  strategies 


And  quitting  work  can  marginalize 
women  economically.  Fully  40%  of  di- 
vorced mothers  end  up  in  poverty. 

Enlightened  employers  such  as 
Merrill  Lynch  &  Co.  are  finding  that 
their  retention  efforts  work  when 
they  build  accountability  into  pro- 
grams. Merrill  Ljoich  makes  a  point  of 
keeping  tabs  on  telecommuting  em- 
ployees to  ensure  they  are  being 
promoted  as  fast  as  their  peers. 

)   Other  winners:  job  sharing  and 
creating  part-time  work  that 
offers  proportional  pay,  perks, 
and  chances  for  advancement. 
\        Such  programs  will  be- 
J   come  even  more  urgent  as 
j/       Gen  X  women  start  to  rise 


\ 


\ 


High-profile  bailouts  from 
corporate  life  bring  women's 
conflicts  into  sharp  focus 


don't  do  enough  to  change  career 
trajectories,  still  largely  patterned 
after  men's  life  cycles — with  no  al- 
lowances for  breaks  to  raise  kids. 

Yet  the  key  career-building  period 
of  the  late  20s  and  30s  coincides  with 
a  woman's  prime  fertility  years.  By 
the  time  they  can  take  a  breather, 
having  children  may  no  longer  be  an 
option.  Still,  dropping  out  isn't  a 
panacea.  Those  at  home  full-time 
with  preschool  kids  have  the  highest 
rates  of  depression  among  women. 


through  the  ranks.  De- 
mographers point  to 
shifting  attitudes 
among  these  25-to-37- 
year-old  professionals, 
''    who  are  starting  to 

make  different  choices. 
Census  findings  for  2000 
show  that  55%  of  moth- 
ers with  children  less 
than  a  year  old  were 
working  or  looking  for 
work  in  2000 — a  decrease 
from  60%  in  1998.  The  share  of 
women  who  stayed  in  their 
jobs  during  their  first  pregnan- 
cy has  also  slipped  for  the  first 
time  since  1961. 

And  who  can  blame 
them?  Most  people  who  as- 
pire to  executive  jobs  in 
Corporate  America  still 
sign  a  Faustian  pact  that 
involves  weekend  work, 
constant  moves,  and  other 
personal  sacrifices  to  get 
ahead.  Most  women  don't 
have  house  husbands  to  manage 
their  families.  No  wonder  one  of 
General  Motors  Corp.'s  up-and-com- 
ers,  Susan  Shank,  a  33-year-old  man- 
aging director  of  the  gmac  mortgage 
group,  has  already  ruled  out  the  top 
job.  "I  want  to  have  a  family — and 
that  seems  tough  as  the  CEO  of  GM," 
says  Shank.  Like  so  many  others  be- 
fore her,  she'll  be  settling  for  less. 

Conlin  and  Brady  cover  the  work- 
place and  management 
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Turn  Those  Old  LPs 
Into  New  CDs 

You  can  create  an  indestructible  library  of  once-fragile  music 


BY  LARRY 
ARMSTRONG 


I  was  rummaging  through  my  CDs  looking  for 
a  hot  Euro-dance  albiun  that  I  remembered 
from  15  or  so  years  ago.  Then  it  struck  me: 
I  had  bought  the  LP,  not  a  CD.  I  headed  for 
the  basement. 
Now  I  have  a  CD  that  I  burned  myself.  In 
the  process,  I  discovered  decades  of  music  I 
hadn't  listened  to  in  years,  a  catalog  of  my 
changing  musical  tastes — from  Peter,  Paul  & 
Marj'  to  E.  Power  Biggs. 

You  might  have  any  number  of  reasons  for 
burning  your  old  LPs  and  cassette  tapes  onto 
blank  CDs.  If  they're  valuable,  even  if  only  to 
you,  you  can  archive  them — \inyl  and  tape  wear 
out  with  repeated  playings;  CDs  don't.  K  your  LPs 


Unlike  an  LP,  a  CD  never  wears  out 


Transferring  music  onto 
compact  disks — using  a 
computer,  sound  card, 
and  CD  burner — takes 
about  an  hour  from 
start  to  finish 


CLEAN 
YOUR 
RECORDS 

The  dish  rack  is 
O.K.,  but  hold 
the  detergent 


are  already  worn  out,  you  can  now  get  inexpen- 
sive, easy-to-use  audio-editing  software  to  re- 
store the  sound  to  more-or-less  pristine  condition. 
Transferring  records  and  tapes  to  CDs  with  a 
computer,  sound  card,  and  CD  burner  takes  about 
an  hour  each  from  start  to  finish.  Plan  on  more 
if  you're  determined  to  get  rid  of  every  snap, 
crackle,  and  pop  on  the  LP.  But  getting  ready  to 
roU  can  easily  eat  up  a  weekend:  bringing  your 
long-neglected  turntable  up  to  speed,  finding 
the  right  cable  to  hook  up  your  stereo  system  to 
your  computer,  and  cleaning  years  of  gunk  out  of 


the  record  groov 
Let's  start  with  t 
old  turntable.  If  it's  b 
driven,  make  sure 
belt  is  not  loc 
cracked,  or  broken.  "^  i 
can  find  a  $10-to-$12 
placement  at  your  Ic 
music  store  or  order 
from  tumtablebelts.ci  r 
Check  the  stylus 
wear  or  damage,  and 
ten  to  a  record  to  m  i 
sure  the  cartrid  i :: 
which  translates  stj 
vibrations  into  electr  i 
signals,  is  in  good  condition.  You  might  get  |fe:: 
placement  styU  and  cartridges  directly  from 
turntable  manufactiirer.  A  number  of  audiopilr 
Web  sites  have  a  good  selection,  includ 
garage-a-records.com,  needledoctor.com,  ; 
amusicdirect.com.  Cartridges  from  makers  s 
as  Grado  Laboratories,  Ortofon,  and  Shure  st 
around  $40. 

Where  I  ran  into  trouble  was  connecting 
20-year-old  turntable  to  my  year-old  stereo 
ceiver.  The  connectors  didn't  match.  Anot 
common  problem:  Many  new  receivers  don't 
phono  inputs  and  the  electronics  to  boost 
configure  the  low-level  audio  signals  from 
turntable.  For  that,  youll  need  a  phono  prea 
RadioShack  sells  a  battery-operated  one  for  i| 
In  the  end,  I  gave  up  and  bought  a  new 
Sony  turntable  with  a  preamp  built  in. 

You'll  also  need  a  Y-audio 
or  Y-splitter  cable  to  con- 
nect your  stereo  system  to 
your  PC.  Plug  the  end  with 


on 


OPTOSPEEBi 

Inspect  and, ' 
needed,  repl£ : 
stylus  or  cart  3 


red-and-white     RCA 
connectors    into    the 
record-out   section   of 
yovir  receiver.  The  single  !^-inch  pin  on  the  01 
end  goes  into  the  line-in  jack — usually  the  1 
one — on  your  computer's  sound  card.  A  6- 
Belkin  F8V235  cable  costs  $5.99  at  Best  Buy 
Circuit  City.  If  your  computer  and  stereo 
in  different  rooms,  just  buy  a  longer  ca 
Musicmatch.com  sells  a  100-ft.  Y-cable  for  $.' 
Be  prepared  for  the  thrill  and,  almost 
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ily,  the  heartbreak  of  hearing  your  old  records 

,iin.  As  audio  fanatics  have  long  claimed,  vinyl 

■l>|!ords  often  sound  better  than  CDs  of  the  same 

sic.  But  you'll  hear  every  scratch,  every  speck 

-  jdust  on  those  records  you  thought  you  had 

'  ften  care  of  so  lovingly. 

-^o  give  them  a  thorough  cleaning  first.  You 

i  buy  any  number  of  products,  from  the  $25 

scwasher  one-way  brush  system  to  an  $800 

~*ltty  Gritty  machine  that  automatically  wet- 

J'  JTibs  and  vacuum-dries  your  LPs.  I  used  a  mix- 

^'^l  re  of  80%  distilled  water  and  20%  isopropyl  al- 

^^lol,  wiping  them  in  a  spiral  with  a  soft  cloth 

1  letting  them  air  dry.  That's  what  the  Li- 

;  iry  of  Congress  recommends.  But  don't  use  al- 

njnol  on  78s. 

^^M'Believe  me,  a  few  minutes  over  the  kitchen 
11  pk  will  pay  off  handsomely  when  you  start 
''pibording  your  albums  into  the  computer.  You 
'"''  1  use  almost  any  CD-writing  software,  including 
' '  lat  came  with  your  CD  burner,  probably  Roxio's 
■Silisy  CD  Creator  for  pes  or  Toast  for  Macs,  or 


controls  you  need  for  recording,  editing,  and 
writing  to  a  blank  CD  come  up  on  the  same 
screen.  You  just  click  on  the  record  button  and 
start  playing  the  LP.  After  the  songs  are  digitally 
recorded  on  your  PC's  hard  drive,  you  can  use  the 
program's  declicker,  decrackler,  and  denoiser  but- 
tons to  filter  out  objectionable  sounds. 

Sony  licenses  its  audio  software  from  Magix 
Entertainment,  and  that  company's  $50  Audio 
Cleaning  Lab  comes  in  a  close  second.  The  dif- 
ference? The  record,  clean,  and  write  functions 
aren't  as  tightly  integrated,  and  there's  no  cable 
in  the  box.  Roxio's  $100  Easy  CD  Creator  Plat- 
inum, which  is  different  than  the  free  version 
bundled  with  CD  burners,  comes  with  a  program 
called  Spin  Doctor  that  has  click  removal  and  a 
more  general  "sound  cleaning"  function.  But  you 
must  repeatedly  preview  the  song  or  album  to 
get  the  settings  right  before  you  record  it,  in- 
stead of  recording  it  first  and  using  the  cleaning 
software  on  the  digitized  audio  file,  a  much  eas- 
ier process. 

I  also  looked  at  Syntrillium  Software's  $70  Cool 
Edit  2000  with  its  Audio  Cleanup  option 
($50  extra)  and  at  Dartech's  DartPro 
32,  an  older  professional  program 
you  can  now  get  for  $80.  While 
both  are  better  at  maintaining     JV/^I'' 
the  ambience  of  the  original  be-     7  \^ "' 
cause  they  eliminate  noise,  nei-  • 

ther  was  as  fast  or  easy  to  use  as     \ 
the  Sony  and  Magix  packages.  Cool 
Edit    does    not    come    with    built- 

^.  SNAP.  CRACKLE. 
AND  POP 

Record  your  tunes  into 
the  CD,  and  clean  them  up 
with  audio-restoration 
software 


I 


MAKE  THE 
CONNECTION 


jacks  look  alike,  so  make 
B  you've  plugged  into  the 
)t  ones 


iihead  Software's  Nero  Burning  ROM. 

Specialized  audio  cleaning-and-restora- 

on  software  is  a  better  bet  if  your  LPs  aren't 

mint  condition.  These  programs  are  con 

amer-fiiendly — or  sometimes  older — versions  ol 

t  udio-editing  software  aimed  at  professionals. 

'  riced  at  $400  just  two  years  ago,  today  they 

Dst  as  little  as  $50  and  often  can  handle  the 

^cording  and  burning  functions  as  well. 

My  favorite,  by  far,  was  Sony's  $50  EZ  Audio. 

>|t  comes  with  three  blank  CDs  and  the  cable  to 

transfer  music  from  LPs  and  cassettes  to  your 

omputer.  After  you  install  the  software,  all  the 


"i 


m  CD  wntmg 
software. 
T^ce  my  copy 
of  Richard  Strauss's 
Also  Sjmich  Zaror 
thustni — better  known 
as  the  theme  from 
2001:    A    Space 
Odyssey.  Thirty 
years  ago,  I  re- 
turned it  twice 
to  the  store,  try- 
ing to  get  rid  of 
an     annoying     pop 


right  at  the  beginning,  a  vinyl  droplet  that 
turned  out  to  be  molded  into  every  copy.  That 
is  gone  in  my  CD  record.  As  for  Hi-Energy,  my 
dance  LP,  I  left  a  few  faint  crackles  and  pops. 
That's  the  way  it  was,  and  that's  how  I  want 
to  remember  it.  ■ 


BURN,  BABY, 
BURN 

Organize  the  tracks 
on  your  playlist, 
and  write  the  CD 
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Weighing  the  Balance  Sheet 

Investors  can  prosper  by  finding  companies  with  little  debt  and  real  cashflow  I 
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It  was  1999,  wireless  telecom  stocks  were  ti 
rage,  and  Nextel  Communications'  shar'  ^^ 
rose  an  outrageous  336%.  No  one  seemed    b'.: 
care  that  the  company's  balance  sheet  carri 
$10  billion  in  long-term  debt,  since  its  i 
come  statement  showed  soaring  revenue 
But  when  the  bubble  burst,  investors  realia  m 
Nextel  might  have  trouble  paying  its  creditol 
Today,  Nextel  trades  at  $6.29,  down  88%  from  i 
yearend  1999  price  of  $51.56. 

Nextel's  dowmfall — and  that 
countless  others — highlights  tAda 
need  for  investors  to  scrutinize  hi  k: 
ance  sheets.  That's  the  way  to  te  ir 
which  companies  are  truly  gro\  w: 
ing  internally  and  which  are  usii  Rt 
debt,  or  leverage,  to  goose  the  t> 
performance.  In  the  pos 
bubble  economy,  the  dife 
tinction  between  thet 
types    of   companies 
crucial.  Overly  leveragffci 
companies  can  face  fina  itr 
cial  distress,  even  ban;  i: 
ruptcy,  if  they  can't  ge:  urri 
erate  sufficient  cash  flo 
to  service  their  debt. 
Many   companies   le^-r 
ered  up  their  baJance  shee 
in  the  late  '90s.  After  all,  intere; 
rates  were  falling  and  lenders  were  wil^ 
ing.  Some  companies  used  the  debt  to  ramp  u 
production,  build  vast  communications  network 
or  gobble  up  other  companies.  When  the  bu: 
came,  inventory  piled  up  on  warehouse  shelve 
networks  went  dark,  and  the  acquisitions  didn 
deUver  the  expected  growth.  With  a  trickle 
revenue,  the  distressed  borrowers  had  to  servic 
a  mountain  of  debt. 

Those  companies  with  little  debt  and  excee 
cash  can  profit  from  these  situations.  "A  stror 
balance  sheet  not  only  allows  you  to  endure  a 
economic  downturn  but  to  be  very  opportunist 
and  buy  things  from  distressed  sellers,"  saj 
Mark  Donovan,  chief  equity  strategist  at  fun 
company  Boston  Partners  Asset  Managemen 
"Look  at  what  a  Berkshire  Hathaway  can  do  i 
this  environment."  The  insurer  has  $5  billion  i 
cash  on  its  balance  sheet.  So  when  debt-ridde 
Williams  Cos.  recently  needed  to  raise  cash, 
sold  a  gas  pipeline  to  Berkshire  at  a  very  re 
sonable  price.  Asks  Donovan:  "Who  else  coul 
WiUiams  call?" 

To  find  companies  with  strong  balance  sheet; 
BusinessWeek  screened  Momingstar's  Principi 


Jit 
hr: 
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-o  stock  database,  which  contains  financial 
atement  data  on  more  than  7,fXK)  companies, 
le  database  is  not  a  lie  detector,  so  it  won't 
Ip  uncover  the  next  Enron.  Yet  assuming  a 
mpany's  financial  statements  are  accurate,  it 
Ips  separate  the  strong  balance  sheets  from 
e  weak. 

We  first  looked  for  companies  with  long-term 
bt  of  less  than  $5  billion.  Long-term  debt,  ba- 
:ally  obligations  that  come  due  in  more  than  a 
•ar,  is  not  all  bad.  Many  solid  companies  have 
me  long-term  debt,  which  can  in-  ■^i^"""i""ii" 
ade  leases  on  factories  or  offices. 
Tiat's  important  is  that  the  ratio 
■  the  long-term  debt  to  all  of  the 
ipital — common  stock,  preferred 
J  ock,  and  debt — invested  in  the 
►mpany  is  as  low  as  possible.  So 
limited  the  debt-capital  ratio  to 


months.  Such  a  company  can  easily  survive  the 
downturn,  but  given  Dell's  17.3  price-cash  flow 
ratio,  it's  rich  at  today's  prices. 

You  can  find  better  values  if  you  buy  smaller 
companies.  With  a  low  4.9  \}-c  ratio,  Dycom  In- 
dustries is  a  construction  ajmpany  that  Lays  cable 
for  the  beleaguered  telecom  industry.  Yet  its 
balance  sheet  is  solid:  only  $16.3  million  in  long- 
term  debt  and  a  strong  coirrent  ratio  of  3.6.  With 
$148  million  in  cash  and  $lfJ8  million  in  free  cash 
flow,  it  should  be  able  to  weather  the  slump. 


maximum  of  15%. 

We  then  looked  at  short-term 

ibt,  which  is  due  within  a  year 

id  also  is  recorded  on  the  balancf- 
1  leet.  Companies  often  use  short- 
''  krm  debt  to  manage  their  cash 
'I  tjws,  such  as  to  fill  in  the  gap  be- 
•1  tveen  the  time  they  build  prod- 
'i  tts  and  receive  payment.  Analysts 
<  Ften  compare  short-term  assets 
1  ke  cash  and  receivables  to  short- 
e  ferm  debt.  That's  called  the  "cur- 

ent   ratio."   When  the   ratio  is 
ij  reater  than  one,  it  means  therf- 
a  ne  more  assets  than  liabilities  ajnri- 
a  ig  due.  For  added  protection,  we  scref^ned  for  a 
■X  urrent  ratio  of  at  least  1.5. 
iio    One  problem  with  the  balance  sheet  is  that  it's 
financial  snapshot,  taken  quarterly.  You  also 
clave  to  look  at  the  cash-flow  statement,  which 
a  ives  you  an  idea  of  what's  going  in  and  out 
pe  aring  the  year.  Here,  the  key  is  fi-ee  cash  flow — 
i  aw  much  cash  is  left  after  expenses,  debt  serv- 
I  »,  capital  expenditures,  and  dividends.  High 
rli  ree  cash  flow  confirms  the  strength  of  the  bal- 
a  nee  sheet.  So  we  screened  for  12-month  free 
e  ash  flow  exceeding  $100  million. 
in    We  also  applied  a  valuation  criterion  to  the 
( creen.  Here  we  took  operating  cash  flow,  a 
i  reader  measure  than  free  cash  flow  because  it 

oesn't  take  out  capital  expenditures  or  divi- 

For  the  screen,  we  set  a  maximum  for  the 

10  of  18 — that's  slightly  higher  than  the  16.2 

verage  for  the  Standard  &  Poor's  50^>-stock  in- 
X.  We  added  return  on  assets,  a  measure  that 
IV  jonnects  the  balance  sheet  to  the  income  state- 
n  nent  by  dividing  net  income  by  assets,  roa  looks 
Hi  it  how  efficiently  a  company  is  using  its  capital. 
i  iVe  asked  for  a  roa  exceeding  o%  for  the  past  12 
months — a  low  hurdle,  but  we've  just  come 
ei  :hrough  an  economic  slump. 
i  Only  17  U.S.  companies  passed  this  screen. 
a  rhe  largest  was  Dell  Computer,  which  has  $li{ 
J  jillion  in  long-term  debt  and  $3.8  billion  in  cash. 

Respite  the  tech  blu€«,  Dell  is  still  gaining  mar- 

cet  share  against  its  competitors  and  has  gener- 
iated  $3.7  billion  in  free  cash  flow  in  the  past  12 


12  Companies  with  Attractive  Numbers 

LONG-  12-MONTH  12-MONTH 

CURRENT  TOTAL  TERM  CURRENT  RETURN  FREE  CASH  PRICE/ 

STOCK  (SYMBOL)                                         PRICE*  CASH  DEBT  RATIO  ON  ASSETS  FLOW  CASHFLOW* 

AVXAVX                                     $21.12  $686.6  $35.5  3.9  7.0%  $329.1  8.4 

BARR  LABORATORIES  BRL                72.95  412,7  46.2  2.9  16.7  248.1  11.4 

Bi  SERVICES  BJS                           33.78  84.1  225.7  1.9  18.7  334.1  9.5 

DELL  COMPUTER  DELL                    26.39  3,751.0  1,288.0  1.5  9.4  3,650.0  17.3 

DYCOM  INDUSTRIES  DY                   15.12  147.9  16.3  3.6  6.9  108.1  4.9 

ELECTRONICS  FOR  IMAGING  EFII        17.50  438.3  3.0  4.7  5.4  102.6  7.8 

EXPEDITORS  INTL.  EXPO                 57.56  256.2  0.0  1.7  13.1  143.8  16.7 

HARTE-HANKS  HHS                          30,22  20,0  85,6  1,6  10.6  126.8  11,7 

LANCASTER  COLONY  LANC               36.72  36.0  17.7  3.4  13.3  125.5  9.3 

MYLAN  LABORATORIES  MYL              32.00  585.5  46.9  3.0  13.5  320,1  11.9 

PIER  1IMP0RTS  PIR                      21.14  125.0  67.0  3.3  11.2  144.3  9.6 

ROBERT  HALF  INTL  RHI                   29.62  301.1  15.4  2.8  12.0  188.4  17.8 


Total  cash,  kmc-term  debt.  an(ll2-nMxith  free  cash  flow  are  in  millions  of  dollars     *Prices  as  of  Mar.  18, 2002       Data  Mornin(star  lac. 

IT.  '  ri  al-o  {.lullc-d  up  .semicrjnductor  mak- 

er Avx.  It's  the  largest  holding  of  value  hound 
Martin  Whitman,  prjrtfolio  manager  of  Third  Av- 
enue Value  Fund.  The  company  has  $686.6  mil- 
lion in  cash  and  only  $35.5  million  in  long-term 
debt.  "How  can  it  get  in  trouble  with  that  kind 
of  cushion?"  asks  Whitman.  Whitman  likes  com- 
panies with  such  coishions  because  it  gives  them 
financial  flexibility.  "We  don't  want  our  ajmpanies 
forced  into  the  capital  markets  when  it's  the 
least  attractive  time  to  do  so,"  he  says. 

Companies  in  certain  industries  can  bear  more 
debt  than  others.  Traditional  utilities — not  the 
unregulated  kind — have  steady  cash  flows  with 
which  to  pay  their  debts.  So  although  electric 
company  Consolidated  Edison  has  $2Ji  billion  in 
short-term  debt  and  a  0.9  current  ratio,  that's  not 
necessarily  a  red  flag.  The  same  Ls  true  for  many 
banks  and  credit-card  companies.  Their  entire 
business  depends  on  borrowing  and  lending,  so 
they  are  debt-heavy  by  nature.  What's  more  im- 
portant when  analyzing  them  is  the  equality  of  the 
loans  they're  making.  If  a  bank  has  many  bor- 
rowers defaulting,  steer  clean 

Some  companies  with  strong  balancf^  sheets 
can  still  be  risky.  Whitman,  for  instance,  won't 
touch  tobacco  or  asbestos-related  companies,  re- 
gardless rjf  their  financials.  "Their  litigation  lia- 
bility is  more  significant  than  their  debt  levels," 
he  says.  While  such  off-balance  sheet  risks  are 
unscreenable,  finding  the  on-balance  sheet  ones 
can  help  you  avoid  the  next  N'extel.  ■ 


''A  strong  balance 
sheet  not  only 
allows  you  to 
endure  an  economic 
downturn  but  to  be 
very  opportunistic 
and  buy  things 
from  distressed 
sellers" 
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Mutualfunds 


This  Tech  Maven 
Plays  Both  Sides  Now 

Paul McEntire's  long-shortfiind  is  a  sector  leader 


BY  GEOFFREY  SMITH 


SOFT  SELL:  McEntire 
shorts  some  big  narnes 


Host  technology  investors  live  in  mortal 
fear  of  a  sharp  drop  in  the  Nasdaq.  Not 
Paul  McEntire.  Last  year,  the  rocket  sci- 
entist turned  hedge-fund  manager  opened 
the  Marketocracy  Technology'  Plus  Fund, 
which  mixes  long  positions  on  tech  stocks  with 
short  sales  of  stocks  he  thinks  will  fall.  The 
strategy'  took  advantage  of  the  rapidly  falling, 
then  rising,  fortimes  of  tech  stocks  in  2001.  His 
fledgling  $1  million  fund  emerged  as  one  of  the 
top-performing  tech  funds  tracked  by  Morn- 


McEntire's 
Picks  and  Pans 


COMPANY 

SYMBOL 

PRICE 

LONG  POSITIONS 

KRONOS 

KRON 

46.29 

BONE  CARE 

BCII 

13.74 

TECHNITROL 

TNL 

23.85 

BALLARD  POWER 

BLDP 

29.10 

POLYMEDICA 

PLMD 

2360 

SHORT  POSITIONS 

NEXTEL 

NXTL 

6.29 

PEREGRINE 

PRGN 

9.22 

AMAZON 

AMZN 

15.01 

PRICELINE 

PCLN 

5.20 

COMPUTER  ASSOCIATES 

CA 

19  6P 

'itr/.l'-,  1^1, III;'!  \,j   .!/>:  ',f  thf;ir  pfiSltlfjIl  III  Hi':  UiH^h\ 

'/.r^f./ ^'iinoifj?:  f'lu'.  fund      Oats  Paul  U'.Ffitir': 


ingstar,  down  4% — compai-ed  with  a  38*^  decUne 
for  the  average  tech  fund.  Through  Mai*.  15  this 
year,  he's  up  3.4%. 

A  tech  fund  that  can  go  both  ways — long  and 
short — has  ob\ious  advantages  in  a  market  that 
is  ruthlessly  sorting  out  the  winners  from  the 
losers.  In  a  period  when  most  tech  funds  have 
done  poorly,  McEntire's  ability  to  go  short  helped 
him  avoid  the  crash. 

McEntire  is  no  big  risk-taker.  His  strategy-  is 
to  balance  long-term  bets  on  about  20  companies 
he  likes  with  short  positions  in  8  to  10  companies 
he  doesn't  like.  "The  advantage  of  short-selling  is 
that  you  can  reduce  risk  and  boost  returns  over 
time,  assimiing  you  do  it  with  reasonably  good 
stock-picking,"  he  says.  Indeed,  his  short  holdings 


were  key  to  his  returns.  He  estimates  that  in  til 
first  200  trading  days  of  his  fund,  the  Nasdtl 
was  up  half  the  time — and  on  its  up  days,  hi 
fund  underperformed  the  index  by  0.4%,  while  (I 
dowTi  days  the  fund  outperformed  by  0.6%.  I 
A  handful  of  other  mutual  funds  go  both  lorl 
and  short.  But  hedged  funds  that  focus  exchl 
sively  on  tech  are  usually  accessible  only  ll 
wealthy  investors  with  $1  million  or  more.  McE  I 
tire's  mutual  fund  requires  a  minimum  invesl 
ment  of  $10,000.  (Sj-mbol:  TPFQX;  888  884-848J 
Still,  his  approach  doesn't  come  cheap.  His  funci 
annual  expense  ratio  of  1.95%  is  much  high  J 
than  the  1.44%  average  for  U.  S.  equity  funds.l 
McEntire,  57,  relies  in  part  on  his  engineerinl 
background  to  help  pick  stocks.  He  worked  cl 
the  Apollo  manned  space  program  early  in  hi 
career,  then  studied  hedging  strategies  whil 
earning  a  PhD  in  engineering  economics  froil 
Stanford  University.  Despite  his  quantitati\l 
background,  he  says  his  stock-picking  strategy  I 
based  on  a  combination  of  Warren  Buffett-styil 
value  investing  and  his  own  assessment  of  1 
company's  technology'.  I 

While  the  U.  S.  economy  is  pickinl 
up,  McEntire  is  stUl  wary  of  the  tecl 
sector  The  100  largest  stocks  in  thi 
tech-hea\y  Nasdaq  still  don't  colleJ 
tively  earn  a  profit,  he  figures.  As  I 
result  "most  are  priced  based  on  hopi 
not  on  their  performance."  In  fact,  hJ 
worries  that  the  Nasdaq  will  be  "sofa 
for  the  next  five  to  ten  years.  I 

That's  why  35%  of  the  fund  is   shoJ 
positions  on  large  tech  stocks  (table! 
His  largest  short  is  wireless  carriel 
Nextel  Communications,  now  at  $6.23 
McEntire  thinks  it  could  go  to  zerri 
His  reasoning:  With  $14  billion  in  debl 
and  negative  cash  flow,  he  argues   I 
lacks  the  resources  to  upgrade  its  tecll 
nolog\\  Other  shorts  include    Amd 
zon.com  and  Priceline.com.  He  sajT 
Amazon  hasn't  proved  it  can  produci 
sustainable  profits.  And  Pricehne  il 
competing  against  the  airlines'  own  ell 
forts  to  sell  their  excess  seats  online.] 
The  long  positions  are  smaller,  lesser-know 
names.  His  top  holding  is  Kronos,  a  former  fac 
tory  time-clock  maker  now  selhng  staff-manag»E 
ment  software  over  the  Internet.  Kronos  defie 
the  tech  slimip  by  generating  higher  sales  ani 
profits  last  year,  and  the  stock  has  nearly  triple 
from  its  12-month  low. 

A  long-short  fund  is  by  no  means  a  layup 
The  manager  needs  to  be  right  on  both  sides 
McEntire  has  made  the  strategy  work.  A  diver 
sified  hedge  fund  he  has  run  since  2000,  calle- 
Skye,  was  up  27%  in  2000  and  2001,  while  th. 
Standard  &  Poor's  500-stock  index  fell  21.9% 
Even  when  tech  stocks  as  a  whole  do  well,  som^ 
will  always  falter.  A  strategj'  that  can  capitalize 
on  both  trends  makes  a  whole  lot  of  sense.      I 


Many  Nasdaq  prices  are  still  based  "on  hope,  not  performance" 
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When  you  leave  a  meeting, 
^hat  are  you  leaving  behind? 


How  do  you  want  to 
be  remembered?  No 
matter  what  size  your 
company  is,  you  can  continually  present 
yourself  in  a  confident,  professional  ligfit 
witfi  brilliant  output  from  HP  color  printers. 
HP  invents  tfie  kind  of  powerful,  flexible 
tecfinology  tfiat  can  fielp  any  business  make 
a  big  impression.  Solutions  tfiat  always 
start  witfi  you  — your  issues,  your  people, 
your  opportunities.  Leave  your  mark.  Find 
out  more  about  our  entire  line  of  HP  color 
printers  at  www.hp.com/go/smbprinters. 
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CALM  IN  A  CYCLONE: 
PROFILE  OF  A  LEADER 

"■"ust  eight  weeks  after  two  airplanes  rammed  - 
I  into  the  World  Trade  Center  towers,  Amer- 
^  ican  Airlines  flight  587  crashed  in  Queens, 
N.Y.,  and  became  the  second-worst  aviation 
disaster  in  U.  S.  history.  The  public,  still  trau- 
matized by  the  events  of  September  11,  was 
eager  to  know  whether  this  was  another  ter- 
rorist act  or  a  horrible  accident. 

The  crash  site,  a  neighborhood  that's  home  to 
many  New  York  police  and  firefighters,  swarmed 
\\'ith  recovery  workers,  politi-   fe- 
cal leaders,  and  sheU-shocked 
residents.     Into     the     chaos 
stepped  a  caJm  and  reassuring 
presence — and  I'm  not  talking 
about    then-New    York    City 
Mayor  Rudolph  Giuliani.  It  was 
Marion  Blakey,  the  first  woman 
to  head  the  National  Trans- 
portation Safety  Board  (ntsb), 
the  federal  agency  that  investi- 
gates civil  airplane  crashes. 

Moments  after  the   crash, 
and  throughout  the  next  week, 
Blakey  held  frequent  briefings 
on  the  progress  of  the  investi- 
gation and  reported  as  early 
as  possible  that  there  was  no 
evidence  of  terrorism,  putting 
many  people's  worst  fears  to 
rest.  "There  was  a  feeling  of  be- 
ing in  the  vortex  of  a  cyclone," 
recalls  Blakey,  54,  who  recently 
chatted  with  me  about  her  first 
few  weeks  on  the  job  after  the 
Senate  confirmed  her  nomination 
by  President  Bush  on  Sept.  26. 

Although  many  people  hadn't 
heard  of  Blakey  until  Nov.  12, 
when  flight  587  went  down,  she  is 
no  newcomer  to  government  or 
crisis  management.  She  has  served 
in  five  federal  departments  and 
agencies,  including  the  White 
House,  as  President  Reagan's 
deputy  assistant  for  communications  and  public 
affairs,  and  the  National  Highway  Traffic  Safety 
Administration  as  chairman.  She  also  headed  up 
her  own  public-affairs  firm  that  helped  corporate 
clients  handle  crises. 

I  asked  Blakey  to  explain  what  wisdom  she 
has  gained  that  might  help  others  lead  and  main- 
tain public  confidence  in  times  of  turmoil.  The 
key  thing  to  remember,  she  says,  is  to  avoid 
self-absorption.  "You  wiU  need  all  of  your  atten- 
tion and  strength  focused  on  the  crrcvmistances 
around  you,"  she  says.  "Remember  that  this  is 
not  about  you." 

Once  focused,  it  is  essential  to  concentrate  on 


BY  TODPI  GUTTER 

hers@businessweek.com 

The  first  woman  to 
head  the  National 
Transportation 
Safety  Board 
relies  on  her 
ability  to  stay 
focused  and 
gather  information 


m 


the  information  others  give  you,  as  well  as  o 
your  own  observations.  She  has  found  that  whe 
she's  truly  tuned  into  others,  "many  of  the  rt  \l 
quests  are  more  simple  and  straightforward  tha  /I 
they  first  appear."  Immediately  after  the  crasl 
she  was  afraid  family  members  would  inundat 
her  with  as  yet  unanswerable  questions  aboi 
the  cause.  What  they  really  wanted  to  kno\ 
however,  were  immediate  concerns,  such  as  whe 
to  expect  recovery  of  their  loved  ones'  remain 
Armed  with  information,  you  must  take  charg 
and  act.  But  just  as  important,  she  says,  "yo 
must  recognize  your  owti  limitations"  and  b 
aw^are  of  "w'here  you  can't  and  shouldn't  be  ai 
thoritative,  and  where  you  should  rely  on  otl 
ers."  For  example,  Blakey  does  not  have  a  tecl 
nical  background,  so  throughout  the  investigatioj 


EDUCATION  BA,  1970,  Intl. 
Studies,  Mary  Washington  Col- 
lege of  the  University  of  Virginia 


FAMILY  Married,  one  daughter 

PREVIOUS  EXPERIENCE  Served  in 
5  federal  depts.  and  agencies 

GOALS  AT  NTSB  Reduce  hazards 
on  airport  runways,  improve 
highway  safety  by  encouraging 
use  of  seat  belts  and  booster 
seats  for  children  until  age  8 

ON  CRISIS  MANAGEMENT  Let  the 
facts  drive  your  focus 


she  W'orked  with  NTSB  Deputy  D:  W 
rector  of  Aviation  Safety  Tor 
Haueter,  a  pilot  and  engineei 
among  others. 

Perhaps  as  a  resvilt  of  her  corr|j|! 
munications  background,  Blake; 
sees  the  need  to  work  hand-in 
hand  with  the  press.  While  man; 
people  want  to  explore  circum 
stances  thoroughly  before  decid 
ing  what  to  tell  the  media,  "th 
pubhc  has  a  need  to  know,  an< 
you  must  stay  ahead  of  their  ex 
pectations  and  the  story,"  say 
Blakey.  To  that  end,  she  provide 
facts  in  a  straightforward  manner  and  acknowl 
edges  publicly  what  she  knows  and  doesn't  know 
"Don't  assume  the  [press]  is  adversarial,"  sb 
says.  "They  have  an  important  job  to  do,  and  i 
is  in  your  interest  to  help  them  do  it  well." 

In  a  crisis,  leaders  are  often  judged  on  hov 
w'ell  they  communicate.  By  that  measure  alone 
Blakey  already  has  proved  herself  an  effectiv' 
leader.  I 


BusinessWeek  online 


To  join  a  discussion  in  our  forum,  see  hers.online  at 
www.businessweek.com/investor/ 
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The  Barker  Portfolio 


hy  are  investors 
)ing  offered  a 
ece  of  Travelers' 
•operty-casualty 
gain?  Weill's 
linking  just  might 
ave  something 
D  do  with 
sbestos  liabilities 
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)EAL  MANIA, 
\ANDY  WEILL-STYLE 

emember  the  bad,  pre-Joe  Torre  days  for 
the  Yankees?  George  Steinbrenner  kept 
firing  his  managers.  Then,  all  too  often,  the 
Boss  would  rehire  them.  It  got  so  bad,  not  only 
did  Yankee-haters  like  me  feel  sorry  for  the 
players,  some  even  concluded  such  compulsive 
behavior  called  for  psychiatric  care. 

No,  this  report  does  not  come 
to  you  from  spring  training. 
Compulsions  leaped  to  mind 
the  other  day  as  I  stepped 
back  to  see  what  Citigroup 
CEO  Sandy  Weill  has  done 
with  Travelers.  Citi  is  set 
any  day  now  to  sell  up 
to    20%     of    Travelers' 
property    and    casualty 
unit  in  a  $3.7  billion  ini- 
tial public  offering.  Except 
for  Citi's  expropriating  Trav- 
elers' familiar  umbrella  logo, 
the  IPO  would  not  be  terribly 
remarkable — unless  you  ex- 
amine the  record  (table). 

As  head  of  Primerica,  Weill 
in  1992  bought  part  of  Trav- 
elers, then  an  independent 
company.  A  year  later,  he 
took  the  rest  of  it.  Next,  as 
head  of  Travelers,  he  sold 


Back  and  Forth 

As  CEO  of  the  three  companies  he 

has  merged  into  one — Primerica, 

Travelers,  and  now  Citigroup — Sandy 

Weill  keeps  flipping  assets  of 

part  oFitrproperty-ca^sualty  I[^y.^l^/.{[P!PP^.^^^^^^^^ 

unit  in  an  ipo,  keeping  life  in-  qEC.  1992-DEC.  1993  Primerica  takes 

surance  and  other  parts  close.  Q^er  Travelers  in  two  steps,  paying  $4.1 

As  CEO  of  Citi,  which  merged  bjujon  j^  ^ash,  stock,  and  other  assets. 

Travelers,  he  bought  Price-book  value  ratio:  0.9 


with 

back  the  property-casualty  in-      l-'l-!--rri'.iri"r.'."'.'r:":.''. built  two  Wall  Street  empires 


private  to  give  Citi  "additional  flexibility  in  the 
management  of  its  capital,"  as  it  said  back  then,  or 
to  "reduce  costs  associated  with  [Travelers']  obli- 
gations and  reporting  requirements." 

So,  let's  assume  that  the  exphcit  reasons  are 
not  the  sole  motivations.  Some  other  possibilities: 
■  Welfare  for  investment  bankers.  Among  its  many 
operations,  Citi  also  owns  Salomon  Smith  Barney. 
It  employs  legions  of  investment  bankers,  who 
have  spent  much  of  the  bear  market  trying  to 
look  busy.  As  lead  underwriter  on  the  IPO,  plus  a 
simultaneous  sale  of  Travelers  notes,  SSB  stands 
to  take  the  largest  cut  of  fees  that  I  estimate 
will  top  $200  million. 

■  Halliburtosis.  Oil-services  giant 
Halliburton    saw    its    stock 
plunge    last   year   as   in- 
vestors grew  anxious  that 
\actims  of  asbestosis  and 
other  related  diseases 
might  reach  past  a  unit 
it  bought  and  into  its 
owTi  pockets.  Travelers* 
filing  vibrates  with  simi- 
lar anxiety  over  asbestos 
jap*    claims.  It's  also  curious  that 
^^  Citi  unveiled  its  Travelers  IPO 
just  days  after  Halliburton 
shares  sank  43%.  Coincidence? 
Maybe,  but  asbestos  so  wor- 
ries Travelers  that  Citi  is  of- 
fering $800  milhon  in  protec- 
tion  against   excess   claims. 
That  could  pinch  Citi.   But 
since  it  plans  by  yearend  to 
give    its    own    shareholders 
most  of  the  stock  in  Travel- 
ers it  doesn't  sell  in  the  IPC, 
the  deal  may  be  one  way  to 
distance  Citi  from  any  whiff 
of  Halliburtosis. 
Money  ballplayer.  WeUl  hasn't 


terest  in  2000.  Now,  in  the 
latest  IPO,  Weill  is  selling  an- 
other minority  stake  in  the 
property-casualty  biz.  Is  the 
boss  of  the  world's  most  valu- 
able banking  franchise  crying 
out  for  a  psychiatrist? 

I  don't  think  so.  But  such 


APRIL,  1996  In  an  IPO,  Travelers  sells  mi 
nority  stake  in  property-casualty  unit. 
Market  value  of  unit:  $10  billion 
Price-book  value  ratio:  1.7 

APRIL,  2000  Citigroup  buys  back  minority 
stake  in  Travelers  property-casualty  unit. 
Market  value  of  unit:  $16.2  billion 


by  being  oblivious  to  trends. 
His  Travelers  deals  show 
sweet  timing.  Since  Citi  bought 
out  Travelers'  public  investors 
in  2000,  for  example,  proper- 
ty-casualty stocks  returned 
40%  as  the  Standard  &  Poor's 
500-stock  index  lost  22%.  The 


compulsive  buying  and  selling      Price-book  value  ratio:  1.8  word  on  property  insurers  is 


does  raise  a  question:  Why? 
Weill's  spokeswoman  at  Citi 
did  not  respond  to  my  in- 
quiries. And  the  official  expla- 
nations are  not  entirely  credi- 


MARCH,  2002  Citigroup  aims  to  sell  20% 
of  Travelers  property-casualty  unit  in  an 
IPO.  Indicated  market  value  of  unit: 
$17.5  billion 
Price-book  value  ratio:  1.8* 


that,  post-September  11,  they 
will  get  an  extra  boost  in  the 
pricing  power  they  have  been 
enjoying  after  years  of  price- 
cutting.  Yet  the  Street  knows 


ble.  It's  one  thing  for  Citi  to      :.'.!:... ^.f:.:.. A. :„.. this,  and  smart  players  are 

say  it's  taking  the  unit  public      *Book  value  adjusted  down  for  $l  billion  dividend  due        selling.  Still  wonder  what  Weill 
so  it  'Vill  have  greater  capital      '^"^  ^f^veiers  to  Citigroup  m  December.  2002  ^^  Steinbrenner  have  in  com- 


from  Travelers  to  Citigroup  in  December.  2002 
Data:  Company  reports,  BusinessWeek 


management  flexibility,"  as  the 
securities  filing  for  Travelers  Property  Casualty 
explains,  or  so  "compensation  of  management  can 
be  directly  aligned  with  the  performance  of  our 
common  stock."  Yet  it's  another  thing  to  say  that 
less  than  two  years  after  taking  the  company 


mon?  They  win. 


BusinessWeek  online 


For  barker.online,  goto 
www.businessweek.com/investor/  and  click  on  "Columns" 
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MORE  GOLD  AT  MIDAS? 


(  GEME  a  MARCIAL 


Idas  revs  up  fast 
buyout  biggies 
ish  for  shares, 
pvada  Gold  & 
asinos'  bets  on 
s  houses  to  win. 
jtogen  Medical 
ould  soon  receive 
potent  iiijection 


ot 


Jll 


VROOM,  VROOM 


A\\ald  card  has  turned  up  at  Midas  (mds). 
Buyout  artist  Ben  LeBow  has  emerged 
with  a  5%  stake  through  his  New  Valley 
outfit,  whose  principals  include  Carl  Icahn.  Value 
players  such  as  Mario  Gabelli  have  flocked  to 
Midas,  owner  and  franchiser  of  more  than  2,000 
auto-repair  shops  in  North  America,  especially  af- 
ter shares  skidded  from  17  on  May  7,  2001,  to 
9.90  on  Sept.  28 — ^way  below  their  private  mar- 
ket value.  Since  then,  the  stock  has  rebounded  to 
13.62,  as  Midas  caught  the  eye  of  technical  and 
fundamental  analysts.  The  technicians  saw  the 
price  runup  as  a  sign  that 
big  buyers  were  accumu- 
lating shares.  "This  often 
is  a  prelude  to  a  takeover," 
says  Andrew  Addison  of 
The  Institutional  View, 
which  tracks  trading  pat- 
terns. Midas  is  worth  22  to 
25  a  share,  he  says.  In  the 
most  recent  filing  with  the 
Securities  &  Exchange 
Commission,  New  Valley  said  it  wants  to  help 
shape  decisions  that  affect  Midas. 

If  Midas  fails  to  drive  the  stock  up,  "LeBow 
might  become  more  active,"  says  Jim  Barrett  of 
C.  L.  King,  who  rates  Midas  a  strong  buy.  New 
VaUey  President  Howard  Lorber  says  that  he  is 
prepared  to  "act  quickly  should  Midas  fail  to  ex- 
ecute," noting,  "the  stock  is  cheap  based  on  its  as- 
sets." New  Valley  invests  mainly  in  real  estate. 
And  says  Barrett:  "We  surmise  that  Ben  LeBow 
has  correctly  calculated  that  the  real  estate  alone 
is  essentially  worth  the  current  share  price."  Mi- 
das' earnings  fell  from  $2.27  a  share  in  1999  to 
$1.05  in  2001,  as  car  repairs  slowed  in  the  reces- 
sion. "But  longer-term,  Midas'  fundamentals  are 
attractive."  Barrett  sees  Midas  earning  $1.15  a 
share  in  2002  and  $1.25  in  2003.  A  Midas 
spokesman  says  it  hasn't  heard  from  LeBow. 

GETTING  CASINOS 
READY  TO  ROLL 


SEPT.  17, '01  MAR.  20. '02 
▲  OOlLAfiS 
Data:  Bloomberg  Financial  Markets 


N 


EXPECTING 
A  HEFTY  PAYOFF 


SEPT  17.  01  MAR  20/02 
▲  DOLLARS 
Data:  Bloomberg  Financial  Markets 


evada  Gold  &  Casinos  (uwn)  isn't  in  the 
gold  business:  It's  an  asset  play  that  some 
mavens  figure  is  worth  a  lot  more  than  its 
current  price  of  6.55.  Mainly  a  developer 
of  casino  properties,  the  Houston  com- 
pany owns  real  estate  in  California,  Col- 
orado, Nevada,  and  New  York.  It  owns 
43%  of  the  Isle  of  Capri-Black  Hawk,  a 
237-room  hotel-casino  near  Denver, 
through  a  joint  venture  with  Isle  of 
Capri  Casinos.  It  also  owns  51%  of  Dry 
Creek  Casino  in  California.  Nevada  Gold 
is  helping  the  Dry  Creek  Band  of  Porno 
Indians  develop  a  casino  in  Sonoma 
County,  slated  to  open  late  this  year. 


Nevada  Gold  also  owns  850  acres  on  Wellesley 
Island  in  the  St.  Lawrence,  and  240  acres  of 
land  adjacent  to  the  City  of  Black  Hawk  in  Col- 
orado, which  Nevada  Gold  plans  to  develop. 

Calvin  Hori  of  Hori  Capital  Management, 
which  has  accumulated  shares,  figures  the  Sono- 
ma casino  will  be  a  big  moneymaker.  Most  states, 
strapped  for  cash,  welcome  the  entry  of  casi- 
nos. Hori  puts  the  value  of  Nevada  Gold's  assets 
at  16  a  share.  Its  43%  stake  in  Isle  of  Capri- 
Black  Hawk  alone  is  worth  6  a  share,  figures 
Hori.  Analyst  Luis  Martins  of  Taglich  Brothers, 
a  research  boutique,  rates  the  stock  a  strong 
buy  with  a  two-year  price  target  of  16.  He  sees 
earnings  of  60^  a  share  in  2003  and  940  in  2004. 

TUTOGEN  MAY  GET 

A  FACELIFT 

The  sluggish  stock  of  Tbtogen  Medical  (ttg) 
perked  up  in  mid-March  on  news  that  the 
company  had  hired  investment  bank  Do- 
minick  &  Dominick  to  explore  possible  moves,  in- 
cluding alliances  or  mergers.  Tbtogen  makes  tissue 
for  surgical  reconstruction  and  orthopedic  im- 
plants. It  might  be  pursued  by  Sulzer  Medica,  a 
Swiss  medical  device  company  that  already  owns 
35%  of  Ibtogen.  Sulzer,  which  markets  Tbtogen 
products  in  Europe,  had  acquired  its  Tutogen 
shares  from  Capital  Partners  II  in  January,  2001, 
at  7.60  a  share.  The  stock  now  trades  at  4.40. 
According  to  Tutogen's  latest  proxy  statement, 
Capital  Partners  has  to  sell  its  remaining  26% 
stake  in  Ibtogen  by  yearend  as  part  of  liquidating 
a  trust.  Sulzer  has  an  option  to  match  any  outside 
bid  for  the  shares,  so  it's  likely  to  end  up  buying 
that  26%  stake,  giving  it  a  61%  interest.  Another 
company  that  may  emerge  as  a  buyer  is  Mentor, 
which  markets  Tutogen's  products  in  the  U.S. 
and  accounts  for  more  than  30%  of  Tutogen's 
sales.  One  big  Tutogen  investor  says  Hitogen  is 
worth  10  in  a  buyout.  It 
had  sales  in  2001  of  $13.2 
million  and  posted  a  loss  of 
50  a  share.  Sales  in  the  first 
quarter,  ended  Dec.  31, 
2001,  were  $5  million,  up 
59%  from  a  year  ago.  Oper- 
ating profits  of  $125,000 
compared  with  a  loss  a  year 
ago.  A  kicker:  Tbtogen  has 
a  patented  tissue-preserva- 
tion process  that  ensures  infection-free  implants. 
The  company  may  benefit  from  recent  news  of 
infection  traced  by  the  Centers  for  Disease  Control 
to  tissue  grafts  from  Tutogen  rival,  Ci-yoLife, 
whose  stock  tumbled  on  the  news.  Tbtogen  says  it 
has  never  had  a  contamination  problem.  A  spokes- 
man says  Tlitogen  wants  to  stay  independent. 


BusinessWeek  online 


BULKING  UP 
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TUTOGEN  MEDICAL 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:30  p.m.  est  on  CNNfn's  The  Money  Gang. 
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Figures  of  the  Week 


%  change 
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■  Stocks 

S&PSOO 

Mar.  Sept  Mar.  Mar.  14-20 
1320  I I 120O 


U.S.  MARKETS 


Mar.  20 


Year  to   Last  12 
Week      date    months 


GLOBAL  MARKETS 


Mar.  20 


Yeart 
Week      dat- 


1220 


1120 


1020 


^ 


;ii8o 

1160 

;ii5i.9 

:il40 
:il20 


S&P500  1151.9  -0.2  0.3  0.8 

Dow  Jones  Industrials  10,501.6  0.0  ^4.8  8.0 

Nasdaq  Composite  1832.9  -1.6  -6.0  -1.3 

S&PMidCap400  536.3  0.7  5.5  16.4 

S&P  SmallCap  600  244.6  1.0  5.4  20.3 

WilshireSOOG  10,790.9  0.0  0.8  2.7 


COMMENTARY 

Investors  sent  the  Dow  Jones  industri- 
al average  to  its  highest  close  this 
year  on  March  19 — then  lost  heart, 
sending  the  average  toppling  133.7 
points  the  following  day.  Hardest  hit 
were  financials  such  as  Citigroup  and 
chipmaker  Intel.  For  the  week,  the  Dow 
was  unchanged,  while  the  S&P  500 
stock  index  lost  0.2%.  The  big  loser 
was  the  tech-heavy  Nasdaq,  off  1.6%. 

Data:  Bloomberg  financial  Markets 
Bridge  Information  Systems.  Inc. 


SECTORS 

BusinessWeek  50* 

BusinessWeek  Info  Tech  100** 

S&P/BARRA  Growth 

S&P/BARRA  Value 

S&P  Energ:y 

S&P  Financials 

S&P  REIT 

S&P  Transportation 

S&P  Utilities 

GSTI  Internet 

PSE  Technology 

'Mar  19.  1999  =  1000       "Feb.  7.  2000=1000 
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99.1  1.5 

217.1  -1.9 

146.4  2.1 
96.6  -5.2 

682.4  -0.4       -0.7 


-2.3 

-9.6 

-6.6 

-8.1 

-0.7 

6.5 

1.4 

-A.6 

8.5 

-1.1 

2.8 

6.3 

6.1 

15.0 

10.2 

15.9 

0.3 

-24.7 

-8.0 

-15.9 

S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
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FUNDAMENTALS 


S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Revision* 

'First  Call  Corp. 

TECHNICAL  INDICATORS 


1.34%  1.34% 

)     63.1  62.2 

21.4  21.3 

-0.52%  -0.48% 

Mar.  19  Wk.  ago 


1.8 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 
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1145.8  1149.1 

71.0%  71.0% 

0.70  0.62 

2.85  2.75 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month 


% 


Multi-Utilities  43.6 

Oil  &  Gas  Drilling  26.9 

Constr.  &  Engineering  21.5 

Hotels  20.3 

Internet  Software  19.0 


Metal  &  Glass  Containers  79.1 

Footwear  62.3 

Trading  Cos.  &  Distribs.  62.2 

Trucking  48.3 

Computer  Stores  48.3 


Computer  Stge.  &  Perphs.  -10.3 
Airlines  -8.6 

Wireless  Services  -6.3 

Networking  Equipment         -3.6 
Home  Improvement  Stores    -3.2 
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Computer  Stge.  &  Perp 
Telecomms.  Equipment  — 
Wireless  Services       ^' 
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Mutual  Funds 


Weel(  ending  Mar.  19 
■  S&PSOO     ■  U.S.  Diversified    BAH  Equity 

4-week  total  return 


6        8        10       12 


Week  ending  Mar  19 
■  S&PSOO  ■  U.S.  Diversified  ■All Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Japan  14.6 

Natural  Resources  13.3 

Latin  America  10.5 

Financial  9.7 
Laggards 

Precious  Metals  1.9 

Domestic  Hybrid  4.4 

Pacific/Asia  ex-Japan  4.6 

International  Hybrid  4.8 


52-week  total  return 

Leaders 

Precious  Metals 
Small-cap  Value 
Real  Estate 
Small-cap  Blend 
Laggards 
Communications 
Utilities 
Japan 
Technology 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


50.8 
24.1 
19.4 
16.1 

-26.7 
-15.4 
-13.7 
-13.6 


% 


Leaders 

Frontier  Equity  28.0 

Potomac  Internet  Plus  24.8 

Third  Millennium  Russia  21.6 

Fidelity  Sel.  Energy  Serv.  20. 1 
Laggards 

Potomac  Internet  Short  -18.1 

ProFunds  Ultrashort  OTC  -17.7 

RydexDynamic  Vent.  100  -17.6 

ProFunds  UltraBear  Inv.  -15.0 


%        1        2         3        4        5        6 
Data:  Standard  &  Poor's 

ITHE  WEEK  AHEAD 


EXISTING  HOME  SALES  Monday,  Mar.  25,  10 
a.m.  Es,  >■  Sales  of  existing  homes  in 
February  probably  fell  to  an  annual  rate 
of  5.6  nnillion,  after  hitting  a  record  pace 
of  6  million  in  January.  That's  based  on 
the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  unit 
of  The  McGraw-Hill  Companies. 

DURABLE  GOODS  ORDERS  Tuesday,  Mar.  26, 
8:30  a.m.  est>-  New  orders  for  durable 
goods  are  forecast  to  have  grown  1%  in 
February,  after  rising  2.6%  in  January. 


Leaders 

Matthews  Korea  103.9 

ING  Russia  A  85.9 

Schroder  Capital  Ultra  Inv.  77.8 

First  Eagle  SoGen  Gold  73.7 
Laggards 

ING  Global  Communs.  A  -52.0 

Firsthand  Communications  -50.9 

INVESCO  Telecomms.  Inv.  -49.9 

Orbitex  Emerging  Tech.  A  -46.9 
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5.72 
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tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  mt 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  txjnd     30 


GENERAL  OBLIGATIONS 


4.48% 


TAXABLE  EQUIVALENT 


6.40 


Ir; 

to: 


INSURED  REVENUE  BONDS 


4.65 


TAXABLE  EQUIVALENT 


6.64 


With  inventories  drawn  down  and  eco- 
nomic prospects  improving,  new  orders 
should  continue  to  increase. 

CONSUMER  CONFIDENCE  Tuesday,  Mar.  26, 
10  a.m.  EST>-  The  Conference  Board's 
confidence  index  most  likely  inched  high- 
er in  March,  to  95.  In  February,  the  in- 
dex declined  to  94.1.  Consumers'  future 
expectations  have  rebounded  to  pre-Sep- 
tember  levels,  but  the  February  current- 
conditions  component  sunk  to  its  lowest 
point  since  1994. 


NEW  RESIDENTIAL  SALES  Wednesday  ^ 
27,  10  a.m.  est^  New  single-famil 
home  sales  in  February  likely  climb 
an  annual  rate  of  875,000,  after  si 
to  a  pace  of  823,000  in  January. 

PERSONAL  INCOME  Friday  Mar  29,  8: 
a.m.  EST>-  Personal  income  is  expei 
to  have  increased  by  0.3%  in  Febri 
while  consumer  spending  likely  ros( 
0.5%.  In  January,  both  personal  inc 
and  spending  rose  by  0.4%,  while  < 
savings  rate  jumped  to  1.8%. 
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ade  a  valiant  attempt  to  end  the  week  in  the  plus  column  but  was  undone  by  weakness  among 
gy  stocks  as  EMC  and  Sun  Microsystems,  down  11.5%  and  9.8%,  respectively.  Financials  con- 
frt  trom  low  interest  rates:  Capital  One  Financial  and  Marsh  &  McLennan  added  4.3%  and  2.7% 
ist  performer?  Calpine  rose  16.4%,  but  is  still  down  70.7%  since  making  the  list. 
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30  El  Paso  2.7  -35.8 

31  Altera  0.3  -12.4 

32  Marsh  I  McLennan  2.7  5.5 

33  Household  International  -1.4  -1.4 

34  ChevronTexaco  0.4  3  A 

35  SBC  Communications  0.6  -14.2 

36  Mercury  Interactive  -8.4  -38.4 

37  AOL  rime  Warner  -4.5  -42.7 

38  Washington  Mutual  -1.6  -1.3 

39  General  Oynamics  3.2  40.1 

40  Comcast  -3.6  -25.4 

41  Morgan  Stanley  Dean  Witter  2.6  -10.7 

42  Tellabs  -6.1  -76.0 

43  ExxonMobil  1.0  7.0 

44  Scientrfic-Atlanta  -7.2  -51.9 

45  U.S.  Bancorp  2.2  -3.3 

46  Paychex  -1.7  0.4 

47  Merrill  Lynch  2.1  -8.3 

48  Bed  Bath  &  Beyond  0.3  28.4 

49  Texas  Instruments  3.4  3.4 

50  Teradyne  5.9  22.0 
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}n  index  showed  a  small  gain  for  the  third 
Before  calculation  of  the  four-week  mov- 
the  index  slipped  to  158.7  from  158.9. 
St  Meek  the  seasonally  adjusted  output 
J  electric  power  were  the  only  components 
ail-freight  traffic  posted  ttte  largest  decline, 
rude-oil  refming,  coal,  and  autos.  Truck 
ind  steel  production  were  little  changed 
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I  was  shocked 

to  learn 

how  much  our 

electricity 

costs  have 

been  rising. 

However,  it  Is  a  cost  you  can  control. 

Do  you  know  how  much  your 
company  spends  on  electricity?  I 

■^ didn't  and  I  was 

shocked  when  I  found 
out!  The  cost  was 
much  higher  than  I 
f^  had  expected,  and 
climbing.  Most 
consumers  think  that  they  can't  do 
anything  about  increasing  electricity 
costs,  but  they  can! 

In  industry,  electric  motors  consume 
63  percent  of  all  electricity  used.  By 
installing  Baldor  Super-E  motors, 
you  can  reduce  your  electricity  use 
and  save  money  every  minute  they're 
running.  Call  me  to  find  out  how 
Baldor  premium  efficient  motors  and 
drives  can  improve  your  company's 
profitability.  You 
don't  need  to 
be  shocked! 


CfOPrtudem 

StUoreieetrle 

Comptnf 


1-501-648-5665 
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\^      You  know  that  "female  exam"  women 
have  to  get?  You  can  tpank  us  for  that. 


g  t's  called  the  Pap  test  And  it  was  developed  by  Dr.  George  Papanicolaou.  By  providing  funding,  the  American  Cancer  Society 
lelped  Dr.  Papanicolaou  refine  and  perfect  the  test.  Since  then,  w^e've  continued  to  recommend  that  women  have  the 
?xam  regularly  and  we've  advocated  it  as  the  standard  for  cervical  cancer  screening.  As  a  result,  cervical  cancer 
deaths  have  decreased  by  more  than  70  percent.  By  continuing  to  fiand  new  cancer  research  grants,  we  can  look  forward 
o  more  discoveries  like  the  Pap  test.  These  are  just  a  few  of  the  many  ways  we're  working  to  eliminate  cancer.  With 
I'our  help,  we  can  do  even  more.  To  find  out  how  you  and  your  organization  can  get  involved,  please  contact  us. 


Hope.     Progress.    Answers.    /    1-800ACS-2345    /    www.cancer.org 


American 

Cancer 

Society* 


Editorials 


RESTATING  THE  '90s:  MYTH  AND  REALITY 


Few  business  cycles  have  surprised  us  as  much  as  the 
last  one.  Hardly  anyone  expected  it  to  last  as  long,  soar 
as  high,  end  as  abruptly,  or  fall  as  softly  as  it  has.  Yet  the 
greatest  surprises  are  only  now  being  revealed.  In  the  first 
evaluation  of  the  business  cycle  of  the  '90s,  BusinessWeek 
shows  that  there  has  been  a  profound  misunderstanding  of 
what  actually  took  place  from  March,  1991,  to  December, 
2001  (page  50).  The  analysis  explains  why  the  "wTnner-take- 
aU"  view  of  the  New  Economy  was  WTong.  It  shows  that  Eu- 
ropeans misperceived  that  U.  S.  deregulation  and  competition 
sowed  the  seeds  of  inequality  and  poverty.  It  also  helps  to  ex- 
plain why  consumers  were  able  to  keep  spending  through  the 
downturn  to  mitigate  a  serious  recession  and  why  chief  ex- 
ecutives are  so  fretful  today  about  profits.  BusinessWeek's 
analysis  suggests  that  policymakers,  managers,  workers,  and 
investors  would  be  wise  to  separate  perception  fi*om  the  re- 
ality of  what  the  high-productivity  New  Economy  actually 
wrought  in  the  '90s.  The  success  of  the  recovery  ahead  may 
well  depend  on  it. 

The  biggest  surprise  is  that  the  major  winners  of  the  pro- 
ductivity boom  were  workers,  not  corporations  or  investors. 
Profit  growth  rose  steadily  from  1991  to  early  1997,  but  then 
declined  as  wage  growth  picked  up  steam,  especially  in  the 
boom  years  of  4%  growi;h  in  1998  through  2000.  Blue-collar 
and  service  workers  saw  their  real  wages  rise  sharply.  One 
reason  is  that  despite  problems  with  inner-city  schools,  edu- 
cation levels  for  the  U.  S.  workforce  rose  dramatically  in  the 
'90s,  with  51%  getting  some  college  education  in  2000,  up  from 
40%  in  1991  and  33%  in  1982.  And  globalization,  which  was 
supposed  to  hold  down  real  wages  in  the  U.  S.,  didn't. 

The  next  surprise  is  the  modest  return  to  investors  over 
the  decade.  During  the  course  of  the  entire  business  cycle,  in- 


I 


vestors  did  very  well,  but  not  as  well  as  they  did  in  the  ba- 
ness  cycle  of  the  1980s.  In  the  '90s,  the  average  annual  re 
return  for  the  Standard  &  Poor's  500-stock  index  was  11.1' 
compared  with  12.8%  for  the  '80s  cycle.  That's  healthy,  b 
hardly  the  frothy  madness  perceived  overseas. 

BusinessWeek's  revised  view  of  the  '90s  contains  bo 
good  and  bad  news.  Despite  all  the  talk  of  the  digital  divi( 
and  the  falling  behind  of  the  bottom  half  of  society,  the  frui 
of  the  productivity  revolution  were  more  evenly  distribute 
than  anyone  thought.  This  opened  opportunities  to  a  reco: 
number  of  immigrants,  people  moving  off  welfare,  and  millio: 
of  Americans.  It  also  bolstered  consumer  spending  and  so 
ened  the  business  cycle  downturn  when  it  came. 

But  as  the  cycle  aged,  rising  real  wages  began  to  squee; 
companies  of  profits.  It's  no  accident  that  in  the  boom  yeai 
1998  through  2000,  as  unemployment  fell  to  3.9%  and  wa^ 
growth  accelerated,  companies  increasingly  resorted  to 
counting  tricks  to  maintain  earnings  and  stock  prices.  Many 
these  earnings  are  now  being  restated  sharply  downwar 
With  the  recovery  at  hand,  CEOs  are  still  worried  about  pre 
its.  Yet  a  burst  of  capital  spending  on  their  part  later  th 
year  will  be  necessary  to  keep  the  recovery  on  track. 

Fortunately,  productivity  growth  is  surging  yet  again, 
grew  at  an  extraordinary  5.2%  rate  in  the  fourth  quarter 
2001.  That's  undoubtedly  too  high  to  sustain,  but  even  if 
keeps  going  at  2J^%  or  more,  companies  should  be  able 
boost  profits  as  well  as  pay  higher  wages.  Then  the  virtuoi  < 
cycle  of  investment,  productivity,  economic  growth,  and  c 
viding  the  pie,  so  characteristic  of  the  1990s,  can  begin  agai 
It  turns  out  the  economic  strength  of  the  U.S.  is  deep 
and  more  widely  based  than  anyone,  anywhere,  realize 
That's  not  a  bad  place  to  start  a  recovery. 


1 
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A  BLOW  TO  ACCOUNTING  REFORM 


Prosecutorial  justice  has  trumped  pubUc  policy  in  the  de- 
cision to  indict  the  firm  Arthur  Andersen  and  not  just 
those  indi\iduals  responsible  for  shredding  Enron  Corp.  doc- 
uments. Even  as  the  Securities  &  Exchange  Commission  was 
negotiatir"^  a  civil  settlement,  the  Justice  Dept.  proceeded 
to  hold  A^      -sen  criminally  liable.  It  was  a  bad  decision. 

The  Justici-  ent.  has  good  intentions.  It  rightly  argues 
that  Andersen  has  nsistently  refused  to  fix  itself  despite  re- 
peated audit  miscoiduci  .  nd  must  be  held  accountable.  Sup- 
porters of  Justice's  decisioii  ay  it  will  change  the  market  for 
accounting  and  pressui-e  other  shms  to  reform  themselves.  We 
are  skeptical. 

Before  the  criminal  indictment,  under  the  proposed  sec 
?ettlement  pact,  Andersen  committed  to  following  a  radical 
plan  suggested  by  Paul  A.  Volcker  that  would  have  made  it 
.1  model  of  accounting  reform.  Auditing  and  consulting  serv- 


ices would  have  been  separated,  and  lead  partners  on  audi] 
would  have  been  rotated  regularly.  The  other  four  merl 
bers  of  the  Big  Five  adamantly  opposed  the  Volcker  pla| 
They  feared  Andersen  would  adopt  it  and  feel  pressure 
follow  suit.  Justice's  decision  now  relieves  them  of  changir| 
very  much. 

The  odds  of  lower-tier  firms  moving  up  to  replace  Andej 
sen  aren't  good,  either.  Big  corporations  require  global  a  I 
counting  to  service  their  global  operations.  Andersen  h^j 
85,000  employees  worldwide.  Next-tier  firms  are  so  mu(| 
smaller  that  they  will  find  it  difficult  to  compete.  So  expef 
more  consolidation  in  the  industry  and  more  cosmetic  changj 

The  Justice  Dept.  did  what  it  does — prosecute.  But  tl| 
economy  and  the  nation  would  have  been  better  served  if 
had  indicted  individuals  and  let  the  firm  work  with  the  sec 
reform  itself  and  the  rest  of  the  accounting  industry. 
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The  No.  1  best  source  for  technology  news,  according  to  Barron's. 

For  business  leaders  and  investors  who  recognize  the  value  of  up-to-the-second 
coverage  of  technology,  there  is  no  more  informative  place  to  turn.  CNET  News.com. 
It's  where  the  people  you  read  about  in  technology  read  about  technology. 
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Collaboration— it  all  begins  with  a  shared  vision 

In  times  like  these,  you  can't  afford  to  partner  with  someone  who's  single-minded. 
There  must  be  a  shared  vision  right  from  the  start.  It's  our  unique  approach  to 
consulting  and  services.  The  method  of  constant  dialogue  and  complementary 
skills  interacting  to  create  better  solutions.  Through  collaboration,  we  can 
accomplish  anything. 

It's  an  approach  that  further  benefits  from  the  expertise  and  resources  of  the 
entire  Fujitsu  group,  which  has  long  provided  world-class  technology  and  platform 
products  all  over  the  globe. 

Unique  ROI-focused  methodology 

Fujitsu  has  been  building  a  global  consulting  organization  to  be  known,  starting 
in  April,  as  Fujitsu  Consulting.  This  new  organization-comprising  what  is  currently 
DMR  Consulting,  Fujitsu  Systems  Business  of  America  and  other  businesses  within 
Fujitsu-utilizes  a  unique,  proven  methodology  that  delivers  a  rapid  and  measurable 
return  on  your  IT  investment.  It  starts  by  focusing  on  the  results  the  client  expects 
to  achieve.  It  then  provides  a  road  map  through  the  design,  implementation  and 
operation  of  the  solution  to  achieve  the  desired  results. 

Industry  and  business-process  knowledge 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries-in  particular, 
telecommunications,  financial  services,  and  government.  Whether  it's  core  back 
office,  front  office  or  extended  functions,  we  enable  companies  to  better  serve  their 
customers  and  collaborate  with  their  extended  supply  chain  of  employees,  vendors 
and  partners. 

Fujitsu— a  different  way  of  working 

At  Fujitsu  Consulting,  we  live  and  breathe  three  simple  ideas:  deep  collaboration 
with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for  getting  the  job  done.  It  is 
the  unique  combination  of  global  scope  and  human  scale  that  sets  us  distinctly 
apart  from  our  competitors. 


FufflSU 


THE     POSSIBILITIES     ARE     INFINITE 


us.fujitsu.com 


C2002  Fujitsu.  All  rights  reserved. 
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Aceralia,  Arbed  and  Usinor  form 
the  world's  leading  steel  company: 
Arcelor.  These  three  in  European 
steel  have  joined  forces  to  tackle 
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with  more  beauty  and  greater 
creativity.  By  meeting  the  demands 
of  modern  life,  the  skilled  men 
and  women  who  have  taken  up 
this  mission  will  satisfy  their 
clients  and  their  shareholders. 
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King  of  Online  Diagnostics. 


And  a  Textbook  Case  for  Secure  VPN. 

You  might  think  it  would  be  easy  for  a  wizard  to  be  in  several  places 
at  once.  But  Dr.  Dan  is  only  human.  So  when  a  hospital  system  wanted 
to  enable  him  and  9,000  other  staffers  in  three  states  to  share 
information  such  as  MRI  and  X-ray  results  instantly,  they  turned  to 
secure  VPN  technology  from  Nortel  Networks™  By  combining  its  IP  VPN 
network  with  services  from  its  local  service  provider,  Dr.  Dan's  hospital 
provides  remote  connectivity  to  its  entire  staff  over  a  high-speed 
optical  backbone.  The  information  is  protected  by  state-of-the-art 
encryption  and  firewalls  to  guard  against  security  breaches.  All 
without  the  expense  of  a  dedicated  wide-area  network.  So  now. 
Dr.  Dan  and  his  colleagues  can  share  diagnostic  information  privately 
anywhere  in  the  system  -  making  the  most  of  the  hospital's  network 
investment  with  secure  technology.  Which  is  just  one  more  way 
Nortel  Networks  is  making  the  Internet  what  you  need  it  to  be.  To  learn 
more  about  network  security,  visit  nortelnetworks.com/security. 
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FED  WATCH 

GOP  MODERATES: 
GO  EASY,  ALAN 

FOR  "iTARS,  THE  REPUBLICAN 

Right  has  accused  Federal 
Reserve  Chairman  Alan 
Greenspan  of  stunting  eco- 
nomic growth  because  of  his 
fear  of  inflation.  Now,  a  group 
of  GOP  centrists  is  unloading 
on  the  Fed  boss,  too.  The  Re- 
publican Leadership  Coalition, 
in  a  .$25,000  radio  campaign 
launched  on  Mar.  27,  is  chid- 
ing Greenspan  for  cutting 
back  on  the  money  supply  in 
an  attempt  to — you  guessed 
it — prevent  inflation. 

RLC  Chairman  Scott  W. 
Reed,  who  was  campaign 
manager  for  Bob  Dole's  1996 
Presidential  nm,  wants  the 
Fed  to  pump  more  money 
into  the  economy  to  spur 
growth  and  strengthen  the 
nascent  recovery^  He  hopes 
the  radio  ads  \vi\\  con\ince 
GOP  congressional  leaders  to 
join  the  coalition  trying  to  in- 
fluence Greenspan.  Reed 
fears  GOP  control  of  the  House 
could  be  at  risk  if  the  Fed 
tightens  the  money  supply 


UNDER  FIRE:  Greenspan 

and  raises  rates.  "Forget  the 
President's  poU  numbers," 
says  Reed.  "If  Greenspan 
slows  dowTi  [the  money  sup- 
ply], it  could  harm  Republi- 
cans in  the  fall." 

The  RLC  believes  that  a 
similar  tightening  of  the 
money  supply  in  1992  hurt 
the  economy — and  cost  an- 
other President  Bush  his  job 
that  same  year.  They  don't 
w^ant  congressional  RepubU- 
cans  to  suffer  the  same  fate 
in  midterm  elections  this  No- 
vember. "Now  is  a  terrible 
time  to  restrict  the  money 
supply,"  Reed  says.  As  anoth- 
er President  Uked  to  remind 
himself,  "It's  the  economy, 
stupid."        Richard  Dunham 


LABOR  NOTES 

THEPX 
IS  GOING  PC 


LABOR   ACTIVISTS  CAN   CLAIM 

another  \ictor>'  in  their  cam- 
paign to  prevent  U.  S.  retail- 
ers from  bu\dng  goods  from 
overseas  sweatshops.  The  lat- 
est convert:  Uncle  Sam. 

A  General  Accounting  Of- 
fice report  says  the  Penta- 
gon does  little  to  ensure  that 
private-label  goods  sold 
at  military-base  exchanges 
aren't  made  by  foreign  child 
labor,  forced  labor,  or  imion- 
busters.  But  the  Defense 
Dept.  has  promised  to  adopt 
new  rules  by  July  1,  includ- 
ing a  code  of  conduct  for 
suppliers,  a  workers'-rights 
education  program,  and  pro- 


cedures for  monitoring  com- 
pliance. With  PXs  posting 
$9.6  bilUon  in  2000  sales,  the 
guidelines  will  send  a  bold 
signal  to  other  retailers  and 
manufacturers. 

In  2000,  PXS  bought  $57 
million  in  house  brands  from 
70  plants  in  18  covmtries,  in- 
cluding some  with  notorious 
antiworker  records:  Burma, 
China,  Saipan,  and  Pakistan. 
They  even  increased  their 
pui'chases  from  Burma  as 
President  Chnton  w^as  impos- 
ing sanctions,  according  to 
Charles  Kemaghan  of  the  Na- 
tional Labor  Committee  for 
Human  Rights.  Now,  he  says, 
"the  gi'oundwork  has  been 
laid  for  real  progress."  The 
exchanges,  w^hich  have  been 
at  ease  for  years,  are  snap>- 
ping  to  attention.  Stan  Crock 


TALK  SHOW  UThe  fact  is  that  the  improper  shredding  of  I 
documents  took  place  on  my  watch — and  I  believe  it  is  no^ 
the  best  interests  of  the  firm  for  me  to  step  down." 

— Joseph  Berardino,  resigning  from  his  post  as  Andersen  CEO 


TRADE  WINDS 

MEXICO.  THAT 
HIGH-COST  COUNTRY 

there's  a  STRANGE   SORT  OF 

role  reversal  going  on  in  Mex- 
ico. Steel-products  maker 
Grupo  IMSA,  with  help  from 
the  North  American  Free 
Trade  Agreement,  has  be- 
come a  big  export-oriented 
conglomerate, 
with  $2.2  billion 
in  sales.  One  of 
its  many  U.  S.- 
bound  products 
used  to  be  in- 
sulated metal 
panels  used  in 
refrigerated 
storage  rooms. 
Nowadaj's,  how- 
ever, instead  of 
making  all  the 
panels  in  Mexico  and  shipping 
them  north,  imsa  is  increas- 
ingly importing  them  into 
Mexico  from  its  plant  in 
Lewis\ille,  Tex. 

The  reason:  the  amazing 
strength  of  the  Mexican  peso. 
The  "superpeso"  gained  near- 
ly 6%  against  the  U.  S.  dollar 
last  year,  making  it  one  of 


the  world's  best-perform: 
currencies.  Now,  Mexic 
wages  and  prices  are  ris. 
so  fast  that  some  operatit 
are  less  expensive  in  t 
U.S.,  even  with  higher  U 
labor  costs.  "Many  of  our 
puts  are  cheaper  there:  el 
tricity  natural  gas,  and  pet 
chemical  products,"  ss 
imsa  CEO  Eugenio  Clarion( 
Why  such  a  strong  pes 
Mexico  has  \ 


SUPERPESO 

Mexico's  currency  has  appreciated 
strongly  if)  recent  years 
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come  a  ss 
harbor  for  i 
vestors  dod 
ing  turmoil 
the  rest 
Latin  Americ 
Sound  econoi 
ic  fundame 
tals  recent 
earned  Mexi 
an  investmei' 
grade    ratin 


attracting  more  portfolio  i 
vestment  and  bolstering  tl 
currency.  Now^,  foreign  ma 
ers  of  low-margin  good 
such  as  clothing  and  c( 
phones,  are  decamping 
cheaper  China  and  Ho 
duras.  If  the  ultrahot  pe 
doesn't  cool  off,  others 
follow'.  Geri.  Srrv 


Online  "rent  vs.  buy" 
calculators  assess  the 
financial  edge  in 
homeownership.  But 
results  can  vary  quite  a 
bit.  Consider  a  couple 
buying  a  $425,000 
home,  rather  than 
paying  $3,400  a 
month  in  rent: 


SITE 


CLAIMED  SAVINGS*   FEATURES 


E-LOAN.COM         $210,392    Allows  adjustments  for  basics  such  as  rent 

increases  and  closing  costs. 

H0MEST0RE.COM  $207,665    Very  simple  calculator — does  not  even  in- 
clude amount  of  downpayment. 

QUICKEN.COM       $195,216    19  variables,  such  as  loan  fees,  closing 

costs,  and  appraised  value  of  the  house. 

MICROSOFT  $186,400    Very  detailed.  Calculates  maintenance 

HOME  ADVISOR  and  insurance  costs  as  a  percentage  of  the 

home's  value  rather  than  as  a  flat  number 


*Over  seven  years,  with  $50,000  down  and  4%  annual  appreciation  in  home  value 
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A  PERSPECTIVE  ON  VALUE  INVESTING 


ONCE  AGAIN. 

THt  TORTOISE  BEATS 

THE  HARE. 


Slow  and  steady  wins  the  race.  For 
example,  take  a  close  look  at  the 
performance  of  our  Mutual  Shares 
Fund,  Although  the  recent  per- 
formance of  some  Mutual  Series 
funds  has  been  adversely  affect 
ed  by  swings  in  the  market,  they 
generally  have  performed  well 
over  the  long  term.  The  fund's 
Class  A  shares  received  a  4-Star 


Mutual  Serin'  ailtviit  approach  ha; 
provided  compelitive  performance. 


What's  the  secret  of  its  competi 
five  performancfi  through  market 
upswings  and  downturns? 
Consistently  following  our  time- 
tested,  value-driven  approach  to 
investing.  First,  our  analysts  dig 
deep  to  find  urvdervalued  securities 
others  hove  overlooked.  Next  they 
put  potential  investments  under 
intense  scrutiny  based  on  their  own 


Mutual  Shares  Fund  |  Morningstar  Ratings'  1/31/02' 


OVtKALl 
•  ••• 


THREE  YEAR 
•  ••• 


FIVE  YEAR 
•  ••• 


TEN  YEAR 

N/A 


m/t 


Overall  Morningstar  Rating  '  by  Morningstar,  Inc., 
against  a  universe  of  4,876  and  3,226  domestic 
equity  funds  for  the  3-  and  5-year  periods  respec- 
tively, ended  1/31/02.'  Of  course,  past  performance 
does  not  guarantee  future  results. 


fxtmory  research.  Finally,  they  starxj  ready  to  get  octivc- 
ly  involved  in  the  companies  in  which  they  invest  in 
To  gain  further  perspective,  moil  in  the  postage 
paid  card,  call  1-800-FRANKLIN  Ext   P560  or  visit 
our  website  at  franklintempleton.com 


FRANKLIN  TIM  IM.FTON 
INVfcSTMtNIS 


<  GAIN  FROM  OUR  PERSPECTIVE"  > 


F^rMri  \wxMtan  Oietttxiors,  lnc.<  One  FrarMri  Partoway,  Tjari  Mateo,  (J\  'W^P.  Can  for  a  free  pnnpadui  oonlaMng  mor«  complele  fund  informatkm,  inctudng  satoe 

charges,  expaiWM  and  rMv,  PiMM  read  it  car«ti%  Mon  you  Invett  or  MfNl  moiwy. 

iri/';'.'":  -  ^omoanir^  irr/o)/iyl  in  mergers,  reorganizafione  and  liquidations  involves  special  rtsks.  Foreign  investing  involves  special  risks  including  currertcy 


Fof 


'  ^^Ar^  I  t'^ifjv.  t(Ji\4J^  fii'1,,.L,  '„ 


■-"'"'  '"-^'/fftvM; *, '/  ^rfW  The ratinggafe silp:! toe*""""  " "  ■  '■"■""  ''"*'"■  v 
'';e  future  resutte,  i^/ningstar  ravigs  are  cstaiettf: 


jrikJin  Wut\Mi^l>v  '•'  .'■ 
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ALL  OF  THE  ACTION, 
NONE  OF  THE  SNOOZE 

baseball's  detractors  have 
long  groused  that  the  na- 
tional pastime  is  nothing 
more  than  15  minutes  of  ac- 
tion surrounded  by  two 
hours  of  players  standing 
around  scratching  and  spit- 
ting. Even  diehards  concede 
that  they  have  trouble  find- 
ing time  to  sit  through 
eeeternaaal  games. 

Now,  starting  on  Opening 
Day,  Apr.  1,  those  with  short 
attention  spans  can  sign  up 
to  see  the  games  in  20- 
minute  versions — ^just  the 
hits,  outs,  walks,  and  errors. 
Streaming-video  maker  Real- 
Networks is  teaming  up  with 
Major  League  Baseball  to  of- 
fer the  service  for  $4.95  a 


month  on  MLB.com.  The  con- 
densed digital  videos  will  be 
posted  online  90  minutes  af- 
ter each  game.  "It's  tough  to 
watch  more  than  20  minutes 
on  the  Internet,  and  that's 
the  right  amount  of  time  to 
get  everything  in,"  says 
Robert  Bowman,  CEO  of  MLB 
Advanced  Media,  the  league's 
interactive  media  company. 

With  a  target  audience  of 
time-pressed  or  geographical- 
ly displaced  fans — a  Milwau- 
keean  living  in  New  York 
who  can't  get  Brewers  games 
on  TV,  for  example — MLB  is 
betting  it  will  find  enough 
fans  to  keep  the  new  venture 
from  being  a  swing  and  a 
miss.  But  without  broadband, 
fuggedaboudit.  This  is  strictly 
for  those  with  high-speed  Net 
connections.      Darnell  Little 


AFTER  9/11 

MAYBE  THEY  CAN 
SNIFF  OUT  LIES,  TOO 

THE  PENTAGON  HAS  RELEASED 

its  annual  wish  list  for  fight- 
ing terrorism,  and  it  contains 
an  intriguing  item:  a  lie- 
detecting  dog. 

Sure,  it  sounds  farfetched. 
But  a  Pentagon  spokesman 
insists  that  "dogs  do  sense 
stress  in  human  beings" — the 
exact  function  of  a  tradition- 
al polygraph  test.  Another 
reason  the  Pentagon  just 
might  get  its  dog:  Since 
September  11,  the 
technology  industiy 
has  been  hugely 
responsive  to 
Pentagon 
needs.  An 
interim  re- 
quest right 
after  the  ter- 
rorist     attacks 

WANTED:  More  dogs 

Polls,  surveys,  and  other 
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yielded  12,500  suggestions 
and  proposals  on  everything 
from  bomb  disposal  to  com- 
puter facial  recognition 
(BW— Mar  4). 

Even  if  dogs  can  be 
trained  to  detect  lies,  they 
might  not  be  able  to  work 
well  in  settings  such  as  air- 
port check-ins.  "Dogs  are 
used  to  searching  and  moving 
around,"  says  Paul  Waggoner, 
who  heads  a  canine  research 
program  at  Auburn  Univer- 
sity. "They're  not  as  good  if 
you  sit  them  in  one  fixed  po- 
sition." One  bemused 
U.  S.  scientist  sug- 
gests that  the  Penta- 
gon just  "needs  to  go 
get  those  dogs  that 
performed  on  Lassie 
years  ago.  You  know: 
'What  is  it,  girl?  Tim- 
my's  fallen  into  the 
well?  And  this 
guy's  passport  is 
fraudulent?' 
Woof!'"  Paul 
Magmisson 


GENDER  WATCH 


DOES  GIVING  A  SPEECH  SPOOK  WOMEN  MORI 


SPIDERS.   HEIGHTS. 

Flying.  Hardly 
scary  at  all,  com- 
pared with  speak- 
ing in  pubhc — es- 
pecially if  you're  a 
woman.  A  new 
study  finds  96%  of 
execs  say  they 
experience  some 
anxiety  about  pub- 
lic speaking.  But  among 
women,  35%  report  a  "high 
level"  of  anxiety  when  giv- 
ing a  speech,  com- 
pared  with  11%  of 
men.  "It  may  be  that 
women  are  socialized 
not  to  think  of  them- 
selves as  assertive,  as 
public  speakers  need 
to  be,"  says  Sims 
Wyeth,  the  Montclair 
(N.J.)  consultant  who 
did  the  study. 

And  fear  of  public 
speaking  can  interfere 
with  advancement. 
"The  higher  up  you 
get,  the  more  you 
have  to  talk  and 
project  your  personal- 
ity and  shape  other 
people's  opinions,"  says 
Wyeth.  "When  women 
do  it,  they  may  be 
tentative — and  less 
likely  to  do  well." 

The  biggest  anxiety 
gap  is  found  in  those 
who  say  they  make 
only  occasional  speech- 
es: 42%  of  women  re- 
port a  "high"  level  of 
anxiety,  compared  with 


STUDY:  High  anxiety 


only  15%  of  me 
Still,  says  A 
fred  Herzinj 
president  of  th 
speech-coachin 
group  Toastmas 
ters  Internationa 
most  people  ha\ 
at  least  some  am 
iety  about  speal 
ing  in  publi 
adding:  "I  just  wonder  if  th 
guys  are  less  willing  to  ac 
mit  it."  —K.\ 


THE  BIG  PICTURE 


VACATION  NATION 

Some  77%  of  American  workers 
plan  to  take  a  vacation  thi.s  year, 
up  from  70%  last  year.  Here's  how 
they  plan  to  spend  their  time  off: 


TELEPHONE  INTERVIEWS  WITH  1,003  ADULTS, 
MORE  THAN  ONE  ANSWER  ALLOWED    .—^ 


items  for  this  section  should  be  sent  to  upfront^  businessweek.coir 
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You'll  be  surprised  by  what  a  Renaissance  hotel  is  and  isn't.  It  isn't  dull, 
predictable  or  typical.  It  is  expressive  design,  award-winning  restaurants  and 
savvy,  intuitive  service.  After  one  stay,  your  preconceptions  of  a  hotel  may 
never  be  the  same.  For  reservations  at  any  of  the  over  120  Renaissance  locations, 
call  your  travel  agent  or  1-800-HOTELS-l  or  visit  renaissancehotels.com 


RENAISSANXi;  HOTELS 

With  our  compliments,  a  $50  certificate.  Renaissance 

In  appreciation  of  our  guests,  present  your  ticket  from  any  of  our  airline  partners  listed  below  at  check-in  and  receive  participates  In  the 

a  $50  certificate  toward  your  next  two-night  stay  at  any  Renaissance  hotel. This  offer  is  good  through  June  30.*  Marriott  Rewards*  program. 


AmericanAirlines    A^Delta    «ir  U  N  I  T  E  D 


•Not  applicabte  for  groups  of  10  or  more,  one  certificate  issued  per  stay,  must  be  used  for  future  2-night  stay,  use  of  certificate  not  combinable  with  other  offers.  Airline  travel  must  take  place  witfiin  three 

days  prior  to  arrival.  American  Airlines*  is  a  registered  trademark  of  American  Airlines,  Inc. 
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TO  MOST  PEOPLE, 

ENRON  IS  A  SOAP  OPERA 

^ 

"The  betrayed  investor"  (Cover  Story, 
Feb.  25)  was  a  great  article.  But  I  won- 
der if  you  overstated  the  case.  The  mar- 
ket is,  after  all,  up.  Our  survey  data  at 
the  Yale  School  of  Management  show 
individual  investor  confidence  setting 
new  highs. 

Your  highlighted  survey  question — 
"Over  the  next  six  months,  do  you  think 
you  will  probably  invest  in  stocks  or 
stock  mutual  funds?" — reveals  that  far 
fewer  today  think  they  will  invest  more. 
But  your  results  show  that  the  change 
occurred  between  November,  2000,  and 
November,  2001,  before  Enron  Corp. 
was  an  issue.  Over  that  year,  consumer 
confidence  indexes  collapsed,  and  the 
stock  market  declined  substantially.  I 
am  inclined  to  think  now  that  most  peo- 
ple don't  see  any  connection  between 
their  investments  and  Enron.  To  them, 
Enron  is  a  soap  opera.  Only  profession- 
als make  the  connection  that  this  event 
could  harm  confidence  in  reported  earn- 
ings and  thus  reduce  investment  value. 

It  is  significant  that  the  people  you 
showed  in  your  vignettes  were  not  a 
cross-section  of  the  market.  James  J. 
Houlihan  Jr.  is  an  accoimtant.  Heather 
Barr  is  a  Manhattan  attorney.  Laurence 
Kramer  is  a  lawyer.  These  are  sophisti- 
cates, not  random  investors. 

Robert  J.  Shiller 

Cowles  Foundation 

Yale  University 

New  Haven 

Editor's  note:  The  ivriter  is  the  author  of 

the  book  Irrational  Exuberance. 

HOW  FAR  WILL 

THE  RECOVERY  GO? 

The  recession  we  have  been  through 
was  caused  primarily  by  a  dramatic 


BusiiiessWe- 


THE 

SURPRI! 


\Wak  rKession?  Yes.  - 
Strong  r*coTer>'' 
Quite  possible. 
Here  s  a  look  at  the  I 
ne»' forces  driving 
the  nunaroimd. 


plunge  in  corporate  spending.  There 
been  little  change  in  consumer  spenc 
That  dichotomy  creates  risks  to  the 
covery  ("The  surprise  economy,"  C 
Story,  Mar.  18).  Companies  have  po 
tially  crippling  amounts  of  debt, 
while     consumers    have    lost    1 
amounts  in  their  security  investmi 
they  have  not  had  to  deal  with  decli 
housing  values.  Many  may  find  they 
overleveraged    and    housing   will 
longer  bail  them 
out,  nor  will  a 
quick    recovery 
in    their    stock 
portfolios — leav- 
ing them  finan- 
cially squeezed. 
Alan  E. 

Rosenfield 

Scottsdale, 
Ariz. 

Who  loses,  and 
who  wins?  Is  the  relevance  of  a 
ery  the  higher  pay,  increased  stock  I 
tions,  and  greater  employee  investi 
People  who  have  a  job  will  be  the  ^| 
ners.  But  in  all  the  zeal  for  increj 
productivity,  how  many  of  them 
still  have  a  job? 

R.  Lyman 
Chippewa  Falls, 

"We  may  have  come  too  far,  too  f  j 
(Cover  Story,  Mar.  18)  valued  the  S| 
dard  &  Poor's  500-stock  index 
on  the  yield  on  the  10-year  U.  S. 
sury  bond.  The  yield  that  an  inve^ 
would  obtain  with  10-year  Treas 
bonds  does  not  include  the  deducj 
for  income  tax  that  would  be  paic 
the  dividends,  whereas  the  earnij 
per  share  of  the  companies  of  the 
500  were  earnings  after  income  tcl 
had  been  paid.  This  adjustment  in[ 
numbers   would   make   the   s&P 


PRESIDENT  &  PUBLISHER:  William  P    Kupper  Jr 


SR.  VP,  OPERATIONS:  Gary  B    Hopkins 

SR.  VP,  MARKETING  &  BUSINESS  DEVELOPMENT:  Keith  L    Fox 

VP,  ASSOC.  PUBLISHER,  U.S.  SALES  DIRECTOR:  Geoffrey  A.  Dodge 

VP,Vi/ORLDWIDE  CIRCULATION  DIRECTOR:  Thomas  Masterson 

VP,  CONTROLLER:  Kevin  P   Pascale 

VP,  TECHNOLOGY/NEW  MEDIA:  Chnstopher  C    Rousseau 

VPs.  SALES:  Mark  A.    Flinn   (Northeast   region  and   BWTV),    Karen 

Christiansen  (Southeast  reg).  Grant  A.  Getz  (Midwest  reg.),  Michael 

Dance  (Western  reg.) 


VP.  INTERNATIONAL  ADVERTISING  DIRECTOR:  Paul  Maraviglia  | 

VP,  MANAGING  DIRECTOR-ASIA:  Alan  Lammin 

VP,  ADVERTISING  BUSINESS  &  PRODUCTION:  Linda  F.  Carv| 

VP,  STRATEGIC  PLANNING:  Kimberly  Greer 

VP,  STRATEGIC  PROGRAMS:  Jim  Richardson 

VP,  SALES  DEVELOPMENT:  Kimberiy  L.  Styler 

VP,  MARKETING:  Patricia  Crocker  France 

VP,  CONSUMER  MARKETING:  Joyce  Swingle 


BusinessWeek 

A  Division  of  The  McGraw-Hill  Companies 


APRIL  8,  2002  (ISSN  0007-7135)  ***  3777 

Published  weekly,  except  for  one  wieek  in  January'  and  one  in  August  and  an  ad- 
ditional issue  thie  first  week  of  April,  by  TTie  McGraw-Hill  Companies,  Inc. 
Founder  James  H.  McGraw  (1860-1W8), 

E.xecutive,  Editorial  Circulation,  and  .Advertising  OflBces:  The  McGraw-Hill 
t^mpflnies  HuildinK,  1^1  Avenue  of  the  .-Vmericis.  ,\e\v  York.  X.Y'.  IIXQO.  Tele- 
phone: 212-512-2000.  Telex:  Domestic  127ai9;  IntL  2i60127«i9.  f.S,  subscrip- 
tion rate  S^.96  per  year,  2  years,  $79.95;  3  years.  S99.96.  Single  copies/back  is- 
sues. 49.95.  Call  l-a».298-9667  or  email;  busweek(?nrmsinccom.  Subscriber 
Services:  1-800635-1200.  TDD:  1-80(«&H579 

Poadufller  Send  address  changes  to  BusirwsxWeek,  P.O.  Box  53235.  Boulder. 
CO  80822-3235.  Periodkals  postage  paid  at  New  Y'orlt.  N.Y..  and  at  additional 
mailing  offices.  Postage  paid  at  Montreal.  P.Q.  Canada  Post 


International  Publications  Mail  Product  Saks  .Agreement  N'a  24G4M. 

Registered  for  CST  as  The  McGraw-Hill  Companies.  Inc.  GyP  «R12  | 
Copyright  2002  by  The  McGraw-Hill  Companies.  Inc.  All  rights  resen . 
registered  in  U A  Patent  OfBce.  European  Circulation  Center,  McGi  < 
House,  Maidenhead,  Berks.  England.  Telephone:  0162^23431; Telex:  .'■ 

Officers  of  The  McGraw-Hill  Companks.  Inc.  Harokl  W.  McGraw  nil 
man,  Pt«ident,  and  Chjrf  Executive  Officer,  Kenneth  M.  Vlttor.  Execut  I 
Presklent  and  General  Counsel;  Robert  J.  Bahash.  Executh-e  \"ioe  Pre«  I 
Chief  Financial  OCBcer;  Frank  D.  Penglase,  Sennr  Vice  Plesident,  T  | 
Opeiatioits. 

PHOTOCOPY  PERMISSION:  Where  necessary,  permission  is  gra  I 
the  cop\Tight  owTier  for  those  registered  with  the  Cop>T^t  ClearwKcl 
(CCC).'222  Rosewood  Drive,  Danvers.  MA  01923.  to  photocopy  an\l 
herein  for  the  fbt  fee  of  $iaO  per  copy  of  each  artide.  Send  payment  to  tJ  I 
Copying  for  ot>ier  than  persona]  or  internal  reference  use  without  expr  I 
missk>n  of  The  McGraw-Hill  Companies,  Inc.  is  prohibited.  Address  iwji  I 
customized  bulk  reprints  to  BtisiiiessWeek  Reprints,  1^1  Avenue  of  th<  j 
icas.  New  York.  NY  10020  or  call  212-512-3148.  ISSN  0007-7135/1.1 

PRINTED  IN  THE  I 


14  BusinessWeek  /  April  8,  2002 


"1  You  want  your  work  done  faster,  you  want  it  done  better.  Brown 
._^^  can  do  that.  UPS  OnLine'  WorldShip;  software  and  UPS  Internet 
mj^  shipping  at  ups.com"  stores  and  accesses  your  customers' 
V'^^  addresses,  verifies  their  ZIP  Code,  sends  an  email  to  let  them 
know  their  packages  are  coming,  even  prints  the  label  right 
from  your  PC.  You'll  never  have  to  track  another  package,  you'll  never 
have  to  write  another  label.  Life  is  sweet.  WHAT  CAN  BROWN  DO  FOR  YOU?' 


and  the  Mailroom  Guy 


ups.com 


Readers  Report 


i 


CORRECTIONS  &  CLARIFICATIONS 

The  table  accompanying  "How  to  pick  the 
right  college  plan"  (BusinessWeek  Investor, 
Mar.  11)  should  have  indicated  that  Col- 
orado offers  an  unlimited  state  tax  deduc- 
tion to  its  residents.  Also,  Connecticut  re- 
serves the  right  to  charge  0.02%  on  top 
of  the  0.79%  expense  ratio,  but  it  has  nev- 
er done  so. 


slightly  undervalued  instead  of  slightly 
overvalued. 

Da\id  J.  Knapp 
Montgomery,  Ala. 

WHAT  THE  SEMANTIC  WEB 
WON'T  DO 

In  "The  next  Web"  (Special  Report, 
Mar.  4)  there  were  many  illuminating 
details  about  the  Semantic  Web.  But  a 
few  mistakes  were  made.  The  worst  are 
in  the  subhead,  which  asserts  that  the 
World  Wide  Web  will  be  replaced  by 
the  Semantic  Web,  "which  will  under- 
stand human  language." 

This  subtitle  perpetrates  two  of  the 
main  misconceptions  about  the  Semantic 
Web.  It  will  not  replace  the  World  Wide 
Web!  The  World  Wide  Web  contains 
documents  intended  for  human  con- 
sumption, and  those  intended  for  ma- 
chine processing.  The  Semantic  Web 
will  enhance  the  latter.  The  Semantic 
Web  will  not  understand  human  lan- 
guage— a  mistake  that  is  repeated  in 
the  text!  The  Semantic  Web  is  about 
machine  languages:  well-defined,  mathe- 
matical, boring,  but  processable.  Data, 
not  poetry. 

Other  points:  Development  of  the  Se- 
mantic Web  is  not  being  funded  mainly 
by  the  World  Wide  Web  Consortium. 
It  is  mostly  funded  by  research  grants. 
Similarly,  XML  didn't  need  a  lot  of  push- 
ing from  me;  Tim  Bray,  Jon  Bosak,  Dan 
Connolly,  and  the  rest  of  the  W3C  XML 
Working  Group  put  a  lot  of  momentum 
into  it.  Robert  Cailhau  was  never  my 
boss,  and  I  didn't  play  Nana  the  dog 
in  Peter  Pan.  I  played  the  nanny,  a 
bawdy  old  woman  played  by  a  man,  a 
tradition  in  British  pantomime.  My  wife 
and  I  were  in  different  theater  groups: 
We  did  not  meet  at  the  Little  Theater 
of  Geneva. 

It  is  great  that  BusinessWeek  took 
on  documenting  the  Semantic  Web.  Ex- 
plaining a  new  paradigm  is  difficult. 

Tim  Bemers-Lee 
World  Wide  Web  Consortium 

Massachusetts  Institute  of  Technology' 
Cambridge,  Mass. 


Editor's  note:  A  q&a  ivith  Bemers-Lee 
appears  on  BusinessWeek  Online  at 
K/ww.businessweek.com/bemers.htm. 

A  CLOSER  LOOK 

AT  UNITED  WAY'S  NEW  VISION 

As  a  former  United  Way  staffer,  I 
had  a  mixed  reaction  to  "A  better  wa^' 
to  make  a  difference?"  (Social  Issues, 
Mar.  18)  On  the  one  hand,  the  vexing  is- 
sues confronting  our  communities  re- 
quire convening  and  facilitating  the 
work  of  community  organizations  in  col- 
laborative initiatives,  and  the  United 
Way  system  is  uniquely  positioned  to 
perform  this  \ital  role. 

On  the  other  hand,  this  is  a  federa- 
tion of  local  organizations,  not  a  single 
national  enterprise.  The  United  Way  of 
America  board  can  best  support  local 
community  efforts  by  serving  as  a  na- 
tional advocate  for  health  and  human 
service  needs,  not  by  tvying  to  become  a 
corporate-style  headquarters. 

Michael  Bisesi 
Seattle 
Editor's  note:  The  ivriter  is  director  of 
the  Center  for  Nonprofit  &  Social 
Enterprise  Management  at  Seattle 
University. 

As  a  United  Way  organization  that 
has  been  focused  on  outcome-based 
funding  and  community-building  since 
the  mid-1990s,  we  welcome  and  applaud 
Brian  Gallagher's  vision.  We  do  not  fol- 
low the  older  model  of  having  "member 
agencies"  that  receive  funding.  Our  com- 
munity investment  process  involves 
many  volunteers  from  the  community 
who  review  applications  based  upon  the 
outcomes  model.  In  addition,  we  focus 
heavily  on  community-building.  We  en- 
gage residents  and  other  stakeholders  in 
sustained,  collaborative,  strategic  efforts 
to  improve  conditions  in  our  area. 

Karen  Bilowith 

President 

United  Way  of  Schenectady  Covmty 

Schenectady,  N.Y. 

Unfortunately,  as  United  Way's  local 
chapters  have  growTi  bigger  and  more 
prosperous,  they  have  begun  to  consid- 
er themselves  the  gatekeepers  and  allo- 
cators of  people's  contributions.  Many 
effective,  responsible  charities  have  been 
locked  out  of  United  Way  but  have 
formed  their  own  member-oriented,  self- 
governing  federations. 

We  agree  that  donors,  large  and  small, 
individual  and  corporate,  should  have  a 
clearer  idea  of  where  their  money  is  go- 
ing and  how  it  is  being  used.  We  don't 
agree  that  politically  appointed  commit- 


tees should  make  those  choices  for 

Stuart  M.  Delu. 

Chairmi 

Another  Way  Texas  Shan 

Austin,  Te 

NOT  WANTED: 
MORE  STEREOTYPES 
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Kudos  for  Kimberly  Weisul's  "Pss  ) 
Help  wanted  in  the  stacks"  (Up  Fron   i 
Mar.  18).  She  has  it  right:  There's 
shortage  of  librarians  with  master's  d 
grees.  However,  we  actually  droppe 
the  course  in  "shushing"  and  dispense 
with  the  requirements  to  wear  a  bun 
the  early  1900s.  The  howls  again 
stereotyping    could    be    heard    fro,, 
Boston  to  Bimini.  jl, 

James  M.  Mataraz; 
Dean  and  Professi , 
Simmons  Colleg  | 
Graduate  School 
Librar}^  &  Information  Scienc 
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Books 


E  PARADOX  OF  AMERICAN  POWER 

ty  the  World's  Only  Superpower  Can't  Go  It  Alone 

Joseph  S.  Nye  Jr. 
iford  University  •  222pp  •  $26 


iMERICA  CANT  KEEP 
»UYING  LONE  RANGER 


[Wacarias  Moussaoui  is  the  flight- 

W    school   student  who  supposedly 

L-J  wasn't  interested  in  learning  to 

Ke  off  or  land  an  airjilane.  Such  details 

>uld  be  irrelevant,  authorities  allege, 

ly  if  a  student  were  planning  to  hi- 

k  a  plane  in  midair  and  crash  it  into  a 

;ilding.  Moussaoui's  prosecution  is  at 

e  heart  of  the  Bush  Administration's 

ti-terrorism  campaign.  Nevertheless, 

hen  the  feds  asked  France  for  help  in 

tting  information   on   Moussaoui,  a 

•ench  citizen,  the  (jav/UirniMH  balked. 

iirLs,  of  ajurse,  supfxjrts  punishment  for 

rjHe  responsible  for  September  11,  but  it 

fK;ses  the  death  f)enalty — which  Mous- 

oui  could  get  if  ajnvicted.  Thus,  foreign 

fiagreement  with  U.S.  ethical  judg- 

lents  could  undermine  the  law-enforce- 

ent  aspect  of  the  war  on  terrorism. 

The  U.S.-French  conflict  highlights 

e  tension  between  America's  "hard 

)wer"  and  "soft  power."  This  pits  its 

ilitary  and  economic  clout  against  the 

Itural  influences,  values,  and  institu- 

pns  that  make  others  want  to  side 

ith  America  (or  reject  us).   In  his 

oughtful  new  book,  The.  Paraxiox  of 

Woerican  Power,  Joseph  S.  Nye  Jr.  ar- 

les  that  unless  Washingt^jn  pays  more 

tention  to  soft  fxjwer,  its  hard  p<jwer 

ill  erode.  In  particular,  he  contends 

tat  an  arrogant,  unilateralist  approach 

pnploying  the  military  and  economics 

on't  work.  Instead,  the  U.S.  must 

iow  more  sensitivity  and  try  to  fashion 

;als  that  are  cfjnsistent  with  the  in- 

rests  of  others.  On  more  and  more 

sues,  from  financial  flows  and  drug 

afficking  to  climate  change  and  infec- 

ous  diseases,  the  Lone  Ranger  line  of 

utack  simply  will  not  work. 

Nye  has  an  impressive  track  record. 

urrently  the  dean  at  Harvard  Univer- 

ty's  Kennedy  School  of  Government, 

B  was,  during  the  Clinton  Administra- 

on,  chairman  of  the  National  Intelli- 

ence  Council  and  an  Assistant  Defense 


Secretary.  He  alsrj  has  a  reputation  as  a 
prognosticator.  In  1989,  he  wrote  a  con- 
trarian but  f>rescient  Yxyok  called  Bourui 
to  Lead,  which  explained  why  the  then- 
ailing  U.S.  would  ultimately  succeed 
against  Japan,  which  looked  like  an  in- 
vincible industrial  giant.  This  time, 
though,  Nye's  crystal  ball  portends  ill 
for  the  U.  S. 

The  Paradox  of  American  Pf/wer  is 
in  some  ways  a  blueprint  for  the  next 
Democratic  Presidential  candidate.  A 
Democratic  contender  could  pick  up 
Nye's  gripe  that  the  Bush 
Administration  is  too  uni- 
lateralist, as  it  rejects  one 
international  treaty  after  f 
another,  withdraws  from  the 
bilateral  lf^2  Anti-Ballistic 
Missile  Treaty,  and  forges 
ahead  with  controversial 
plans  to  oust  Iraqi  strong- 
man SarJdam  Hussein.  Yet 
the  Administration  also  as- 
sembled a  broad  ajalition  for 
the  war  on  terror,  consulted 
with  European  allies  on  mis- 
sile defense,  and  discussed 
Iraq  with  Arab  nations. 
Richard  N.  Haass,  the  director  of  the 
State  Dept.'s  fxjlicy-planning  shop,  calls 
the  Administration's  approach  "a  la 
carte  multilateralism." 

What  Nye  argues  for  might  be  called 
a  la  carte  unilateralism.  When  national 
survival  is  at  stake — as  it  was,  for  ex- 
ample, in  the  1962  Cuban  missile  cri- 
sis— there  may  be  no  other  alternative 
than  to  go  it  alone,  and  boldly.  And  Nye 
agrees  with  the  Bush  Administration 
that  the  U.  S.  should  not  join  the  global 
land-mine  ban  because  such  weapons 
deter  North  Korea  from  invading  Srjuth 
Korea.  (The  CVmUm  Administration  re- 
fused to  sign  the  pact,  also.)  Nor  should 
the  U.  S.  agree  to  water  down  its  regu- 
lation of  financial  markets,  rules  that 
have  raised  global  standards.  'The  key 


is  whether  the  unilateral  action  was  de- 
signed t()  promoUi  a  global  public  gfxxj," 
Nye  says. 

Nye  takes  issue  with  the  Bush  team 
in  two  ways.  First,  he  thinks  a  multi- 
lateralist  approach  is  a  positive  one, 
rather  than  a  necessary  concession  to 
such  realities  as  transnational  terror- 
ism and  international  crime  syndicates. 
He  also  differs  over  how  to  handle  uni- 
lateral moves.  Like  the  Bush  Adminis- 
tration, Nye  has  reservations  about  the 
Kyotfj  gloP>al-warming  treaty.  Bush  dis- 
missed it  early  in  his  term,  saying  it 
would  hurt  the  U.  S.  economy.  Nye 
thinks  that  developed  nations  cannot 
meet  the  treaty's  emissions  limits  with- 
out ruining  their  economies  and  that 
developing  countries  should  be  required 
to  meet  those  restrictions,  too.  Some 
environmentalists  privaU'Ay  agree  that 
the  accrjrd  will  nf^ver  be  enforced.  What 
would  Nye  have  done?  Say  that  the 
U.S.  will  work  on  a  plan  to  cut  emis- 
sions and  vow  to  negotiate  a  better 
treaty.  Such  "unilateralism 
arguably  would  have  ad- 
vanced multilateral  inter- 
ests," he  says. 

Today,  Nye  says,  power 
is  like  a  three-dimensional 
chess  game.  At  the  first 
level,  the  U.S.  military  is 
without  f>eer.  But  in  other 
arenas,  the  U.S.  may  not 
get  its  way  so  easily.  The 
second  level — economics — 
is  multipolar,  with  Europe, 
Japan,  and  eventually  Chi- 
na creating  other  power 
centers.  At  the  third  level — 
transnational  relations  that  are  beyond 
government  control — actors  from  ter- 
rorists to  bankers  to  hackers  make  sure 
that  fxjwer  is  widely  disfxirsed.  While 
Nye  dfjesn't  believe  that  the  U.S.  will 
rot  from  within,  as  the  Roman  Empire 
did,  he  fears  these  outside  forces  are  a 
potential  threat  to  America's  global 
hegemony  if  Uncle  Sam  misstefjs.  TTiat's 
why  Nye  concludes  that,  even  if  the 
U.S.  remains  dominant  in  the  military 
sphere,  "in  this  global  information  age, 
No.  1  ain't  gonna  be  what  it  used  to 
be."  It  is  an  observation  that  both  De- 
mrx^rats  and  Republicans  would  do  well 
U)  heed. 

BY  STAN  CROCK 
Crock  crrt)ers  vutional  security  from 
WaHhlvygt/m. 
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RELIES  ON  MILITARY  MIGHT  IS  BOUND  TO  FAIL 


.u-iet^t\^/- 


BusinessWeek  /  April  8,  ?00?  17 


Books 


r 


BOOK  BRIEFS 

GEORGE  SOROS  ON  GLOBALIZATION 

By  George  Soros 

Public  Affairs.  191pp.  $20 

SOROS'  MOMENT 

Long  hailed  as  an  investor  and  a  phi- 
lanthropist, George  Soros  has  strug- 
gled to  gain  respect  as  an  author,  too. 
Reviews  of  his  last  three  books  gener- 
ally panned  his  meditations  on  philoso- 
phy. And  financial  policymakers  have 
scoffed  at  his  proposals  to  fix  the  glob- 
al capitalist  system,  which  in  1998  he 
said  might  be  headed  for  a  breakdovm. 
Either  Soros  has  moved  toward  the 
mainstream,  or  the  mainstream  has 
moved  toward  Soros.  Little  in  his  latest 
book,  George  Soros  on  Globalization,  is 
startling.  One  reason  may  be  that  Soros 
vetted  this  compact  book  vdth  a  veri- 
table who's  who  of  international  econo- 
mists, from  Nobel  laureates  Joseph  E. 
Stiglitz  and  Amartya  Sen  to  former 
Federal  Reserve  chief  Paul  Volcker.  But 
times  have  changed  as  well.  The  "mar- 
ket fundamentalists"  he  rails  against — 
those  who  say  laissez-faire  capitalism 
is  the  best  way  to  solve  the  world's 


problems — have  lost  influence  since  the 
mid-1990s  because  of  emerging-market 
crises  and  the  anti-global^ation  back- 
lash. And  Soros'  belief  that  the  Inter- 
national Monetary  Fund  and  World 
Trade  Organization  exist  to  advance 
rich  countries'  interests  has  become 
popular  enough  that  these  bodies  have 
begun  to  reform. 

Consequently,  the  book  is 
useful  as  an  eloquent  summary 
of  the  chief  criticisms  leveled 
against  global  institutions — 
even  if  you  disagree  with 
Soros'  proposals  for  reform. 
His  basic  assertion  is  that 
Western  governments  have 
put  far  too  much  emphasis  on 
pushing  the  rapid  liberalization 
of  trade  and  capital  markets.  The  prob- 
lem is  that,  while  markets  are  good  at 
creating  wealth,  they  make  no  distinc- 
tion between  right  and  wrong  and  do 
poorly  at  providing  for  "public  goods," 
such  as  health  care,  education,  and  job- 
less benefits.  While  rich  nations  sup- 
ply social  safety  nets  for  workers  vic- 
timized by  freewheeling  competition, 
poor  nations  lack  such  mechanisms. 
What's  more,  he  argues,  the  volatile 
international  financial  system  is  inher- 
ently biased  against  emerging  markets. 


Unlike  rich  countries,  which  have  t| 
financial  clout  to  cope  with  turbuler 
using  deft  monetary  policy,  poorer 
tions  are  whipsawed.  The  instabili| 
makes  it  harder  to  maintain  gro\ 
and  this,  in  turn,  poses  political  risll 
Investors'  fears  of  emerging-marki 
crashes,  meanwhile,  often  means  thl 
many  poor  nations  are  cut  (I 
from  capital  markets.  Sorl 
calls  this  crunch  the  "next  cf 
sis"  for  the  global  system. 

What  to  do?  Soros'  agend| 
Curb  the  instability  of  glol: 
financial  markets.  Make  the  III 
and  WTO  more  responsive 
developing  nations'  interest| 
Create  a  new  system  wheret 
Western  aid  for  developmeil 
projects  is  screened  by  an  independeJ 
panel  of  experts.  This,  along  with  marl 
other  proposals,  is  too  complicated  | 
explain  in  a  short  space. 

These  ideas  are  today  being  diJ 
cussed  at  big  global  forums — a  sig| 
that,  since  September  11  and  the  fina 
cial  collapse  of  Argentina,  policymalj 
ers  are  increasingly  open  to  fresh  thir 
ing.  But  Soros  knows  that  situatic 
may  not  last.  "I  am  determined,"  I| 
writes  "not  to  let  the  moment  pass." 

BY  PETE  ENGARDII 


ALL-AMERICAN  ADS  OF  THE  '40s 
ALL-AMERICAN  ADS  OF  THE  '50s 

By  Jim  Heimann 

Taschen  •  764pp  and  928pp  •  $40  each 

POTENT  PITCHES 

It  was  an  era  when  men  wore  suits  on 
picnics,  Country  Club  Malt  Liquor 
could  still  be  portrayed  as  a  staple  of 
the  golfing  set,  and  smiling  twa  stew- 
ardesses delivered 
mouthwatering  in-flight 
meals.  In  reproducing  ,„...„„. 
such  scenes  for  us,  the  |jP*  '^ 
first  two  collections  of 
All-American  Ads  from 
art-and-erotica  publisher 
Taschen,  covering  the 
1940s  and  '50s,  provide 
a  remarkable  window 
into  the  lives  and  aspi- 
rations of  Americans  a  half-cen 
ago,  as  reflected,  pandered  to,  and 
often  created  by  Madison  Avenue. 
These  are  utter  grab-bag  collec- 
tions. Outstanding  ads  with  lush  Si 
graphics  and  clever  copy  appear  H 
next  to  ads  that  are  flawed  ethically, 
strategically,  or  styhstically.  ("More  doc- 
tors smoke  Camels  than  any  other  cig- 
arette!" says  a  notorious  one.)  The 


sparse  comments  of  the  editor,  graphic 
designer  Jim  Heimann,  reduce  those 
decades  to  their  basest  stereotypes — to 
the  point  of  illustrating  the  cover  of  the 
1950s  volume  with  the  smuggest  male 
face  to  be  found  in  the  book's  928  pages 
(from  an  Arrow  Shirts  ad).  In  a  claim  as 
shallow  as  any  to  be  found  amid  the 
actual  ads,  the  books  are  said  to  have 
been  "produced  in  record  speed."  Alas, 
the  haste  sometimes  shows. 

But  if  you  can  surpass  the  editor  in 
eliminating  modem-day  prejudices, 
you'll  find  the  ads  offer  a  panoramic 
view  of  American  culture.  After 
vievidng  ads  highlighting  the  stress- 
es, privations,  and  jingoism  of  World 
War  II,  it  is  actually  easier  to  be 
:^  sympathetic  to  the  pitches 
that  launched  America  on 
its  postwar  consumption 
■^  binge.  Images  of  young 
>  company  men  ingratiating 
■^  themselves  with  bosses 
don't  seem  quite  so  pa- 
thetic. Nor  does  it  seem 
so  ludicrous  for  a  return- 
ing veteran  to  be  shown 
proudly  swapping  his 
Army  uniform  for  a  Texaco  service-sta- 
tion get-up.  And  it  can  be  exhilarating  to 
witness  the  cornucopia  of  new  products, 
particularly  autos  in  all  their  postwar 


sculptural  extravagance,  shown  master 
American  landscapes. 

The  books  also  provide  perspective  oi 
marketing  today.  As  quaint  and  soma^ 
times  viTongheaded  as  they  may  seeij 
now,  ads  extolling  the  virtues  of  lon^ 
playing  records,  automatic  transmission! 
blast-resistant  concrete  homes  ("House 
for  the  Atomic  Age!"),  and  Univac  cor 
puters  heralded  genuine  technologictl 
progress.  By  contrast,  it  is  remarkablj 
how  difficult  it  already  was  by  the  '50s  tl 
say  anything  meaningful  about  sucl 
products  as  beer  and  food.  Your  choice  il 
beer?  You  can  drink  National  Bohemial 
beer  because  it's  "wet,  cold  and  delil 
cious"  or  Goebel  because  it's  "MeUo-ized.l 
In  belaboring  the  obvious,  copywriter! 
seem  like  unprepared  students  fakinl 
their  way  through  an  exam.  It  is  no! 
surprising  that  such  nominally  product-fcl 
cused  ads  gave  way  to  approaches  fol 
cused  on  lifestyle  and  social  aspirations! 
and  most  recently  on  sheer  entertain! 
ment  value.  If  the  alternative  is  preposl 
terous  claims  about  "beer  at  its  best — ^iil 
cans!"  (Schaefer)  or  cigarettes  "you  call 
Ught  [at]  either  end!"  (Pall  Mall),  I'll  tak. 
today's  dancing  monkeys  and  talkinjl 
lizards.  Whether  those  make  you  ami 
more  inclined  to  buy  the  product  is  fo:[ 
another  book  to  consider. 

BY  GERRY  KHERMGUChl 
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Satellite  and 
Web-streamed 
broadcasts 
could  bring 
joy  to 

radio-weary 
music  lovers 
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WHOM?  Learn  more 
about  the  fight  over 
digital  royalties  at 
Technology  &  You  at 
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technology/ 


I  love  music,  but  I  can  barely  listen  to  the 
radio  an\TTiore.  No  matter  where  I  am  in 
the  U.S.,  I  have  nothing  but  bad  choices. 
There  are  the  Clear  Channeled,  Infinitied  com- 
mercial-music stations  with  playlists  so  short 
they  barely  seem  to  last  one  40-minute  hour, 
not  counting  ads.  There  are  the  commercial  talk 
shows,  where  no  one  lets  their  ignorance  get  in 
the  way  of  their  prejudices.  And  at  National 
PubUc  Radio  affiliates,  music  is  disappearing  in 
favor  of  sincere,  predictable  talk  shows  that  all 
sound  the  same. 

I  have  Uttle  hope  radio  will  improve.  In 
fact,  rules  allowing  companies  to  o\\-n 
more  stations  will  likely  mean 
yet  greater  homogenization 
of    programming.    But 
technology  is  creating 
opportimities  for  ra- 
dio-like broadcasts 
with  enough  chan- 
nels  to   suit   any 
taste. 

The  most  prom- 
ising offering  for 
the  near-term  is 
satellite     broad- 
casting. XM  Satel- 
lite Radio  (www. 
xmradio.com)  offers 
nationwide   program- 
ming of  100  channels, 
many    commercial- 
free,  for  $10  a  month. 
Sirius   Satellite   Radio 
(www.siriusradio.com)  offers 
a  similar,  $12  monthly  service, 
currently  available  only  in  Den- 
ver, Houston,  Phoenix,  and  Jack- 
son, Miss.  (Satellite  needs  ground- 
based  repeater  stations  to  ensure     wm^mr 
reception  in  urban  areas.)  wW8m. 

Both  services  are  designed  pri-  '"r  -^ 
marily  for  listening  in  the  car.  General  Motors  of- 
fers built-in  XM  receivers  in  several  Cadillac 
models  and  will  make  them  an  option  in  23  ad- 
ditional 2003  models,  while  Ford  Motor  has  a 
deal  with  Sirius  to  offer  its  receivers.  You  also 
can  buy  aftermarket  receivers — around  $300  plus 
installation — that  work  through  an  existing  car 
stereo.  Sony  has  a  convertible  model  that  can  be 
taken  out  of  your  car  and  used  with  a  home  au- 
dio system.  More  home  systems  are  likely,  along 
with  a  plan  that  would  let  you  add  receivers 


without  paying  full  price  for  extra  accounti 
I  spent  a  week  testing  XM  in  a  Cadillac  be 
row^ed  fix)m  gm,  and  I  found  the  senice  a  deUglj 
The  sound  quality  was  far  better  than  FM  stere 
and  I  had  a  very  good  signal  everywhere  exce  I 
a  couple  of  isolated  spots  in  Washington's  Ro<| 
Creek  Park,  an  area  that  has  notoriously  po.l 
wireless  coverage.  The  main  challenge  w^as  choci 
ing  from  among  so  many  appealing  channel] 
The  Top  Tracks  classic  rock  channel  and  Vol 
opera  and  classical  vocal  channel  seemed  pr| 
grammed  just  for  my  eclectic  tastes. 

The  big  question  about  satellite  services 
whether  they  can  make  enough  money  to  sul 
\ive.  XM  got  off  to  a  fast  start,  signing  up  30,0(j 
customers  in  two  months.  Executives  say  til 
company  should  have  350,000  by  yearend.  It  r\ 
mains  to  be  seen  whether  a  $10  to  $12  month') 
fee  can  support  two  companies  in  the  field. 

Webcasting,  the  other  major  alternative  t 
conventional  broadcasting,  has  a  more  imcertai 
future.  The  main  way  to  hear  music  streame 
over  the  Internet  now*  is  on  a  computer.  Compai 
Hewiett-Packard,  Kenwood,  and  SonicBlue  o, 
fer  Webcast  receivers  that  connect  to  horn 
stereo  systems. 

The  economics  of  Webcastin 
,  are  dicey  to  begin  with:  No  or 
has  succeeded  at  charging  fe 
the  service,  and  now  the  Ne 
broadcasters  are  locked  in 
dispute  with  the  recordin 
industry  over  royalties 
Over-the-air.-broadcaster 
f^ay  royaltie 
fr  to  composer, 
and  perform 
ers  but  ar 
exempt  fror 
the  "sound  recording 
royalties  due  recon 
companies.  But  the  U.S 
Copyright  Office  at  th 
Library  of  Congress  ha 
ruled 'that  a  1998  lav- 
requires  Webcasters  t 
pay  recording  royaltie 
retroactiv'e  to  their  incep 
tion.  An  arbitration  pane 
has  set  the  rate  at  0.14G  pe; 
song  (0.070  for  Webcasts  tha 
duplicate  on-air  program 
ming),  plus  a  surcharge  of  99 
making  temporary  digit? 
of  the  music.  That  doesn' 
sovmd  like  much,  but  AOL  Time  Warner  says  i 
plays  160  million  songs,  or  $244,000  worth, 
month.  A  separate  arbitration  covering  sate 
lite  radio  is  just  starting. 

The  U.S.  Constitution  gives  Congress  th<r 
powder  to  grant  copyrights  "to  promote  th< 
progress  of  science  and  useful  arts."  The  fi-amenj 
never  imagined  Webcasting  or  satellite  radio! 
but  I  doubt  they  would  be  happy  with  a  situatioij 
that  protects  established  interests  at  the  ex[ 
pense  of  innovation. 
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_  Mike  Aguilai,  President  and  COO,  Panasonic  Company  National 


What  challenges  were  facing  Panasonic?  Weil,  digital  products  like  DVD 

players  and  HDT\'s  a-e  quiCkly  replacing  analog  equipment,  and  it  seems 

like  every  day  new  pioducts  with  new  features  are  bemg  introduced. 

Ovi'  'etailers  gave  us  a  wake-up  call  They  didn't  want  to  be  stuck  with 

yesterday's  products  in  inventory  when  their  competition  is  selling 

today's,  or  even  tomorrow's  They  needed  our  assistance  to  reduce 

their  inventories:  OLir  own  inventory,  and  everyone's  lead  time. 


Panasonic 


Panasonic  qets  the  biq  picture  p°'"'-°'-^^'^  information,  even  fo,w 

^  ^    I  retailers'  ad  planninq  schedules  and  ii 


How  do  you  do  all  that?  First  you  need  total  and  real-time 

visibility  acioss  ttie  value  chain  -  to  know  exact'y  what's 

happening  when  it's  happening, 

fiom  logistics  to  production,  on 

dealer    shelves   and    suppliers'    shelves,    acioss    Noith 
America  and  Japan    But  moie  than  |ust  having  it,  that 
infoimation  must  work  dynamically  within  a  planning  and 
execution  process.  We  achieve  all  that  with  i2's  Supply 
Cham    Management    solution.    It    gives    us    real-time, 
^     '^  n    r^  Cfl  \f(^    point-of-sale   iriformation,    even   forward   visibility   into 
^    <  retailers'  ad  planning  schedules  and  in-store  promotion 

plans.  Real  collaboration  is  so  much  easier  when 
everyone  m  the  value  chain  has  a  true  picture  of 
customer  demand  and  ways  to  quickly  act  on  it. 

What    returns    have    you    experienced    with    i2? 

Increased  visibility  and  the  ability  to  act  on  it  dclivoi 

tremendous,  measurable  returns  in  value.  Over  the  next 

12  to  18  months,  dynamic  value  chain  management  will 

help  us  plan  future  production  to  hit  true  demand.  We've 

increased  on-time  delivery  to  84%  for  major  customers  and 

lead  our  industry  with  a  90%  in-stock  rate.  Customers  have 

noticed,  awarding  us  higher  satisfaction  ratings  than  ever'. 

That  means  more  sales  from  current  customers  and  higher 

loyalty.  We're  not  |ust  suppliers  and  they're  not  just  customers 

anymore.  We're  partners. 

lnc£^sed  visibility  and  the  ability  to  act  on  it  deliver 
I         tremendous,  measurable  returns  in  value." 

^  Why  did  you  select  i2?  Other  supply  chain  solutions  consist  of 

^^'     isolated  products  that  don't  communicate  with  other  modules  in  the 
'ystem.  We  didn't  want  to  get  into  the  old-style  legacy  systems  where  we 
had  to  patch  everything  together  and  hope  that  it  all  worked.  i2  was  offering 
I  unified  solution  in  which  all  the  separate  modules  talk  together.  That's  the 
■ray  to  truly  manage  the  entire  chain. 


i2  is  tt^H^ue  company,  already  S29.9  billion  toward  its  goal  of  delivering  S75  billion 
in  audite^Hue  to  its  customers  by  2005.  For  more  information  on  i2  solutions  for 
^^lynamic  value  chain,  visit  www.i2.com  or  call  1-866-288-4896. 


2002  i2  Technologies,  Inc. 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


MUST-SEE  TV 

ON  THE  ROAD  TO  GLOBAUSM 


COl 


IDEA  WAR: 

An  insightful 
and 

illuminating 
PBS  series 
airing  in 
April  shows 
how  the 
global 
economy 
evolved-and 
what  needs 
to  be  done  to 
make  it  work 


Jeffrey  E.  Garten  is  dean  of 
the  Yale  School  of 
Management.  A  former 
investment  banker,  Garten  is 
the  author  of  The  Mind  of 
the  C.E.O. 
(jeffrey.garten@yale.edu). 


Television  is  not  usually  a  good  medium 
for  economics.  But  there's  an  unusually 
powerful  program  on  the  global  economy 
airing  on  Apr.  3,  10,  and  17:  the  Public  Broad- 
casting System's  three-part  series,  The  Com- 
manding Heights:  The  Battle  for  the  World 
Economy,  drawn  from  the  1998  book  by  Daniel 
Yergin  and  Joseph  Stanislaw. 

The  program  provides  a  spellbinding  history  of 
the  world  economy  over  the  past  90  years  and 
maps  out  the  tortuous  path  it  has  foUowed  to- 
ward democracy  and  freer  markets.  It  ends  with 
a  note  of  optimism  about  future  global  prospects 
that  may  be  too  sanguine  given  today's  news. 
Nevertheless,  it  should  be  required  viewing  for 
audiences  around  the  world,  for  there  could  be  no 
better  launching  pad  for  a  meaningful  debate 
about  globalization  and  its  future.  (The  three 
two-hour  broadcasts  will  be  accessible  at 
www.pbs.org/commandingheights.) 

The  three  episodes  bring  to  life  and  tie  to- 
gether epic  events  such  as  the  Bolshevik  Revo- 
lution, the  Great  Depression,  the  Cold  War,  the 
fall  of  the  Berlin  Wall,  the  1999  riots  in  Seattle, 
and  the  September  11  terrorist  attacks.  Included 
are  dozens  of  insightful  interviews  with  officials, 
economists,  business  leaders,  and  political  ac- 
tivists, including  John  Maynard  Keynes,  Milton 
Friedman,  Mikhail  Gorbachev,  Bill  Clinton, 
Robert  Rubin,  and  Dick  Cheney. 

For  me,  the  program  conveys  two  central 
messages.  The  first  is  that  globalization  has  been, 
to  a  large  extent,  about  the  spread  of  political 
and  economic  ideas  across  borders.  The  after- 
math of  World  War  I,  together  with  the  Great 
Depression  of  the  1930s,  led  to  several  decades  of 
increasing  government  intervention  in  economic 
affairs  around  the  world,  including  in  the  U.  S., 
Europe,  the  former  Soviet  Union,  and  most  of 
the  developing  world.  Then,  in  the  1970s,  when  it 
started  to  become  clear  that  big  government 
wasn't  working,  an  equally  powerful  global 
countermovement  began  to  lower  trade  barri- 
ers, drop  controls  on  capital  flows,  deregulate 
industry,  and  privatize  state-owned  companies. 

The  second  message  is  that  in  2002,  the  idea 
of  globalization  is  at  a  crossroads.  The  program 
poses  perhaps  the  most  important  question  of  our 
time:  Will  market  links  between  national 
economies  keep  growing,  or  will  a  radical  shift  in 
the  poUtical  environment — resulting  from  ter- 
rorism, growing  poverty,  and  the  antiglobalization 
protest  movement — take  the  world  in  a  different 
direction? 

The  Commanding  Heights  answers  that  ques- 


tion cautiously  but  optimistically.  All  is  not  we 
the  show  concedes,  but  with  better  rules  an 
institutions  for  international  commerce,  the  wor 
can  deal  with  such  widespread  problems  as  1 
nancial  instability,  environmental  degradatio 
and  inhuman  working  conditions — ^the  roots  of  s| 
much  of  the  political  frustration  that  now  fui 
the  antiglobahsm  forces.  I  asked  Yergin,  t 
book's  co-author  and  one  of  the  show's  mail 
commentators,  for  his  personal  conclusion.  (Ye 
gin  won  a  Pulitzer  for  a  previous  book,  T/i] 
Prize:  The  Epic  Quest  for  Oil,  Money,  and  Pi 
er.)  "In  the  end,"  Yergin  says,  "the  best  hope  f( 
economic  growth  everywhere  depends  on  tra 
expansion  and  an  open  world  economy.  With  a  I 
of  effort,  we  should  be  able  to  maintain  t 
course  we've  been  on.  History  shows  there  ar 
no  good  alternatives." 

I  hope  his  views  aren't  the  triumph  of  hop 
over  reality.  Despite  its  positive  message,  th 
program  also  vividly  shows  the  pressures  built 
ing  in  the  world  economy.  After  watching  it, 
concluded  that  much  more  than  increment; 
change  is  needed  to  keep  globalization  on  tracl 
I  began  to  think  we  are  not  so  far  away  from 
state  of  global  anarchy.  After  all,  were  The  d 
mending  Heights  to  be  followed  by  a  fourth  sei 
ment  encompassing  the  next  decade,  it  mig] 
well  document  how  the  spread  of  Islamic  rage  i 
the  Middle  East  and  the  Persian  Gulf  transla 
into  a  war  between  moderates  and  fundamen 
ists  that  paralyzes  the  oil  markets.  It  mig 
show  social  upheavals  in  the  dozens  of  ne^ 
megacities — Bombay,  Jakarta,  Cairo,  Sao  Paul 
whose  basic  infrastructures  for  housing,  healtlj 
transportation,  and  law  enforcement  are  ne: 
the  breaking  point.  Future  viewers  would  not  b 
surprised  to  see  a  highly  disillusioned  Lati 
America,  led  by  Argentina,  Venezuela,  and  Pen 
turning  once  again  to  socialism  and  protectionisr 
in  a  futile  attempt  to  cure  its  ills.  Or  what  abou 
an  economic  implosion  in  Japan,  started  by 
stampede  of  Japanese  investors  into  dollars  an 
euros?  Or  a  violent  strain  of  anti- Americanism  i 
reaction  to  Uncle  Sam's  military  and  CIA  activit 
in  dozens  of  countries,  justified  in  Washington  b 
an  open-ended  war  against  terrorism? 

There  are  more  comforting  scenarios,  of  course 
But  one  way  or  another,  the  power  of  this  PB 
production  wiU  compel  you  to  formulate  a  view, 
myself  keep  remembering  the  words  of  economic 
Friedrich  Von  Hayek,  who  in  the  first  segment  c 
the  program  looks  back  at  the  era  of  globalizatio 
that  ended  in  1914.  He  said:  "We  didn't  realiz 
how  fragile  our  civilization  was."  I 
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It's  tough  to  see  things  clearly  these  days.  But  no  matter  how  murky  the 
situation  in  the  world,  no  matter  how  blurry  the  economic  outlook,  the  Janus 
vision  does  not  waver.  Concentrating  on  the  stock-picking  approach  that  has 
been  proven  long  term.  Going  beyond  the  numbers.  Staying  close  to  the 
companies  behind  the  stocks.  Getting  a  sharp,  realistic  view  of  their  business. 
Their  prospects.  And  how  they  fit  in  to  the  big  picture.  Janus  has  taken  a  hard 
look  at  the  lessons  of  the  past.  Now  Janus  is  looking  ahead.  For  companies  that 
show  signs  they  can  perform  in  this  economy.  And  into  the  next. 


JANUS 


Get  there. 


Mutual  Funds  |  401  (k)  and  Retirement  Plans  |  Sub-Advised  |  Fee-Based  Fund  Programs  |  Institutional  Account  Management 


Please  visit  us  at  w-ww.janus.com  for  current  performance  and  a  prospectus  containing  more  complete  information,  including  charges  and  expenses.  Please  read 
the  prospectus  carefully  before  you  invest  or  send  money.  Past  performance  is  no  guarantee  of  future  results.  There  is  no  assurance  that  the  investment  process 
will  consistently  lead  to  .<iuccessful  investing.  Funds  distributed  by  [anus  Distributors,  Inc.  Janus  International  Holding  Company  Copyright  2000-2002. 
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Economic  Trends 


EDITED  BY  MICHAEL  J.  MANDEL 

CREEPING  IVY, 
SOARING  TUITION 

Inflation  is  the  big  mo  on  campus 

Low  inflation  pervades  the  economy — 
but  not  the  bursar's  office.  After 
several  years  of  relatively  tame  in- 
creases, college  tuition  is  soaring  again, 
according  to  the  latest  numbers  from 
the  Bureau  of  Labor  Statistics.  The  tu- 
ition component  of  the  consumer  price 
index  jumped  6.4%  over  the  12  months 

A  NEW  SURGE  IN 
EDUCATION  INFLATION 
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ending  with  February,  2002.  That's  up 
from  6.1%  in  the  year  ending  December, 
2001,  and  far  bigger  than  the  4.5%  in- 
crease in  2000  (chart). 

What's  behind  the  jump  is  a  mix  of 
factors  including  state  budget  cuts, 
shrinking  endowments,  and  rising  facul- 
ty salaries.  The  state  cutbacks  have  the 
biggest  impact  on  America's  tuition  biU, 
since  about  80%  of  all  undergraduates 
attend  state  universities  and  colleges. 
Many  state  budgets  swung  from  sur- 
plus to  deficit  in  2001.  The  result  was  as 
much  as  a  10%  decline  in  some  states' 
higher-education  budgets,  according  to 
Michael  S.  McPherson,  president  of 
Macalester  College  in  St.  Paul,  Minn., 
who  has  written  extensively  about  the 
economics  of  higher  education. 

Private  schools  were  also  affect- 
ed by  the  downturn  as  their  endow- 
ments shrank.  A  large  part  of  the  de- 
cline was  due  to  the  dismal  stock  mar- 
ket performance  of  2000  and  2001,  but 
charitable  giving  also  slowed  during 
the  recession. 

Surprisingly,  as  state  fimding  and  en- 
dowments shriveled,  teacher's  salaries 
continued  to  climb.  In  the  2001-02  aca- 
demic year,  faculty  salaries  at  colleges 
and  universities  rose  3.8%,  according 
to  the  latest  survey  by  the  American 
Association  of  University  Professors. 


After  inflation,  that's  a  2.2%  increase. 

The  reason  for  this  big  increase  is 
that  faculty  salaries  for  2001-02  were 
generally  decided  in  the  spring  of  2001, 
before  states  saw  their  surpluses  melt 
away  into  deficits  and  before  the  falling 
stock  market  cut  into  endowments. 
That  suggests  faculty  pay  increases 
could  moderate  next  year.  "Salaries  in 
higher  education  tend  to  lag  the  eco- 
nomic news,"  says  McPherson. 

Nevertheless,  the  trend  toward  high- 
er tuition  costs,  especially  at  state  uni- 
versities, is  likely  to  persist,  says 
McPherson.  As  state  governments  pro- 
vide increased  funding  for  elementary 
and  high  school  education,  they  have 
less  money  available  for  higher  ed.  And 
that  could  mean  big  tuition  increases 
for  years  to  come. 

By  Margaret  Popper 


THE  DUMB 
INVESTOR'  EFFECT 

Trading  frenzies  often  bode  ill 

High  volumes  of  trading,  narrow  bid- 
ask  spreads,  and  other  measures 
of  hquidity  are  generally  seen  as  signs 
of  a  healthy  stock  market.  But  evidence 
has  mounted  in  recent  years  that  peri- 
ods of  high  liquidity  are  usually  followed 
by  periods  of  poor  returns,  both  for  in- 
dividual stocks  and  the  whole  market. 

Harvard  Business  School  professor 
Malcolm  Baker  and  Harvard  University 
economist  Jeremy  C.  Stein  think  they 
have  found  the  culprit:  "dumb  in- 
vestors." In  a  new  National  Bureau  of 
Economic  Research  paper,  they  say  the 
extra  liquidity  is  provided  by  irrational 
investors  who  drive  prices  unsustain- 
ably  high.  During  buying  frenzies,  such 
as  the  Internet  stock  bubble  of  the  late 
1990s,  it's  as  if  "the  inmates  have  taken 
over  the  asylum,"  the  authors  write. 
Liquidity  rises  when  dumb  investors 
are  active  because  they  ignore  subtle 
market  signals  that  other  investors 
heed,  and  thus  they  are  happy  to  buy 
when  others  are  selling.  Diimb  investors 
can  also  be  overly  pessimistic,  the  au- 
thors say,  and  then  they  simply  with- 
draw, reducing  hquidity. 

The  "dumb  investor"  effect  is  not 
small.  The  authors  calculate  that  when 
the  turnover  of  shares  is  12%  higher 
than  its  long-term  average,  stock  re- 
turns in  the  following  year  are  4%  be- 
low their  long-term  average. 

Baker  and  Stein  say  their  "dumb  in- 
vestor" theory  helps  explain  another 
puzzle  of  corporate  finance:  why  a  com- 


pany's stock  price  tends  to  imderpe: 
form  after  it  issues  shares.  The  stai 
dard  explanation  is  that  managers  hav 
inside  information  that  enables  them  t 
time  their  issuance  of  shares  for  whe 
prices  are  high.  The  authors  agree  that 
a  factor.  But  they  say  another  explam 
tion  may  be  that  managers  are  simpl 
trying  to  minimize  the  impact  of  ne'' 
shares  on  the  market  price.  By  doing  s« 
they  pick  periods  of  high  hquidity 
which  just  happen  to  be  followed  b 
periods  of  tmderperformance. 

By  Peter  Co 


A  REALITY  CHECK 
FOR  EUROPE? 

Pay  demands  vs.  price  stability 


The  economic  slowdown  in  Europ 
doesn't  seem  to  have  quenche^ 
wage  demands  on  the  Continent 
Hourly  wages  in  the  euro  zone  rose  b 
3.4%  in  2001.  And  unions  are  demand 
ing  more:  Some  French  public-secto 
workers  and  doctors  recently  stage 
warning  strikes  in  support  of  pay  rise 
of  up  to  10%,  far  higher  than  this  year 
forecast  euro-zone  inflation  rate  of  29? 
IG  Metall,  the  powerful  engineering 
and  metalworkers'  union  that  sets  th 
pace  for  pay  rises  in  Germany,  is  askin; 
for  a  6.5%  increase  this  year.  That  com 
pares  vdth  2%  offered  by  employers 
"Employees'  expectations  are  high, 
says  IG  Chairman  Klaus  Zwickel.  "It  i, 
possible  that  we  will  face  highly  explo 
sive  negotiations." 

Many  economists  fear  that  big  de 
mands  by  labor  will  raise  the  prospec 
of  inflation  and  unsettle  the  ever-cau 
tious  European  Central  Bank.  On  Mai 
7,  ECB  President  Wim  Duisenberi 
warned  that  high  wage  hikes  could  forc( 
the  ECB  to  raise  interest  rates.  "Wag< 
moderation  is  crucial  to  support  the  ECi 
in  ensuring  price  ■■i"""ii^""— ■— 
stabihty,"  he  said. 

The  real  ques- 
tion now  is  wheth- 
er euro-zone  un- 
employment— now 
at  8.4%  and  ris- 
ing— will  force  IG 
and  other  unions 
to  accept  a  mod- 
erate increase  of 
3%  or  less.  It 
may  be  tough  for 
companies  to  pay 
more. 

By  David 
Fairlamb 


EUROPEAN  WAGES 
PICKUP 
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That's 

^  of  separation. 


That's 

business  witli  .NET. 


When  an  enterprise  is  truly  connected, 
the  physical  barriers  to  doing  business 
are  eliminated,  leaving  just  one  degree 
of  separation.  .NET  connected  software 
from  Microsoft  lets  you  use  your  existing 
infrastructure  to  link  virtually  any  system 
with  any  other  system  — UNIX  with 
Windows^,  for  example.  And  because  .NET 
is  the  most  comprehensive  way  to  build 
and  manage  XML  Web  services— the 


innovative  new  vehicle  for  information 


exchange— it  provides  the  quickest  way 


to  build  connections  that  are  flexible 


and  designed  to  stay  that  way.  The 
power  of  the  agile  business  comes  from 


connections.  That's  the  power  of  .NET 


connected  software  from  Microsoft. 


1°  of  separation  between  you  and 

your  customers,  .net  connected  software 
breaks  down  barriers  between  you  and  your 
customers  by  connecting  you  with  all  your 
customer  touch-points  via  the  Web.  You  are 
suddenly  able  to  deliver  for  customers  when 
and  where  they  need  you,  on  virtually  any 
device  — and  as  a  result,  you  can  capitalize 
on  new  revenue  opportunities  online. 

^  Trans  World  Entertainment  Corporation's  FYE 

brand  is  a  leader  in  music  and  video  retailing. 
FYE  uses  .NET  connected  software  to  deliver  a 
personalized  entertainment  experience  at  every 
customer  touch-point  in  their  700  stores  and 
online  at  fye.com. 
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"Enterprises  will  find  that  Web 
services  offer  a  more  cost- 
effective  way  to  perform  agilely 
on  the  Supranet  and  in  the 
other  environments." 


—Gartner,  "How  Web  Services  Mean  Business,' 
W.  Andrews,  D.  Smith,  D.  Plummer,  May  2001 


1**  of  separation  between  you  and 

your  partners.  By  allowing  companies  to 
communicate  and  share  data  over  the  Internet 
regardless  of  whose  technology  they  use,  .NET 
connected  software  connects  buyers  and  suppliers 
in  new  and  innovative  ways  — so  you  can  get 
products  to  market  faster.  .NET  enables  you  to 
add  or  switch  business  partners  at  the  rapid  pace 
of  business  — without  technology  being  a  barrier. 


^ 


Dollar  Rent  A  Car  wanted  to  let  customers  make  reser- 
vations through  a  major  airline  partner's  Web  site.  Using 
.NET  connected  software,  they  linked  two  different  systems 
on  two  different  platforms,  which  enabled  both  partners  to 
better  connect  with  each  other  and  their  customers.  And 
they  got  it  all  done  in  weeks  rather  than  months. 


1°  of  separation  between  you  and 

your  employees,  .net  connected  software 
enables  a  flow  of  rich  information  among  people 
and  across  departments,  because  it  allows 
systems  on  any  platform  to  work  seamlessly 
together.  That  means  information  gets  to  the 
right  people  at  the  right  time,  so  your  employees 
can  make  better  decisions,  be  more  productive, 
and  ultimately  deliver  better  results. 


F 


Pfizer  used  .NET  connected  software  to  connect  the 
myriad  of  disparate  systems  at  their  manufacturing 
site.  Once  these  connections  were  made,  they 
were  able  to  get  real-time  information  across 
the  company,  aggregate  it  in  useful  ways,  and 
ultimately  make  smarter  decisions. 


"Web  services  do  represent  a  fundamer\tal  shift  in  the  way  companies  build  and  use  software.  They  can  maiie 
it  easier  to  link  complex  business  systems,  saving  your  company  time  and  money  and,  in  turn,  letting  it  respond 
more  flexibly  to  business  demands."  —Darwin,  January  2002 


1"  of  separation  between  today  and  tomorrow,  with  .net,  Microsoft  is  bringing  to  market  the  most 
comprehensive  vision  and  software  platform  for  building,  deploying,  managing,  and  using  XML  Web  services. 
An  investment  in  .NET  ensures  your  ability  to  compete  and  win  in  a  world  in  which  information,  people,  systems, 
and  devices  are  more  closely  connected. 

And  you  can  count  on  Microsoft  to  lead  the  way  over  the  long  term,  because  Microsoft  will  invest  more  than 
$5  billion  in  research  and  development  this  year  alone.  A  top  priority  of  our  research  is  the  development  of 
business-critical  software,  including  the  .NET  platform  and  the  industry  standards  it  supports. 


The  tools  you'll  use  to  make  it  all  happen.  XML  Web  services  based  on  .NET  connected  software  are  where 

the  business  world  is  headed.  To  help  make  them  a  reality  in  your  company,  Microsoft  offers  a  broad  range 

of  enterprise-class  business  software: 

The  Windows  2000  Server  Family— the  rock-solid  application  platform  that  delivers  the  highest  levels  of 

reliability,  scalability,  and  manageability. 

The  Microsoff.NET  Enterprise  Server  Family— including  enterprise-class  e-commerce  servers,  messaging 

servers,  database  servers,  and  application  integration  servers. 

Microsoft  Visual  Studio  .NET— the  first  development  tool  designed  from  the  ground  up  to  build  XML  Web 

services  and  applications. 


The  resources  and  partnerships  that  will  help  you  make  the  most  of  this  opportunity.  With  Microsoft,  you 
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iVILL  THE  REAL  INFLATION  RATE 
PLEASE  STAND  UP? 

\vo  consumer  price  gauges  send  different  signals  to  policymakers 


II. S.  ECONOMY 


MARCN  CONFIDENCE 
COMES  IN  LIKE  A  LION 


As  any  carpenter  will  tell  you, 

you  have  to  use  the  right  tool 

./•  the  job.  In  the  next  few  months,  that  advice  will  he 

n[)ortant  for  inflation-watchers.  Now  that  the  latest 

lU  confirm  the  recovery  is  strongly  under  way,  policy- 

akers,  business  executives,  equity  investors,  and 

ifidholders  will  soon  shift  their  main  topic  of  conver- 

tion  from  growth  worries  to  future  inflation. 

f 'learly,  fears  about  growth  are  va[K)rizing.  "^ITie  data 

re  80  strong  that  some  economists  now  think  real 

I  OSS  domestic  prrxJuct  grew  as  fast  as  6%  in  th(?  first 

uarter.  The  latest  evid(;nce:  In  March,  consumer  con- 

dence  posted  the  largest  jump  in  11  years  (chart). 

'•bruary  orders  for  caj^ital  g(X)ds  continued  U)  edge  up, 

inting  that  business  confidence  in  the  future  is  starting 

turn  around.  And  the  index  of  leatJing  indicators, 

/ijich  is  designed  to  foreshadow  th(;  economy's  path, 

us  sfon'd  the  iarf'^fs^t  four-month  advance  in  19  years. 

Amid  such  robust  news  and 
expectations  of  coming  inter- 
est-rate hikes  by  the  Federal 
Reserve,  it's  natural  for  the 
subject  of  inflation  Uj  pop  up. 
Already,  commfxJity  prices  are 
picking  up  broarJly.  More  ex- 
pensive crude  oil  is  pushing 
up  the  retail  price  of  gasrjline. 
And  in  P^ebruary,  the  con- 
sumer price  index,  excluding 
energy  and  food,  posted  a 
ur[>risingly  large  0.8%  increase  from  January. 

Exf>ect  the  CFI  to  inch  up  higher  in  coming  months 

or  several  reasons.  P^irst,  rising  energy  prices  should 

ft  all  of  the  price  indexes.  Second,  businesses  are  try- 

<g  to  recoup  some  of  the  pricing  fx>wer  they  lost  after 

iptember  11.  The  risk  is  that  a  re):)eat  of  the  surj^rise 

mp  in  the  P'ebruary  f'i'l  could  cause  jitters  in  the 

xk  and  Ixjnd  markets  and  hasten  sfK^culation  that  the 

id  must  raise  short-term  raU;s  quickly. 

IT  THE  OUTLOOK  for  inflation  must  Uxjk  beyond  a 
w  monthly  gyrations,  and  fears  al»ut  [)ersisUjnt  f)rice 
essures  may  be  overblown.  Indicatf>rs  of  future  infla- 
n,  including  noirn;  complex  com[XJsite  indexes,  sugg(?st 
at  inflation's  underlying  trend  this  year  will  most 
Bly  be  down.  That  is,  core  inflation,  which  excludes 
e  volatile  energy  and  frxxl  nedorn  (where  movements 
e  often  more  supply-related  than  demand-driven), 
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will   probably  end  the  year  lower  than  it  is  now. 

That  has  been  the  patt(*rn  in  the  [)ast.  A  recession 
typically  allows  slack  to  build  up  in  the  labor  markets 
and  in  factory  caf)acity.  P^ven  a  strong  recovery  does 
not  use  up  that  slack  quickly.  As  a  result,  inflation  has 
always  declined  during  the  first  year  of  a  recovery. 

That  trend  will  hold  in  mfl, 
but  there's  a  caveat  that  any 
carfXinter  can  appreciate:  How 
much  inflation  slows  this  year 
will  depend  on  what  tool  is 
used  to  measure  the  overall 
price  level.  You  can  follow  the; 
CFI,  reported  by  the  Labor 
Dept.'s  Bureau  of  Labor  Sta- 
tistics, Or  you  can  track  th(? 
Commerce  Dept.'s  lesser- 
known  but  incrt^asingly  imfK)r- 
tant  price  index  for  personal  consumption  expendi- 
tures, called  the  vcv.  index. 

Right  now,  the  two  gauges  are  flashing  very  rlifferent 
.signals.  The  P'ebruary  CIM  says  that  yearly  inflation  is 
1.1%.  The  I'CK  index  for  January,  the  latest  available 
data,  puts  it  at  0.5%.  "^ITie  divergence  in  the  core  in- 
dexes is  even  more  dramatic  (chart).  Core  cpi  inflation 
is  2.6%,  and  it  has  held  close  to  that  level  for  a  year 
and  a  half.  ITie  core  I'CK  index  is  u\)  only  1.2%/,  and  it 
has  declined  by  almost  a  full  percentage  point  over 
the  past  year.  If  the  CFi  were  the  only  measure  avail- 
able, F'ed  officials  and  investr>rs  might  not  be  so  san- 
guine about  price  pressures  right  now. 

THE  CPI  IS  SO  INGRAINED  as  a  symbol  of  inflation  in 
the  minds  of  cfinsumers,  executivt^s,  and  invc^stors  that 
you  may  be  surjjrised  to  learn  that  the  VitiUtrA  Re- 
serve abandoned  it  as  its  primary  inflation  %'d.\\y^i'  a 
few  years  back,  in  favor  of  the  VDK  index.  Most  econo- 
mists also  believe  that  the  VCK  yields  a  truer  rca^ling 
because  it  tracks  the  cost  of  things  p«;ople  actually 
buy  as  their  spending  patterns  change  when  one  item 
becomes  cheaper  or  pricier  relative  to  another.  Cap- 
turing such  product  substitution  makes  it  a  better 
m(?asure  of  the  daily  cost  of  living,  they  .say. 

The  <:\'\,  on  the  other  hand,  is  based  on  the  price 
movements  of  a  fixed  basket  of  gowls  and  services. 
Although  Labor's  BLS  now  changes  the  items  in  the 
basket  nmnt  frerjuently,  the  f.'l'l's  major  shf>rtcoming  is 
that  it  still  accountu  for  very  little  shifting  in  buying 
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patterns.  The  BLS  made  an  adjustment  to  capture  more 
of  these  fluctuations  in  1999,  but  only  in  a  small  way. 
In  August,  the  bls  will  introduce  a  new,  supplemen- 
tal cpi  that  will  be  calculated  more  like  the  PCE  index, 
allowing  it  to  include  even  more  product  substitution. 
Although  experimental,  this  is  a  big  step  for  the  bls, 
which  had  previously  said  that  the  CPI  was  not  de- 
signed to  be  a  cost-of-hving  index.  The  BLS  has  made 
several  other  improvements  in  the  CPI  since  the  1996 
Boskin  Commission  report  to  Congress,  which  con- 
cluded that  the  CPI  overstated  inflation  by  as  much  as 
1.1  percentage  points.  Economists  believe  that  the 
overstatement  is  lower  now,  but  still  significant. 

A  BIG  UNCERTAINTY  for  the  interest-rate  outlook  is 
whether  the  bond  market  and  the  Fed  will  pay  atten- 
tion to  this  new  CPI.  But  whether  old  or  new,  that  in- 
dex is  likely  to  show  less  of  a  slowdown  in  inflation  this 
year  than  will  be  evident  in  the  pce  index. 

That's  because,  product  substitution  notwithstand- 
ing, core  CPI  inflation  ^^^ll  be  bolstered  by  the  services 
sector,  in  which  two  key  areas — housing  and  medical 
care — are  treated  much  differently  than  they  are  in  the 
PCE  index.  Prices  of  health-care  services  in  the  CPI  are 
rising  at  a  4.5%  yearly  rate,  compared  with  only  2.2% 
in  the  pce  index.  For  basic  housing  costs,  the  two  in- 
dexes show  similar  price  gains  of  about  5%,  but  housing 
carries  less  weight  in  the  PCE  index.  Taken  together, 


SOUTH  KOREA 


owner-occupied  housing  and  medical  services  account  i 
33%  of  the  core  CPI. 

Medical  care  and  housing  partly  explain  the  sharj 
divergent  paths  in  the  CPI  measures  of  goods  inflati 
and  services  inflation  during  the  past  year.  Excludii 
energy  and  food,  goods  inflation  is  actually  goods  d 
flation.  P*rices  have  declined  0.9%  during  the  past  ye 
mainly  reflecting  the  economic  slowdown,  the  ste 
recession  in  manufacturing,  and  the  strong  dollar.  Ho^ 
ever,  core  service  inflation  in  February  was  4.1%,  a) 
it  has  been  accelerating  steadily  for  two  years,  fro 
3.6%  a  year  ago  and  from  3%  two  years  ago  (char 
Service  inflation  in  the  PCE  index  looks  much  tamei 

So  is  the  CPI  superfluous? 
Not  really.  Economists  agree, 
the  more  information,  the  bet- 
ter. And  the  CPI  is  still  used  to 
determine  Social  Security  ad- 
justments and  many  workers' 
pay  and  benefits. 

The  Fed's  apparent  endorse- 
ment of  the  PCE  index  probably 
gives  it  the  edge  as  the  infla- 
tion measure  of  choice  for 
policymaking  and  investing. 

And  with  the  BLS'  introduction  of  its  new  supplemen 
index  in  August,  it  would  appear  that  even  the  CPI 
slowly  aligning  itself  with  its  crosstown  competitor. 


WHArS  HOLDING  UP  THE 
CPI  INFLATION  RATE 


CORE  CPI* 
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A  PERCENT  CHANGE  FROM  A  YEAR  AGO 
•EXCLUDES  ENEiiGY  AHO  FOOD 
DaU^LalmOept.DRI-WEFA 


A  RISING  TIDE  MAY  BRING  RISING  PRICES 


South  Korea  seems  to  be  one  of 
the  first  economies  to  shake  off 
the  global  downturn.  But  the  na- 
tion might  also  be  one  of  the  first 
industrialized  economies  to  con- 
front price  pressures. 

Korea's  real  gross 
domestic  product  grew 
by  1.6%  in  the  fourth 
quarter,  and  it  was  up 
3.7%  from  its  year-ago 
levels,  with  the  in- 
crease led  by  domestic 
demand  (chart).  Con- 
sumer spending  accel- 
erated in  2001,  and 
government  stimulus 
plans  also  pumped  up 


CONSUMER  GROWTH 
LIFTS  ECONOMIC  DEMAND 
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▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 
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about  half  of  Korea's  gdp,  are  suf- 
fering, in  part  because  the  weak 
yen  has  made  Japanese  goods 
more  competitive  with  Korean 
products.  Fourth-quarter  exports 
were  down  1.1%  from  a  year  ago. 
The  drop-off  was 
acute  in  computers 
and  vehicles. 

For  2002,  the  gov- 
ernment forecasts  real 
GDP  to  rise  by  4%, 
and  private  econo- 
mists think  growth 
could  top  5%.  The 
early  monthly  num- 
bers suggest  that  the 
economy  is  off  to  a 


growth,  especially  in  construction,  good  start.  Industrial  production 

Even  with  the  extra  spending,  and  consumer  confidence  are  on 

however,  Seoul  managed  to  post  a  the  rise,  and  unemployment  is 

2001  budget  surplus  of  about  1%  falUng.  Growth  will  also  get  a  big 

of  GDP.  boost  from  the  World  Cup.  Korea 

But  exports,  which  account  for  expects  upwards  of  400,000  soccer 


fans  to  visit  when  the  games  be- 
gin on  May  31. 

Better  gro\\i:h  prospects  have 
raised  worries  about  an  overheat- 
ing economy  and  price  pressures. 
In  February,  yearly  consumer  in- 
flation was  just  2.6%,  but  Chon 
Choi  Hwan,  the  central  bank  gov- 
ernor, is  concerned  that  the  rise 
in  domestic  demand,  coupled  with 
World  Cup  spending,  could  push 
up  consumer  prices.  In  addition, 
the  %von  has  fallen  just  over  5% 
against  the  U.  S.  dollar  since  No- 
vember. If  the  weakness  persists, 
import  prices  could  rise  later  on. 

As  a  result,  investors  are  bet- 
ting that  the  central  bank  will  lift 
short-term  interest  rates  this  year 
to  cool  growi:h  and  fight  inflation 
expectations.  Some  are  gambling 
on  a  hike  as  soon  as  May,  but 
most  expect  rates  to  begin  rising 
early  in  the  second  half.  ■ 
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News:  Analysis  &  Commentary 


Jack  Welch  had  it  easy.  For 
years,  investors  simply  basked 
in  the  glow  of  General  Elec- 
tric Co.'s  double-digit  earnings 
growth  and  roaring  stock  price. 
Who  would  demand  hard  data 
from  such  a  celebrated  chairman  when 
he  brought  home  the  bacon  quarter  af- 
ter quarter,  year  after  year?  But  that 
was  before  the  failed  merger  with  Hon- 
eywell International  Inc.,  a  teetering 
economy,  and  the  double  whammy  of 
Enron  Corp.'s  implosion  and  the  con- 
tinued accounting  questions  surround- 
ing rival  Tyco  International  Ltd. 

Suddenly,  investors  are  angry  and 
fuU  of  questions.  And  GE  is  hardly  im- 
mune. That's  making  Ufe  awfully  chal- 
lenging for  the  new  guy,  CEO  Jeffrey 
R.  Immelt.  In  the  months  following  the 
problems  at  Enron  and  Tyco,  they  de- 
manded that  he  fork  over  more  financial 
data  to  clear  up,  once  and  for  all,  just 
how  GE  makes  all  that  money.  He  pro- 
duced fresh  charts  at  meetings  and  a 
beefed-up  annual  report  that  included 
a  breakout  of  earnings  by  business  imit. 
And  Immelt  has  promised  more  in  the 
months  to  come. 

So  did  Immelt  get  a  big  pat  on  the 
back  for  ge's  newfound  candor?  Hardly. 
One  of  the  financial  community's  most 
respected  figures,  bond  investor  WiUiam 
H.  Gross,  has  delivered  a  stinging  cri- 
tique of  GE,  its  lack  of  financial  disclo- 
sure, and  most  important,  ge's  legendary 
business  model.  It  almost  didn't  matter 
that  Gross  got  important  facts  wrong 
in  his  Mar.  20  report.  Gross,  the  man- 
aging director  of  Pacific  Investment 
Management  Co.  hit  a  raw  nerve.  GE 
shares  tiunbled  more  than  6%,  to  close 
at  $37.45  on  Mar.  21.  Within  hours  of  re- 
lease of  Gross's  remarks,  some  of  the  30- 
year  bonds  issued  by  the  Aaa-rated  GE 
in  a  record  $11  biUion  offer  on  Mar.  13 
were  trading  at  a  level  closer  to 
that  of  a  company  Moody's  would 
rate  Aa  (or,  in  Standard  & 
Poor's  notation,  AA). 

Ouch.  The  latest  panic  has 
put  GE  on  the  defensive  and 
raises  questions  as  to  whether, 
without  more  disclosure,  Im- 
melt &  Co.  may  face  similar  at 
tacks  in  months  to  come.  Despite 
having  to  backtrack  on  some  of 
the  issues  he  raised.  Gross's  crit- 
icisms went  to  the  heart  of  ge's 
identity  as  one  of  the  world's 
best-managed  companies.  Gross 
accuses  GE  of  inflating  earnings 
through  acquisitions  rather  than 
through  innovation  or  gains  in  pro- 
ductivity. And,  he  charges,  the  com- 
pany relies  on  investors'  enthusi- 
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asm  to  prop  up  the 
cheap  debt  and  high- 
value  stock  needed 
to  fiind  acquisitions,  mak- 
ing earnings  especially 
volatile  and  unsustain- 
able. In  his  view,  GE  is 
nothing  more  than  a 
"conglomerate  financed 
by  a  money  machine — ^its 
subsidiary  GE  Capital." 

Is  Gross  on  to  some- 
thing? Clearly,  GE  as- 
svuned  for  too  long  that 
results  simply  speak  for 
themselves.  How  the 
$126  biUion  company  got 
those  results  and  com- 
mimicated  them  to  the 
market  was  secondary. 
Immelt  has  opened  the 
door  to  more  disclosure, 
but  it's  not  yet  enough 
for  investors  to  get  a 
clear  understanding  of 
ge's  businesses.  Gross 
also  raises  a  tough  ques- 
tion anyone  investing  in 
GE  should  ask:  How  can 
a  company  with  sub- 
stantial debt  and  medi- 
ocre revenue  growth — 
on  a  reported  basis,  it 
dropped  3%  last  year — 
keep  generating  high- 
quality  double-digit 
earnings? 

For  Gross,  the  an- 
swer begins  with  GE 
Capital  Corp.  The  finance  unit  makes 
up  40%  of  ge's  earnings  and  accounts 
for  almost  all  of  its  debt,  with  roughly 
$240  billion  in  debt  on  the  books  by  the 
end  of  last  year.  Given  the  unit's  grow- 
ing heft  in  recent  years,  Gross  argues, 
GE  "should  be  viewed  more  as  a  finance 
company  than  an  industrial  pow- 
erhouse." He  has  a  point,  as 
Capital's  revenue  and  profit 

WHY  BILL  GROSS 
IS  DOWN  ON  GE 
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Investors  ask  if  it 
can  l<eep  deliver- 
ing tiiose  famous 
double-digit  gains 


IMMELT  PROMISES 
MORE  DISCLOSURE 
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growth  have  outstripped  ge's  industrial  f 
business  over  the  past  decade.  But  Im 
melt  has  said  repeatedly  that  the  com- 
pany will  limit  Capital's  earnings  con- 
tribution to  no  more  than  45%  of  th 
overall  company,  although  he  notes  that|fc» 
acquisition  opportunities  could  hike  th 
percentage  in  the  short  term. 

So  what's  the  problem  with  that? 
Certainly,  there's  nothing  wrong  with  fej- 


TOO  MANY  ACQUISITIONS 


GE  relies  heavily  on  acquisitions — finapjbi 
with  stock  and  short-term  debt — ^for  it 
growth.  The  strategy  leaves  it  vulnerab 
volatile  markets  and  shifts  in  investor 
confidence — and  makes  for  lower  qual  itE 
earnings  than  if  growth  came  from 
iimovation  and  improved  productivity. 


GE'S  RESPONSE  Only  15%  of  earnings 
growth  came  fix)m  acquisitions  last  ye; 
while  most  came  fiwm  core  businesses, 
rarely  uses  stock,  and  commercial  pape 
only  used  as  interim  financing. 
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iTinning  a  finance  company.  But  even 
i.he  perception  that  ge  is  primarily  a  fi- 
nance operation  could  have  a  huge  im- 
ijact  on  the  company's  business.  To  start, 
it  might  pull  down  the  share  price  be- 
ause  capital-intensive  finance  compa- 
lies  typically  command  much  lower 
)rice-earnings  ratios  than  industrial 
)layers.  It  could  also  affect  ge's  Aaa 
rating — a  top  grade  awarded  to  only 


nine  U.  S.  companies  by 
Moody's  Investors  Ser- 
vice. In  a  Mar.  19  re- 
port, Moody's  noted  that 
on  its  own,  ge  Capital 
would  be  rated  lower 
than  the  Aaa  level. 
Among  other  things,  the 
unit's  appetite  for  acqui- 
sitions and  high  level  of 
unsecured  debt  makes 
folks  at  Moody's  ner- 
vous. But  it  gets  Aaa 
because  it  enjoys  the 
explicit  support  of  GE,  a 
strong  and  diversified 
parent. 

Rates  are  so  low  for 
GE,  in  fact,  that  Gross 
argues  the  company  has 
an  added  incentive  to 
borrow  cheap  commer- 
cial paper  and  buy  its 
way  to  that  famous  dou- 
ble-digit growth.  Even 
some  rating  agency  ana- 
lysts say  the  unit's  over- 
all debt-to-equity  level, 
which  sits  at  more  than 
7  to  1,  is  on  the  high 
side.  Still,  it's  within  the 
range  of  normal  and  the 
industrial  side  of  GE  bal- 
ances out  the  picture 
with  negligible  debt. 

ge's  short-term  debt 
is  another  matter.  Com- 
mercial paper,  which  of- 
ten comes  due  every 
two  or  three  months,  is  a  cheap  and 
flexible  way  to  finance  operations.  Be- 
cause they  expose  companies  to  con- 
stant interest-rate  swings  or  shifts  in 
investor  sentiment,  such  debt  is  not  sup- 
posed to  be  used  for  long-term  liabilities. 
And  companies  are  only  supposed  to 
borrow  what  their  banks  are  willing  to 
cover.  With  $117  billion  in  commercial 
paper  at  the  start  of  the  year,  ge  had 


three  times  as  much  commercial  paper 
as  the  amount  covered  by  bank  lines. 
Gross  blamed  that  on  a  lack  of  market 
discipline  caused,  in  part,  by  persistent 
faith  in  the  Aaa-rated  company. 

While  GR  said  it  had  no  trouble  tap- 
ping demand  for  such  debt,  it  acknowl- 
edges that  it  was  too  heavily  weighted 
in  such  paper  and  blamed  the  situation 
on  bond  market  turmoil  after  September 
11.  It  has  since  increased  bank  lines, 
locked  in  more  long-term  debt,  and 
scaled  back  commercial  paper  to  $103 
billion,  or  42%  of  total  debt.  It  plans  to 
go  as  low  as  25%  of  debt  by  the  end  of 
the  year,  well  within  acceptable  levels. 
Gross,  it  seems,  was  merely  telling  ge 
to  do  what  it  was  already  in  the  process 
of  doing.  And  even  he  doesn't  seem  to 
harbor  real  fears  of  a  liquidity  crisis  at 
GE.  The  company  has  too  many  other 
sources  of  funding  and  generates  more 
than  $17  billion  in  cash  from  its  indus- 
trial businesses. 

But  Gross  argues  that  GE  uses  such 
cheap  short-term  debt  and  its  high-pow- 
ered shares  to  fund  acquisitions.  On  the 
stock  question,  ge  says  he's  clearly 
wrong.  The  company  rarely  uses  its 
stock  for  acquisitions,  and  short-term 
debt  is  merely  used  as  interim  funding 
until  a  deal  is  at  the  state  where  longer- 
term  debt  is  justified.  More  important, 
GE  counters  his  assertion  that  acquisi- 
tions are  the  primary  driver  of  growth. 
In  the  2001  annual  report,  Immelt  said 
acquisitions  totaled  $23  billion  for  the 
year,  and  Chief  Financial  Officer  Keith 
Sherin  last  week  said  2001  purchases 
made  up  only  $200  million,  or  15%  of 
earnings  growth. 

But  those  figures  don't  tell  the  whole 
story.  The  company  doesn't  strip  out 
such  details  as  acquisitions  by  business, 
which  would  show  the  hot  areas  of  core 
growth.  And,  because  each  acquisition  is 
a  one-time  boost  to  business,  ge  must 
constantly  consume  smaller  fish  in  order 
to  keep  up  deal-driven  growth.  Given 


10  MUCH  SHORT-TERM  DEBT 


103  billion  in  outstanding 
it*ercial  paper  is  nearly  three  times 
lb  its  bank  lines  cover.  Relying  too 
on  short-term  lOUs  is  cheap  but 
>  GE  subject  to  interest-rate  swings. 


RESPONSE  The  excess 
term  debt  stemmed  from  bond 
?t  turmoil  post-September  11. 
ompany  is  now  increasing  bank 
and  trimming  its  share  of 
lei  lercial  paper.  It  also  has  other 
ts  of  liquidity. 


II 


TOO  MUCH  LEVERAGE 


GE  Capital  uses  "near-hedge-fund 
leverage"  to  help  generate  returns. 
Without  the  benefit  of  that  leverage, 
the  company's  growth  rates  would  be 
in  line  with  "a  failed  conglomerate 
of  yesteryear." 

GE'S  RESPONSE  GE  Capital's  leverage 
has  been  consistent  for  years  and  is 
appropriate  for  a  finance  company. 
Moreover,  it  has  the  support  of  rating 
agencies.  The  industrial  side  of  GE 
has  a  tiny  $2.5  billion  in  debt. 


NOT  ENOUGH  DISCLOSURE 


GE  still  doesn't  disclose  enough  to  judge 
whether  earnings  are  high-quality 
and  sustainable,  and  management  is 
unresponsive.  Gross  wants  the 
performance  of  individual  units,  and  the 
impact  of  acquisitions,  broken  out  better. 

GE'S  RESPONSE  Gross  himself  has 
called  GE  one  of  the  highest-quality 
companies  in  the  world.  GE  has 
improved  disclosure  under  Immelt  and 
continues  to  do  so.  It's  constantly  in 
touch  with  investors  and  creditors. 
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the  slowdown  in  sales,  that  leaves  cost- 
cutting,  productivity  improvement,  and 
acquisitions  to  boost  the  bottom  line. 
When  annual  revenues  rival  the  gross 
domestic  product  of  a  small  industrial 
nation,  that  can  be  a  daunting  task. 
Sure,  GE  has  bought  hundreds  of  com- 
panies over  the  years.  But,  a  decade 
ago,  it  was  also  half  the  size. 

While  Gross  hardly  uncovered  a  hot 


scandal  at  GE,  he  is  not  alone  in  his  fi-us- 
tration — or  in  raising  questions.  While 
the  company  has  clearly  stepped  up  the 
level  of  disclosure  in  recent  months,  it 
still  has  a  way  to  go  in  telling  people 
what  they  need  to  know  to  understand 
the  quahty  and  sustainability  of  earn- 
ings. Among  the  items  on  Gross's  wish 
list:  the  level  of  earnings-per-share 
growth  from  acquisitions,  the  company's 


options  expenses,  and  more  breakdo\ 
by  business  units,  "among  many  others] 
And  GE  would  do  well  to  share  its  stra^ 
egy  on  things  such  as  funding  th£ 
growth.  Otherwise,  testy  investors  an| 
angry  bondholders  aren't  likely  to  leav 
Jeff  Immelt  alone. 

By  Diane  Brady,  with  Susal 
Scherreik  and  Heather  Timmoni 
in  New  York 


DOES  GE  CAPITAL  DESERVE  THAT  AAA? 


No  question,  GE  Capital  Corp.,  the 
financial  arm  of  General  Electric 
Co.,  is  a  global  market  power- 
house. Its  assets  alone  make  it  the 
fourth-largest  U.  S.  financier,  just  be- 
hind Bank  of  America.  It  operates  a 
mixture  of  consumer  and  commercial 
finance,  insurance,  and  leasing  busi- 
nesses around  the  world. 

But  GE  Capital  has  a  privilege 
granted  to  few  financial  companies: 
It  enjoys  a  AAA  credit  rating  from 
Standard  &  Poor's  (or  an  Aaa  from 
Moody's),  thanks  to  its  diversified,  in- 
dustrial parent,  which 
guarantees  its  debts.  GE 
Chief  Executive  Jeffrey 
R.  Immelt  has  often  said 
few  things  are  more  im- 
portant to  GE  than  main- 
taining its  top-graded 
debt — both  for  GE  itself 
and  the  finance  unit. 

It's  easy  to  see  why. 
Keeping  ge  Capital's  AAA 
rating  is  essential  for  GE, 
which  gets  40%  of  its  earn- 
ings from  the  unit.  A  high 
grade  keeps  borrowing 
costs  down.  With  a  AA 
rating,  interest  on  its  long- 
term  debt  alone  would  an- 
nually be  between  $100 
million  and  $200  million 
more.  And  almost  all  of 
ge's  debt  is  lodged  in  ge  Capital. 

GE  means  business  when  it  says  it 
is  determined  to  maintain  GE  Capital's 
AAA  rating.  Its  commitments  are 
spelled  out  in  the  company's  10-K  for 
2001.  For  example,  if  GE  Capital's 
earnings  fall  below  110%  of  the  unit's 
"fixed  charges" — defined  as  interest 
costs  plus  a  portion  of  rental  expens- 
es— GE  has  to  put  enough  cash  in  to 
bring  the  ratio  back  up  to  110%.  If  GE 
Capital's  debt-to-equity  ratio  rises 


has  to  add  cash.  As  of  yearend,  earn- 
ings at  GE  Capital  were  170%  of  fixed 
charges.  But  the  vmit's  debt-to-equity 
ratio  was  over  7.3  to  1 — on  the  high 
end  for  most  finance  companies. 

Moreover,  GE  Capital  has  more 
than  $43  billion  in  securitized  loans, 
including  credit-card  debt,  commercial 
mortgages,  and  equipment  fiaiancing 
held  in  special-purpose  entities  (sPEs) 
off  the  company's  balance  sheet. 
These  SPEs,  which  currently  share 
ge's  rating,  have  triggers  that  require 
GE  Capital  to  put  up  collateral  or  buy 

NOW  IT  MEASURES  UP 
AGAINST  A  BIG  RIVAL 


Financial  institutions  with  similar  businesses  and  less 
debt  often  receive  lower  ratings.  One  example: 


Corp.  would  be  rated  lower  than  the 
current  Aaa  level,"  says  Robert 
Yoimg,  an  analyst  at  Moody's  In- 
vestors Service.  How  much  lower?  A 
comparison  with  Citigroup,  which  an- 
alysts say  is  its  closest  peer,  sug- 
gests it  would  take  quite  a  hit.  Citi 
has  similarly  global  reach  and  is 
highly  acquisitive,  though  much  of  its 
earnings  come  from  volatile  invest- 
ment banking.  Like  GE  Capital,  it  has 
a  history  of  steady  earnings  growth. 
Moreover,  on  many  measures,  Citi- 
group is  a  better  performer.  The 

bank's  return  on  assets  is 
1.43%  vs.  GE  Capital's  1.36%. 
Citi  is  also  less  leveraged: 
its  debt-to-capital  ratio  is 
about  82%,  vs.  88%  for  GE 
Capital.  And  as  a 


GE  CAPITAL 


CITIGROUP 


TOTAL  ASSETS 


$426  billion       $1.05  trillion  ;:* 


TOTAL  OUTSTANDING  DEBT 


RETURN  ON  ASSETS 


$240  billion       $399  billion  -  ^ 


1.36% 


1.43% 


DEBT  TO  CAPITAL  RATIO 


87.96% 


81.87%  ^ 


LONG  TERM  DEBT  RATING 


AAA 


AA        -- 


above  8  to  1,  the  parent  company  also 


Data:  Bloomberg  Financial  Markets,  Standard  &  Poor's,  company  reports , 

the™  back.,  for  example,  a  su.,^« 
in  defaults  forced  a  downgrade. 
If  the  SPEs'  ratings  were  to  fall 
below  AA-,  GE  Capital  would 
have  to  provide  "substitute 
credit"  of  $14.5  billion,  although 
J.  P.  Morgan  Chase  &  Co.  ana- 
lyst Joseph  McCusker  says  this  "*■ 
possibility  is  remote. 

But  how  might  GE  Capital 
stack  up  if  it  were  indepen-    ^flf. 
dent?  "On  a  pure  stand-         — -^       & 
alone  basis,  GE  Capital  f 
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retail  bank,  Citi 
has  a  cheap, 
secure  source  of 
funding:  $57  bil- 
Uon  in  deposits. 
"[What]  stands 
out  is  the  size  of 
its  income,  its 
strength,  and  its 
strong  business 
Unes,"  says  Moody's 
analyst  Peter 
Nerby. 
All  that  earns  Citi- 
group an  Aa  rating — the 
highest  rating  of  any 
U.S.  bank,  although 
below  GE  Capital's  Aaa. 
That  difference  costs 
Citi  about  $400  mil- 
lion a  year  more  in 
interest  on  its  long- 
term  debt.  In  finance, 
as  in  life,  it  sure  helps 
to  have  rich  relations. 
By  Heather  Tlmmons 
in  New  York,  with  Diane 
Brady 
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(If  it  wasn't  for  our  rearview  mirror,  we  might  not  have  seen  the  competition  at  all. 


Corvette's  history-making  run  continued  at  Sebring.  Over  the  last   15  months,  we've  tiad  best-in-class 
wins  at  Le  Mans,  the  Daytona  24,  Petit  Le  Mans,  and  now  the  I  2  Hours  of  Sebring.  What  can  we  say?  You'll 


•ind  a  long  racing  heritage  behind  Chevrolet  Corvette.  Not  to  mention,  all  the  competition,  corvette.com 
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Mievrolet  and  Corvette  are  registered  trademarks  of  the  GM  Corp.  '^2002  GM  Corp. 
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ACCOUNTING 


OUT  OF  CONTROL 
AT  ANDERSEN 


Internal  memos  detail  how 
the  firm's  unusually  lax 
controls  allowed  its  Enron 
team  to  call  the  shots 

Last  Oct.  12,  as  Enron  Corp.'s  jerry- 
built  financial  structure  was  start- 
ing to  topple,  the  Houston  ofBce  of 
Arthur  Andersen  LLP  was  charg- 
ing ahead  with  a  clean-up  mission — and 
shredding  documents  was  only  part  of 
the  task.  BusinessWeek  has  learned  fi:x)m 
internal  Andersen  documents  that  its 
Enron  team  was  also  busy  amending 
four  key  memos  to  correct  the  record  of 
its  review  of  Enron's  convoluted  and 
conflicted  partnership  deals. 

While  its  shredding  brought  an  indict- 
ment from  the  Justice  Dept.  for  obstruc- 
tion of  justice  on  Mar.  14,  the  memo 
changes  speak  to  a  more  fundamental 
flaw  in  how  Andersen  ran  its  business. 
They  illustrate  how  the  firm's  unusually 
loose  controls  and  close  ties  to  Enron 


undermined  its  role  as  auditor  in  what 
became  the  biggest  bankruptcy  in  Amer- 
ican history. 

Indeed,  the  paper  trail  documents  re- 
peated conflicts  between  Andersen's  ex- 
pert accountants — known  as  the  Pro- 
fessional Standards  Group — and  the 
Enron  audit  team.  Like  the  other  Big 
Five  accounting  firms,  Andersen  em- 
ploys a  team  of  experts  at  headquar- 
ters and  elsewhere  to  review  and  pass 
judgment  on  knotty  accoimting,  auditing, 
and  tax  issues  facing  its  local  offices. 
But  imhke  other  firms,  Andersen  allows 
regional  partners — the  front-line  execu- 
tives closest  to  the  companies  they  au- 
dit— to  overrule  the  experts,  according 
to  accounting  pros  at  the  Securities  & 
Exchange  Commission  and  elsewhere. 

That's  what  happened  with  Enron. 
Andersen  e-mails  and  memos  obtained 
by  BusinessWeek  6*om  investigators  in 
Washington  show  that  members  of  An- 
dersen's PSG  objected  strongly  to  the 
Houston  energy  trader's  ac- 


counting.  Andersen's  Enron  audit  team  lefir 
led  by  now-dismissed  partner  David  B  jdk 
Dvmcan,  overruled  those  concerns  on  ai  .-ti 
least  four  occasions,  siding  instead  wit!  i^ng- 
Enron  on  controversial  accounting  tha  itnei 
hid  debt  and  pumped  up  earnings.  ffai 

That's  not  all.  The  documents  furthei  edi 
allege  that  to  support  their  decisions  igre 
Dxmcan's  team  wrote  memos  in  whicl  her 
they  falsely  stated  that  PSG  partners  the 
had  signed  off  on  Enron's  inventiv(  ea« 
bookkeeping.  And  when  Enron  execu  Thai 
tives  grew  angry  about  psg's  nay-saying  ui 
they  insisted  that  one  of  the  group's  |k 
chief  skeptics,  partner  Carl  E.  Bass,  b(  nisji 
barred  from  advising  on  Enron  issues  ||{ 
Duncan  carried  the  request  all  the  waj  f  fti 
to  Andersen's  Chicago  headquarters,  $0 
and  Bass  was  removed  from  the  presti  jhs 
gious  PSG,  according  to  congressiona 
and  law-enforcement  investigators.       l_i 

Duncan's  attorney,  Robert  Giuffi-a  om.± 
Sullivan  &  Cromwell,  says  that  Dimcar  |ffe| 
"was  relaying  a  request  [to  remove  Bass  rtps 
from  the  cUent.  The  decision  on  how  tc  gc^ 
proceed  was  made  by  Andersen  man-  ^iii| 
agement."  Giuffi-a  refused  to  comment  y 
on  the  inaccurate  memos  or  the  Enror  [f.  - 
team's  accounting  decisions.  An  Enror  [;, 
spokesman  refused  to  comment  as  well.  [^ 

Bass,  42,  is  still  at  Andersen,  but  now  jf^r 
he  audits  clients  instead  of  advising  or  b;, 
high-level  accounting  decisions.  Reachec  ^ 
at  his  desk  in  Houston,  he  refused  tc  \;^'^ 
comment  on  his  memos  or  his  remova 
fi-om  the  PSG.  "I've  got  to  get  a  job  aftei 
this,"  he  says. 

A     former 


TALE 
OF  THE 
E-MAIL 

E-mails  by 
Carl  Bass,  a 
Houston-based 
partner  in  lh£ 
Professional 
Standards 
Group-the  firm's 
corps  of  top 
accounting 
experts-reveal 
howthePSG's 
lack  of  authority 
compromised 
Andersen's  audits 
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^^dersen  employ^  says  lo 
ftal  control  over  accounting 
ssues  was  a  selling  point. 
"^  The  firm  would  tell  poten- 
^tdal  clients:  "We  don't  have 
'  ()  go  to  New  York  to  get  a 
uling — your  engagement 
)artner  has  the  authority," 
he  former  staffer  says.  The 
ffect  was  insidious,  says  a 
ongressional  investigator: 
The  rainmakers  were  giv- 
n  the  power  to  overrule 
l_he  accounting  nerds." 
*|    That's    come    back    to 
iHunt  the  firm.  Andersen's 
lailure  to  tighten  its  lax  con- 
*trols  in  the  wake  of  several 
*  audit  failures  contributed  to 
*ythe  frustration  of  the  Jus- 
■- jtice  Dept.,  which  took  the 
"Unusual  step  of  slapping  the 
"^ftrm — rather  than  individu- 
als— with  a  criminal  indict- 
ent.  "It's  not  a  small  detail,"  insists  a 
p  federal  investigator.  "Who's  most  like- 
ly to  say  'no'  to  the  client — the  national 
^  office  or  the  local  partner  who  works 
^twith  the  client  all  the  time?" 

Andersen  referred  all  questions  about 

%he  matter  to  its  criminal  attorney, 

^"IRusty    Hardin    of    Houston's    Rusty 

[Hardin  &  Associates.  He  refused  to 

comment,  citing  federal  court  rules  bar- 

'"ring  him  from  discussing  potential  evi- 

'^  dence  in  Andersen's  trial,  set  for  May  6. 

'"We'll  be  happy  to  discuss  these  matters 

in  trial,"  says  Hardin. 

The  pressure  of  Andersen's  system — 
and  Enron's  displeasure — seems  to  have 
fallen  on  Bass.  Originally  a  Houston- 
based  auditor  who  had  worked  on  En- 
ron's audits,  Bass  was  promoted  to  the 


GREED  Bass  and  other  members  of  the  Professional 
Jards  Group  (PSG)  wrote  memos  objecting  to  Enron's 
jnting  for  its  partnership  deals,  including  the  UM  II 
ership  and  the  Raptor  transactions.  Bass  alleges 
Some  of  PSG's  views  were  not  conveyed  to  Enron. 

IRULEO  Andersen's  Houston  office  overruled  the 
usions  of  the  PSG  in  favor  of  Enron,  according  to 
and  other  Andersen  experts.  Andersen  is  the  only 
ive  accounting  firm  that  allows  local  engagement 

lers  to  overrule  its  national-office  experts,  say  the 
*and  congressional  investigators. 

EIVED  When  Bass  saw  that  the  Enron  audit  team 
*jvritten  memos  claiming  that  he  and  other  PSG 

bers  had  approved  accounting  decisions  they  had  in 
jbpposed,  he  complained.  In  October,  2001,  the  firm 
4«)te  some  of  the  memos  to  reflect  Bass's  opposition. 

OVED  Bass  says  Enron  execs  had  a  pipeline  into 
rsen's  internal  debates  and  saw  him  as  a  roadblock, 
arch,  2001,  under  pressure  from  Enron,  Houston 
j  the  national  office  to  remove  Bass  from  overseeing 
-and  from  the  PSG.  Both  requests  were  granted. 


Andersen's  top 
experts 
objected  to 
Enron's 
accounting, 
but  Duncan 
dismissed  their 
concerns 


DAVID  DUNCAN  RAN 
ANDERSEN'S  ENRON  TEAM 


PS(;  in  December,  1999.  Duncan  immedi- 
ately requested  that  he  devote  500  to 
750  hours  a  year  to  "Enron-specific  con- 
sultation," according  to  a  Bass  e-mail. 

But  the  relationship  quickly  went  sour. 
In  a  Dec.  18,  1999,  e-mail,  Bass  docu- 
mented a  disagreement  with  Duncan 
over  how  Enron  should  account  for  the 
sale  of  some  options  owned  by  one  of 
the  partnerships  managed  by  Enron's 
then-chief  financial  officer,  Andrew  S. 
Fastow.  Duncan,  citing  the  $;^0  million 
to  $50  million  charge  to  earnings  that 
Enron  would  face  under  Bass's  advice, 
appealed  to  Michael  C.  Odom,  Andersen's 
practice  director  in  Houston.  Odom  sided 
with  Duncan,  according  to  the  Bass  e- 
mail  and  lawyers  familiar  with  events. 
Odom's  attorney,  Peter  E.  Flenning  Jr.  of 
New  York's  Curtis,  Mal- 
let^Prevost,  Colt,  &  Mosle, 
refused  to  comment. 

Despite  Bass's  objec- 
tions, the  memo  Duncan's 
team  prepared  on  Dec. 
31,  1999,  to  document  the 
deal  claimed  that  Bass 
"concurred  with  our  con- 
clusions." And  as  Enron's 
partnerships  multiplied,  it 
grew  increasingly  impa- 
tient with  Bass's  objec- 
tions, acconJing  to  the  F»; 
member  and  an  attorney 
familiar  with  the  matter. 
E-mails  from  P^ebruary, 
March,  and  December, 
2(XX),  documented  Bass's 
frustration  with  Enron's 
deals.  "I  am  stUl  bothered 
with  this  transaction,"  he 
wrote  about  Enron's  pro- 
posal to  use  the  IJM  [)art- 
nership  to  hedge  stock  in 
an  Internet  venture  in 


February.  "It  looks  like  they 
have  parked  the  shares 
there"  to  convert  stock 
gains  into  income,  which  is 
not  normally  allowed. 

Finally,  in  March,  2(K)1, 
Duncan  relayed  Eru'on's  re- 
quest that  Bass  be  removed 
from  reviewing  Enron's  ac- 
counting, according  to  con- 
gressional investigators.  In 
a  Mar.  4,  2(K)1,  memo  to  his 
boss,  John  E.  Stewart,  the 
Fscj's  director  of  accounting, 
Bass  wrote  that  Richard  A. 
Causey — who  was  termi- 
nated as  F^nron's  chief  ac- 
counting officer  in  Feb, 
2(X)2 — had  singled  him  out 
as  "caustic  and  cynical" 
about  Enron's  accounting. 

Despite  his  removal  frf)m 
the  I'sc;,  Bass  got  involved 
in  Enron  issues  again  last 
fall.  As  Enron  prepared  to  announce  a 
$1.2  billion  writedown  in  shareholder  eq- 
uity caused  by  the  partnerships,  Bass 
reviewed  for  the  first  time  the  1999  and 
2000  file  memos  written  by  Duncan's 
team  that  claimed  Bass  had  supported 
Enron's  accounting.  On  his  objections, 
some  of  the  memos  were  amended  on 
Oct.  12  to  reflect  the  skepticism  he  hatJ 
expressed  when  the  deals  were  first  vetr 
ted.  But  by  then,  the  deals  had  done 
their  damage.  Enron's  third-quarter  earn- 
ings report  on  Oct.  16  started  the  com- 
pany's slide  into  its  Dec.  2  bankruptcy. 

The  Justice  Dept.  has  not  charged  An- 
dersen with  poor  accounting  decisions. 
But  disagreements  expressed  in  the 
memos  could  provide  fodder  for  the 
prosecutors'  claim  that  Andersen  was 
shredding  documents  U)  hide  them  from 
a  likely  SHC  investigation. 

The  clout  Andersen's  engagement 
partners  enjoy  has  also  been  emerging  as 
an  issue  in  Washington's  fxjst-Enron  re- 
form drive.  "The  five  big  accounting 
companies — all  of  them  except  Ander- 
sen— treated  their  national  quality  re- 
view board  with  authority  to  overrule 
the  local  partners,"  .says  House  FJnergy 
&  Commerce  Committee  Chairman  W.J. 
"Billy"  Tauzin  (R-La.).  But  that's  unlike- 
ly to  stop  calls  for  tighter  indefjendent 
oversight  of  auditors.  If  Andersen  sur- 
vives, both  the  SKc;  and  would-be  res- 
cuer Paul  A.  Volcker  insist  on  what  Vol- 
cker  calls  "central  and  unambiguous 
authority"  wielded  by  the  national  office 
over  the  front-line  auditors.  But  as  An- 
dersen is  sucked  down  mU>  the  whirlfXKjl 
that  was  Eru-on,  that  authority  will  come 
far  Ux)  late  for  investors — not  U)  mention 
Bass  and  his  job-hunting  partners. 

By  Mike  McNam^,e,  urith  Amy  Bor- 
ru8,  in  Washington  and  Christopher 
Paimeri  in  Los  Angeles 
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ACCOUNTING 


AUDITING  HERE, 
CONSULTING  OVER  THERE 

Major  corporations 
are  severing  the  two 
— before  regulators  make 
them  do  it 

For  Disney,  splitting  audit  from  con- 
sulting was  damage  control  as 
much  as  anything.  Over  the  years, 
the  company  known  among  nine- 
year-olds  for  Mickey  Mouse  and  Space 
Mountain  has  angered  shareholders  with 
over-the-top  executive  pay  packages  and 
other  corporate-governance  snafus.  But 
this  year,  shareholders  are  red-hot  over 
a  different  matter.  Last  fall,  a  group  of 
Walt  Disney  Co.  stock  owners  submitted 
a  shareholder  resolution  demanding  that 
the  company  stop  giving  lucrative  con- 
sulting contracts  to  its  auditor,  Price- 
waterhouseCoopers.  With  Enron  Corp. 
still  splashing  regularly  across  the  front 
pages,  investors  worried  that  the  audi- 
tor was  making  five  times  as  much  con- 
sulting to  the  Magic  Kingdom  as  it  was 
from  the  audit.  Could  they  skeptically 
review  its  books? 

That  was  one  black  eye  Disney  fig- 
ured it  could  avoid  easily  enough.  Well 
before  its  February  annual  meeting,  the 
company  decided  to  voluntarily  sepa- 
rate auditing  from  consulting.  '^We  didn't 
need  someone  to  tell  us  that  our  share- 
holders would  expect  this  of  us,"  says 
Disney  Chief  Financial  Officer  Thomas 
0.  Staggs. 

Disney  may  have  been  the  first  major 
company  to  split  consulting  and  audit- 
ing. But  many  more  have  followed  in 
what  is  emerging  as  a  sweeping  and  pre- 
emptive move  on  the  part  of  businesses 
to  rethink  their  relationships  ^vith  audi- 
tors weU  ahead  of  any  government  action. 
Even  as  the  Enron  hearings  continue  on 
Capitol  Hill  and  the  Securities  &  Ex- 
change Commission  debates  the  pros  and 
cons  of  splitting  auditing  and  consulting, 
similar  shareholder  resolutions  are  pend- 
ing at  22  other  companies.  And  at  least 
eight  other  companies  that  were  facing 
such  resolutions  have  taken  the  offen- 
sive and  moved  to  limit  auditor  business. 
Many  other  companies  aren't  waiting 
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Hfor  investors  to  «sk  questions.  In  the 
■past  few  weeks,  a  host  of  blue-chip  com- 
panies, including  Bristol-Myers  Squibb 
Co.  and  Apple  Computer  Inc.,  have  an- 
|nounced  new  limits  on  their  auditors, 
according  to  the  Investor  Responsibility 
Research  Center.  "I  don't  know  of  an 
audit  committee  that  doesn't  have  dis- 
cussing this  on  the  agenda,"  says  Len 
Schutzman,  former  treasurer  of  PepsiCo 
Inc.  and  a  member  of  a  number  of 
board  audit  committees. 

The  stakes  for  Big  Five  consulting 
arms  and  independent  consulting  firms 
-are  huge,  as  corporations  rush  to  reshuf- 


WHAT  CONSULTING 
DO  AUDITORS  DO? 

Tlie  Big  Five  now  get  54%  of  revenues  from 
luj-  work  and  consulting.  The  key  segments. 


TAXES 

Closely  linked  to  auditing,  all  the  big  firms 
offer  tax-related  services  ranging  from 
preparing  corporate  returns  and  handling  the 
taxes  of  expatriate  execs  to  constructing  tax 
shelters.  Many  companies  prefer  to  have 
auditors  retain  their  tax  consulting  work. 


INFORMATION  TECHNOLOGY 

IT  consulting  remains  a  big  business  for  three 
of  the  Big  Five.  But  KPMG  and  Ernst  &  Young 
have  already  divested  their  IT  consultants, 
and  two  others,  PWC  and  Deloitte  &  Touche, 
plan  to  do  so  in  the  near  future. 

OUTSOURCING 

Companies  outsource  everything  from  running 
their  HR  departments  to  staffing  computer 
help  desks  to  the  Big  Five.  Most  controversial 
has  been  internal  audits,  an  area  in  which 
Arthur  Andersen  has  been  a  dominant  player. 

STRATEGIC  PLANNING 

Although  smaller  than  traditional  players  like 
McKinsey,  the  Big  Five  brought  in  $2.8  billion 
for  work  that  includes  advising  companies 
on  streamlining  their  processes  or  making 
manufacturing  more  efficient. 

MERGERS  &  ACQUISITIONS 

Not  a  huge  source  of  revenue,  but  M&A  work 
fills  out  the  Big  Five's  promise  of  offering 
a  wide  array  of  services.  The  work  includes 
drawing  up  a  list  of  companies  for  acquisition 
and  helping  iron  out  integration  issues. 

Data:  Consultants  News,  Bowman's  Accounting  Report 


fle  the  deck.  Much  of  the  business  at 
stake  is  info-tech  consulting,  but  there 
are  other  major  lines  of  business  affected 
as  well.  On  the  table  is  everything  from 
strategic  management  consulting  to 
mergers-and-acquisition  work  and  even 
outsourcing.  Big  Five  firms  contnjl  about 
20%  of  the  total  consulting  market,  al- 
most $2;?  billion  of  annual  revenue. 

Of  the  Big  Five,  three  will  be  most 
directly  affected:  Arthur  Andersen,  De- 
loitte &  Touche,  and  Pricewaterhouse- 
Coopers.  That's  because  those  firms 
have  yet  to  split  off  their  technology 
consulting  practices,  although  Deloitte 
and  PWC  are  moving  in 
that  direction,  kpmg  and 
Ernst  &  Young,  which 
sold  their  high-tech  con- 
sulting arms  in  the  past 
two  years,  will  not  be 
hit  nearly  as  hard. 

All  in  all,  sg  Cowen 
Securities  Corp.  analyst 
Moshe  Katri  estimates 
there  is  $4  billion  to 
$5  billion  worth  of  annu- 
al consulting  being  done 
by  "conflicted"  auditors, 
a  massive  pot  of  gold  for 
the  firms  that  can  wrest 
it  away.  "I've  never  seen 
anything  like  this  be- 
fore," says  Terry  Ozan, 
CEO  of  the  Americas  for 
independent  consulting 
giant  Cap  Gemini  Ernst 
&  Young,  and  a  30-year 
veteran  of  the  industry. 
Ozan  figures  thousands 
of  companies  are  in  the 
market  for  new  consult- 
ants. "When  you  ask 
'When  do  you  want  to 
do  this?'  they're  looking 
at  their  watch,  not  their 
calendar." 

Not  everyone  thinks 
the  rush  to  split  is  smart. 
Securities  &  Exchange 
Commission  Chairman 
Harvey  L.  Pitt  frets  that 
a  forced  split  between 
auditing  and  consulting 
will  make  audits  worse, 
not  better.  Without  the 
lure  of  consulting  work, 
"it's  hard  to  see  the  best 
and  the  brightest  minds 
going  into  [the  account- 
ing] field,"  Pitt  warns. 
Although  he  endorses 
barring  auditors  from 
performing  internal  au- 
dits for  clients,  he'd  pre- 
fer that  the  SRC  and 
board  audit  committees 
decide  case-by-case  on 
other    consulting    jobs. 


Even  companies  looking  to  bid  out  some 
consulting  have  so  far  fought  to  retain 
their  auditors  as  tax  advisers.  They  ar- 
gue that  those  services  are  improved 
by  the  auditor's  deep  knowledge  of  the 
company's  numbers. 

But  tax  advice  is  only  one  segment  of 
the  nonaudit  work  Big  Five  firms  do, 
and  the  market  isn't  waiting  for  regula- 
tors to  act  before  they  divvy  up  the 
rest.  Clients  worth  $200  million  in  con- 
sulting revenue  have  already  dropped 
Andersen,  according  to  trade  journal 
Consultants  News,  based  in  Peterbor- 
ough, N.H.  For  PWC,  Disney's  decision 
to  break  off  consulting  from  auditing 
alone  is  a  huge  hit:  In  2001,  PWC  earned 
$48  million  selling  services  other  than 
auditing  to  the  entertainment  giant.  On 
the  audit  itself,  it  earned  $8.7  million. 

The  independence  issues  that  com- 
panies like  Disney  are  grappling  with 
are  relatively  new.  A  decade  ago,  most 
large  businesses  wouldn't  have  relied 
on  their  auditors  for  much  nonaudit 
work.  In  the  1980s,  companies  were 
more  likely  to  look  to  firms  like  Mc- 
Kinsey &  Co.  and  Boston  Consulting 
Group  Inc.  for  strategic  or  manage- 
ment advice.  But  as  the  1990s  took 
hold,  consultants  that  had  once  special- 
ized in  just  identifying  problems,  in- 
cluding those  at  the  then-modest  prac- 
tices of  the  Big  Five  firms,  increasingly 
took  an  active  role  in  trying  to  solve 
them.  A  fervor  for  IT  consulting  took 
hold,  and  auditors  found  they  had  an 
advantage  relative  to  the  competition. 
Chief  financial  officers — with  whom  the 
auditors  already  had  a  trusted  rela- 
tionship— often  controlled  the  IT  budg- 
ets. Soon,  the  Big  Five's  consulting 
businesses  were  growing  35%  a  year 
with  IT  and  a  range  of  other  services 
flourishing. 

Now  the  tables  have  turned.  Instead 
of  the  Big  Five  boasting  of  having  a 
myriad  of  services  to  offer,  other  con- 
sultants are  selling  customers  on  their 
independence.  In  January,  tech-services 
giant  EDS  decided  to  go  after  the  Big 
Five's  biggest  consulting  clients,  a 
hit  list  of  more  than  50  choice  companies 
that  were  using  their  auditors  for  IT 
consulting.  Where  only  30%  to  40%  of 
these  prospects  would  have  considered 
EDS  in  the  past,  now  70%  to  80%  are 
entertaining  its  bids,  says  John  W  Mc- 
Cain, president  of  the  E  Solutions  unit 
of  EDS.  "The  door's  open  now,"  says 
McCain,  who  has  boosted  his  pipeline 
of  pending  deals  15%  to  20%. 

Despite  the  hard  sell  from  independ- 
ents, many  companies  are  choosing  in- 
stead to  switch  one  Big  Five  name  for 
another.  On  Feb.  22,  when  bankruj)t  re- 
tailer Kmart  Corp.  took  its  financial  ad- 
visory business  away  fi^om  auditor  PWC, 
it  gave  it  to  Ernst  &  Young.  "It's  trad- 
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ing  Park  Place  for  Boardwalk,"  says 
Mac  J.  Slingerlend,  president  of  ciber 
Inc.,  a  boutique  consulting  firm  based  in 
Greenwood  Village,  Colo.,  that  often 
competes  with  the  Big  Five.  "They're 
sorting  it  out  among  themselves." 

Even  so,  taking  work  away  from  one 
consultant  and  giving  it  to  another  can 
have  big  trade-offs.  Companies  get  the 
benefit  of  looking  clean,  but  they're  of- 
ten giving  up  firms  they  were  happy 


with.  And  severing  ties  can  be  quite 
messy.  "You  just  can't  drop  your  con- 
sultant in  the  middle  of  a  project,"  says 
Kmart  Audit  Committee  Chairman 
Thomas  T  Stallkamp. 

Still,  changing  auditors,  executives 
agree,  would  be  even  more  disruptive. 
That's  why  most  companies  making  the 
split  are  keeping  their  auditor  and  mov-. 
ing  their  consulting.  Avon  Products' 
board,  for  instance,  recently  decided  to 


I 


restrict  its  auditor  to  audit  and  tax  worM 
CFO  Robert  J.  Corti  says  it  shouldn't  b'l 
hard  to  find  suitable  consulting  altemal 
tives.  "There  are  a  lot  of  other  gooil 
firms  out  there  specializing  in  everythinJ 
you  can  think  of,"  says  Corti.  And  thet| 
phones  are  ringing  off  the  hook. 

By  Nanette  Byrnes  in  New  York, 
Mike  McNamee  in  Washington,  RomilA 
Graver  in  Los  Angeles,  Joann  Mullel 
in  Detroit,  and  Atidrew  Park  in  DallaA 


COMMENTARY 


By  Joseph  Weber 


WHY  VOLCKER'S  PLAN  IS  STILL  A  LONG  SHOT 


It  was  a  tough,  though  probably  in- 
evitable decision:  On  Mar.  26,  after 
months  of  missteps  in  his  handling 
of  the  scandal  that  has  engulfed 
Arthur  Andersen  LLP,  Chief 
Executive  Joseph  F. 
Berardino  finally 
stepped  aside.  His  res- 
ignation now  offers  An 
dersen  a  glimmer  of  a 
hope  for  survival — 
though  not  much  more 
than  that. 

Indeed,  no  sooner 
had  Berardino  quit 
than  the  firm's  partners  be 
gan  to  fall  in  line  behind  a 
controversial  rescue  plan 
that  former  Federal  Re- 
serve Chairman  Paul  A. 
Volcker  is  trying  to  put  in 
place.  As  BusinessWeek 
went  to  press,  leaders  of 
Andersen's  audit  partners  agreed  to 
back  the  Volcker  proposal.  If  the 
firm  as  a  whole  endorses  it,  Volcker 
would  pick  new  'jJdFi^f^efhef Jt  for  a 
restruct'iL\iu  company°that  v^ojld  fo- 
v^.  solely  on  auditing. 

But  that's  only  a  first  step — and 
the  clock  is  ticking.  Volcker  says  his 
plan  must  move  forward  in  "a  matter 
of  days"  or  he  may  abandon  ship.  As 
soon  as  they  win  backing  for  Volck- 
er's  plan,  Andersen's  current  leaders, 
including  U.  S.  practice  head  Larry  J. 
Gorrell,  should  quickly  step  aside  to 
make  way  for  a  new  management 


a  settlement  in  scores  of  lawsuits 
filed  on  behalf  of  Enron  Corp.  work- 
ers and  shareholders. 

If  that  all  soimds  like  a  tall  order, 
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consider  that  Volcker  must  do  it  aU 
before  legions  of  partners  and  other 
key  employees  decide  to  pack  it  in 
and  find  new  jobs.  Unless  enough 
partners  see  some  reason  for  staying, 
they'll  bolt  just  as  so  many  of  the 
firm's  foreign  affiliates  are  now  do- 
ing. Volcker's  plan  is  strong  medi- 
cine, says  former  Andersen  CEO 
i}uane  R.  Kullberg.  "The  patient,"  he 
says,  "has  to  be  willing." 

^t  new  leadership  would  be  a 
good  s^^rt-  Andersen's  biggest  prob- 
lem overSj-h^  P^^  ^^^  years  has 
been  a  lacK°f  strong,  decisive  man- 


team.  Then,  Volcker  must  rapidly  find     agement.  After  getting  entangled  in 
a  way  to  convince  the  Justice  Dept.         a  string  of  high-profile  audit  fail- 


to  drop  its  indictment  of  Andersen, 
persuade  the  Securities  &  Exchange 
Commission  to  allow  Andersen  to 
continue  auditing  the  books  of  its 
publicly-traded  customers,  and  reach 


ures— including  Sunbeam,  the  Bap- 
tist Foundatio^i  of  Arizona,  and,  most 
notoriously  befP"e  Enron,  the  fraud- 
tarred  failure  ol  Waste  Manage- 
ment—Anderseii's  leadership  missed 


the  chance  to  clean  up  the  firm's  act. 
Many  of  the  partners  and  account- 
ants involved  with  the  earlier  scan- 
dals remained  at  the  firm.  And  they 
came  up  with  the  firm's 
questionable  document  re- 
tention policy.  Andersen  also 
passed  up  one  opportunity 
after  another  to  upgrade  its 
standards  and  procedures  or 
impose  tougher  national  con- 
trols on  its  too-independent 
regional  offices. 

Cleaning  house  could  also 


TICK,  TOCK 


The  former  Fed 
chief  (above) 
says  his  plan 
must  move  forward  in 
"a  matter  of  days"  or 
he'll  abandon  ship 

go  a  long  way  toward  ending  what 
remains  Andersen's  toughest  prob- 
lem: resolving  the  obstruction  of  jus- 
tice charges.  In  the  end,  its  best  bet 
for  survival  may  be  a  guilty  plea  in 
conjunction  with  sweeping  reforms 
and  management  changes — a  deal 
that  Volcker  can  propose  far  more 
convincingly  than  Berardino.  It's  a 
tough  decision — but  ultimately  one 
that  the  firm,  like  Berardino,  may 
have  little  choice  but  to  make. 

Chicago  Bureau  chief  Weber  covers 
Andersen. 
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Soccer  is  tough  on  players.  Brutal  on  networks,  it's  a  merciless  test  of  power  and 

agility.  Over  a  period  of  just  four  weeks,  tfie  amount  of  mission-critical  voice  and  data  generated  by  the 
FIFA  World  Cup'"  could  rival  what  many  companies  generate  in  a  year.  That's  why  they  chose  Avaya  to 
build  one  of  the  world's  largest  converged  networks.  And  with  billions  watching,  we're  showing  the  world  that 
our  converged  network  can  stand  up  to  the  most  arduous  proving-ground  yet.  To  see  why  over  90%  of  the 
FORTUNE  500^  power  their  business  with  Avaya  voice  and  data  communications,  visit  avaya.com/nowone. 
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THE  CREDIT-RATERS:  HOW  THEY  WORK 
AND  HOW  THEY  MIGHT  WORK  BEHER 

As  Washington  bears  down,  talk  of  new  rules,  new  tools,  and  more  competition 


Credit-rating  agencies  are  the 
newest  target  of  congressional  ire 
over  the  Enron  debacle.  What's 
gotten  Washington's  attention  is 
their  failure  to  uncover  the  extent  of 
Enron's  weakening  financial  condition 
and  the  pace  at  which  they  downgraded 
the  energy  trader  in  the  months  prior 
to  its  implosion.  Despite  growing  ques- 
tions about  Enron's  ties  to  the  private 
partnerships  that  proved  its  undoing, 
the  agencies  kept  it  at  an  investment- 
grade  rating  until  just  four  days  before 
it  filed  for  bankruptcy  on  Dec.  2,  2001. 
At  a  Mar.  20  hearing,  Senate  Govern- 
mental Affairs  Committee  Chairman 
Joseph  I.  Lieberman  (D-Conn.)  sug- 
gested tougher  regulation  of  the  rat- 
ings industry  may  be  needed.  "Power  of 
this  magnitude  should  go  hand  in  hand 
with  some  accountability,"  he  said. 

For  years,  the  ratings  agencies  have 
wielded  enormous  quasi-governmental 
power.  Federal  securities  law  recognizes 
just  three  raters:  Moody's  Investors  Ser- 
vice, a  unit  of  Moody  Corp.;  Standard  & 
Poor's,  which  is  owned  by  The  McGraw- 
Hill  Companies,  the  corporate  parent  of 
BusinessWeek;  and  Fitch  Inc. 


Here's  a  primer  on  why  the  agencies 
exist,  how  they  work,  and  what  new 
regulations  or  self-imposed  changes 
might  be  in  the  offing: 

What's  the  role  of  rating  agencies? 

They  assess  and  grade  the  credit- 
worthiness of  companies  and  public  en- 
tities that  issue  debt  and  the  debt  itself. 
All  three  (Standard  &  Poor's,  Moody's, 
and  Fitch)  have  teams  of  analysts  who 
grill  executives  about  operations,  fi- 
nances, and  management  plans,  then  sift 
the  data  to  arrive  at  a  rating.  All  use 
letter-based  grading  systems,  s&p's  rat- 
ings, for  example,  range  from  AAA  for 
the  most  financially  stable  companies  to 
D  for  a  company  in  default. 

Ratings  serve  other  purposes,  too. 
They  help  determine  the  interest  rate  a 


company  pays  on  its  debt  and  the  pricJ 
at  which  debt  trades.  Equity  analystsf 
and  investors  regard  ratings  as  a  kejl 
measure  of  a  company's  financial  health! 
Some  loans  must  be  restructured  or  re  I 
paid  if  an  issuer's  credit  rating  falls  be] 
low  investment  grade. 

How  did  rating  agencies  start? 

John  Moody  invented  ratings  in  1909 
when  he  published  the  Manual  of  Rail 
road  Securities,  which  rated  200  rail 
roads  and  their  securities.  The  Stan 
dard  Co.  began  grading  bonds  in  1916 
Poor's  and  Fitch  followed  in  the  1920s 
Poor's  and  Standard  merged  in  1941 
All  initially  made  their  money  by  charg 
ing  investors  for  their  ratings.  They  be- 
gan charging  issuers  instead  in  the 
1970s,  partly  because  the  spread  of  pha 


Does  the  Enron  debacle  reveal 
chinks  in  the  industry's  structure - 
or  just  a  need  to  get  tougher? 
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They  both  took  care  of 

business. 


Took  care  of  their 

families. 


^1 
^1 


So  why  will  one 

leave  his  family  with  every 


advantage 


f 


while  the  other  leaves 


everything  to  chance? 


The  difference  is  an  estate  plan  that  will  leave 
more  of  your  assets  where  you  want  them  to  go. 
Northwestern  Mutual  Financial  Representatives 
offer  expert  guidance  in  estate  planning,  as  well 
as  a  network  of  specialists  to  help  get  you  closer  to 
all  your  financial  goals. 
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tocopying  made  it  easy  for  nonpaying  in- 
vestors to  get  hold  of  ratings. 

How  did  raters  acquire  government- 
sanctioned  roles? 

In  1936,  the  Comptroller  of  the  Cur- 
rency decreed  that  banks  could  hold 
only  investment-grade  securities.  Ever 
since,  regulators  have  been  delegating 
risk  assessment  to  the  rating  agencies. 
A  rising  tide  of  regulatory  requirements 
has  forced  banks,  insurers,  mutual  funds, 
and  other  financial  institutions  to  pay 
attention  to  bond  ratings.  The  upshot: 
Companies,  mimicipahties,  and  govern- 
ments that  want  to  tap  the  U.  S.  capital 
markets  need  credit  ratings. 

Why  are  there  only  three? 

To  prevent  unscrupulous  outfits  from 
selling  triple-A  ratings  to  the  highest 
bidders,  the  Securities  &  Exchange  Com- 
mission in  1975  designated  the  ratings 
of  Moody's,  s&P,  and  Fitch  as  the  only 
ones  that  may  be  used  to  satisfy  credit- 
worthiness regulations.  The  sec  later 
anointed  four  more  as  "Nationally  Rec- 
ognized Statistical  Ratings  Organizations." 
Mergers  have  left  just  the  original  three. 

Are  the  agencies  privy  to  information 
that  analysts  and  investors  lack? 

Usually.  An  exemption  from  sec  rules 
lets  companies  reveal  sensitive  financial 
information  only  to  bond-raters.  It  may 
be  cUent  lists  or  profits  on  particular 
business  lines.  Companies  aren't  re- 
quired to  divulge  the  info  to  raters,  but 
many  do  so  in  an  effort  to  put  their  fi- 
nancial health  in  the  best  hght. 

As  Enron's  condition  worsened,  what  did 
the  rating  agencies  do? 

Beginning  in  late  October,  after  En- 


1 1  Power  of  this 
magnitude  should 
go  hand  in  hand  with 
some  accountability  11 

—  SENATOR  JOSEPH  LIEBERMAN 


ron  announced  a  $2.2  billion  equity 
write-down,  the  agencies  gradually  low- 
ered their  ratings  and  short-term  out- 
looks. But  they  kept  Enron  at  just- 
above  junk  status  until  Nov.  28,  when  it 
became  clear  that  an  acquisition  by 
Dynegy  Corp.  was  unraveling. 

The  agencies  say  Enron  duped  them 
with  incomplete  and  misleading  informa- 
tion about  private  partnership  deals.  In 
particular,  Enron  failed  to  reveal  its 
Chewco,  Raptor,  and  UM  partnerships, 
s&P  Managing  Director  Ronald  M.  Barone 
told  lawTnakers.  He  also  said  that  s&p's 
investment-grade  rating  on  Enron  in  No- 
vember was  coupled  with  public  warnings 
that  it  woiild  be  lowered  to  jimk  status 
absent  the  merger  with  Dynegy. 

Critics  insist,  however,  that  the  raters 
should  have  pressed  Enron  harder  for 
answers  and  should  have  dowTigraded 
the  company  sooner. 

What  might  prod  rating  agencies  to  do  a 
better  job? 

Senator  Lieberman  is  considering  ask- 

ALL  DEBTORS  ARE 
NOT  ALIKE 

Defaults  on  investment  grade  bonds 
— those  rated  BBB-  or  better — 

dont  happen  very  often 
ORIGINAL  DEFAULT 


RATING 

RATE* 

AAA 

0.52% 

AA 

1.31 

A 

2.32 

BBB 

6.64 

BB 

19.52 

B 

35.76 

ccc 

54.38 

*Percentage  of  defaults  by  issuers  rated  by 

Standard  &  Poor's  over  the  past  15  years. 

based  on  rating  they  were  initially  assigned 

Data:  standard  &  Poor's  Corp. 


ing  the  SEC  to  act  as  watchdog  for 
the  agencies.  Tighter  regulation 
could  include  regular  audits  of  the 
raters'  timeliness  and  accuracy.  The 
commission  is,  in  fact,  mulling 
whether  to  keep  a  closer  watch 
over  the  raters.  Other  critics  think 
a  jolt  of  competition  would  force 
the  agencies  to  scrutinize  compa 
nies  more  aggressively.  They  want 
the  SEC  to  extend  the  raters'  speciali 
status  to  new  competitors.  At  least  one, 
Egan-Jones  Rating  Co.,  which  sells  rat- 
ings to  investors,  dowmgraded  Enron  to| 
junk  a  month  before  the  big  agencies 

Why  not  just  abolish  the  agencies'  special  | 
status  and  let  the  market  gauge  credit- 
worthiness? 

Some  critics  want  to  eliminate  thel 
agencies'  special  standing  altogether.j 
They  would  put  responsibihty  for  en^ 
suring  creditworthiness  back  on  bar 
and  other  regulators  and  let  investorsj 
buy  ratings  as  they  saw  fit.  Some  woulc 
replace    credit    ratings    with    crediti 
spreads — the  difference  between  th< 
yield  to  maturity  on  the  security  beinj 
evaluated  and  the  yield  to  maturity  on 
similar,  risk-fi*ee  security,  such  as  a  U.S^ 
government  obligation. 

But  such  a  radical  move  would  force 
a  rewrite  of  hundreds  of  regulations 
that  require  pension  funds  and  others  tc| 
hold  securities  that  meet  specific  risi 
standards.  Someone,  or  the  sec,  would! 
have  to  develop  the  formula  for  deter-[ 
mining  the  credit  rating  equivalent  of 
credit  spread.  And  credit  spreads  don'ij 
apply  to  new  or  complex  issues. 

Are  there  steps  the  agencies  can  take  to ' 
improve  their  ratings? 

They  are  considering  more  frequent 
reviews  of  ratings.  But  so  far,  investorsj 
have  balked  at  such  changes.  They  fei 
it  would  make  stock  and  bond  markets! 
more  volatile.  After  Moody's  suggeste 
speedier  judgments  about  companies! 
ability  to  repay  debts,  they  were  floodecj 
with  complaints  by  institutional  in-T 
vestors.  Greater  volatility  in  ratings! 
could  force  companies  to  pay  a  highei| 
price  to  tap  the  debt  markets. 

The  agencies  have  also  begvm  usind 
new  financial  tools,  such  as  quantitativ(| 
risk  modeling,  which  relies  on  stock  ancl 
bond  prices  to  predict  the  likelihood  of 
default.  And  they  promise  to  alert  in| 
vestors  to  loan  "triggers,"  such  as 
stock-price  or  ratings  decline,  that  coulcl 
force  a  company  to  renegotiate  or  repajj 
loans  to  bankers. 

By  Amy  Borrus,  nnth  Mike  McNar. 
in  Washington  and  Heather  Timmoru\ 
in  New  York 
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By  Lorraine  Woellert  and  Lee  Walczak 

CAMPAIGN  REFORM'S  DANGEROUS  AFTERSHOCKS 


On  Mar.  27,  President  Bush  signed 
into  law  a  campaign-finance  re- 
form bill  forced  upon  him  by  a 
coalition  led  by  Senators  John  McCain 
(R-Ariz.)  and  Russ  Feingold  (D-Wis.). 
Chances  are  good  that  a  conservative 
Supreme  Court  wSl  strike  down  the 
measure's  limits  on  strident,  often-de- 
ceptive issue  ads,  curbs  that  could  in- 
fringe free  speech.  But  the 
heart  of  the  statute — a  ban  on 
the  national  parties'  ability  to 
raise  unregulated  "soft 
dollars"  from 
wealthy  donors — 
likely  will  survive. 
Great  news  for 
the  republic? 
Maybe  not. 

More  than  200 
years  ago,  the  Founding 
Fathers  warned  of  an  in- 
herent flaw  of  democracy: 
The  tendency  for  We  the 
People  to  splinter  into 
factions.  James  Madison 
called  such  schisms  "mor- 
tal diseases"  that  could 
undo  the  republic.  Madi- 
son and  the  Founders  en- 
visioned a  strong  party 
system  to  keep  the  new 
nation  from  being  torn 
asunder  by  regional,  fac- 
tional, and  religious 
strife.  Over  the  years,  the 
now-dominant  Democrats 
and  Repubhcans  have 
proven  remarkably  adept 
at  fulfilling  that  mission — 
and  at  absorbing  splinter 
parties  that  threatened 
their  hegemony. 

Today,  the  national  par- 
ties continue  to  provide 
vital  stability.  They  rally  voters  of 
like  ideologies  toward  the  center  and 
keep  the  fringe  elements  in  check 
with  "big  tent"  appeals  that  moderate 
the  pohtical  debate.  "Democracy  can't 
be  a  free-for-all,"  says  Robert  D.  Mc- 
Clxire,  a  Syracuse  University  political 
scientist.  "The  weaker  the  parties, 
the  weaker  the  government." 

Unfortunately,  an  unintended  con- 
sequence of  the  campaign-finance  re- 
form law  may  be  to  undermine  the 
parties'  stabilizing  role.  That's  not  to 


say  that  the  surge  in  soft  money  is- 
n't troubling,  or  in  need  of  fixing.  In  . 
the  last  election,  Democrats  and  Re- 
pubhcans racked  up  $495  million  in 
soft  dollars  from  fat  cats,  corpora- 
tions, unions,  and  groups  such  as  the 
National  Rifle  Assn.  The  money  pro- 
xided  access  and  gave  the  appear- 
ance that  lawmakers  were  bought  by 
special  interests. 

But  the  new'  law  might  have  dis- 


AGGRAVATING  POLITICAL  FRAGMENTATION 

The  national  parties  are  likely  to  fare  poorly 
under  the  new  campaign-finance  lam  Here's  why: 


►  With  access  to 
large,  unregulated 
contributions  cut 
off,  parties  will 
have  to  spend 
more  time  and 
money  eliciting 
small  donations 
from  individuals. 
That  could 
lessen  the 
parties'  power. 


►  Large  donors 
will  write  checks 
to  state  parties 
instead  of 
national  commit- 
tees. Since  many 
state  groups  are 
more  ideological- 
ly extreme,  more 
partisanship  in 
Washington 
could  result. 


►  New  spending 
limits  on  getting 
out  the  vote  and 
voter  registration 
mean  that  unions 
and  other 
special-interest 
groups  could  fill 
the  void.  Their 
contributions  will 
explode,  as  will 
their  sway. 


turbing  results.  Party  discipline  has 
been  weaning  since  the  turn  of  the  19th 
century,  with  the  decline  of  big-city 
machines  and  the  reform  movement's 
rise.  Changes  instituted  by  clean-gov- 
ernment crusaders  in  the  1970s  inad- 
vertently helped  spur  the  rise  of  polit- 
ical action  committees.  But  when 
Watergate-era  reforms  set  $1,000  caps 
on  what  individuals  could  give  to  a 
candidate  in  each  election,  huge  slugs 
of  pohtical  money  sloshed  to  the  na- 
tional parties  as  unlimited  soft  dollars. 


As  a  result,  party  headquarters 
gained  new  leverage  over  state  com- 
mittees. National  strategists  became 
dispensers  of  cash  that  could  fund 
get-out-the-vote  drives  and  buy  ads. 
"It  helped  revive  a  role  for  parties 
not  seen  for  decades,"  says  Bruce  E. 
Cain,  a  political  scientist  at  the  Uni- 
versity of  California  at  Berkeley. 
Now,  it  will  fall  to  states  to  fi- 
nance voter  drives 
and  phone  banks. 
^ife*       But  the  reform  lets 
'^     donors  give  state  par- 
ties a  max  of  only 
$10,000  for  such  efforts. 
"That's  chicken  feed," 
says  Benjamin  Ginsburg, 
a  counsel  to  the  Bush 
campaign.  "States  won't 
be  able  to  pay  for  this 
stuff  with  that  kind  of 
money."  The  upshot: 
"The  void  will  be  filled 
by  the  Sierra  Club,  the 
National  Right  to 
Life  Committee,  la- 
bor unions,  and  the 
like,  all  of  which  boosts 
fragmentation." 

Indeed,  voters  can  ex- 
pect a  deluge  of  the  very 
attack  and  issue  ads  that 
reformers  hope  to  curb. 
Single-issue  groups  could 
wTest  control  of  the  politi- 
cal debate.  "Do  you  as  a 
candidate  want  to  be 
more  beholden  to  the  nra 
than  the  GOP?"  asks  Jan 
Baran,  a  Repubhcan  on 
the  bipartisan  legal  team 
fighting  the  new  law. 

Yes,  there's  something 
to  be  said  for  a  law  that 
forces  pohticians  to  raise  the  bulk  of 
their  money  from  small  givers.  But 
McCain  &  Co.  can't  guarantee  that 
reform  won't  divide  the  body  poUtic. 
"Reformers  beheve  that  something  is 
always  better  than  nothing,"  Cain 
says.  "But  it's  sometimes  worse." 
Given  the  vmintended  consequences 
of  earUer  reforms,  that  conclusion 
can't  easily  be  dismissed. 

Woellert  and  Walczak  cover  poli- 
tics in  Washington. 
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TOYOTA  HYBRID  SYSTEM 


CO2  ^'2  NOx  ^'10  SULEV 

compared  to  conventional  gasoline  engines 


Pick  up  Jason.  Pick  up  Scott.  Drop  off  Scott.  Drop  off 
Jason.  Pick  up  dry  cleaning.  Pick  up  Scott.  Jason? 


The  gasoline/electric  hybrid  Prius.  It  drives  efficiently  even  when  you  don't.  It  combines  a  super-efficient  gas  engine 
with  an  advanced  electric  motor  that  never  needs  to  be  plugged  in.  It  idles  less,  so  it  wastes  less  energy.  It  even  comes  with 
available  GPS  navigation.  All  of  which  makes  Prius  a  more  intelligent  way  to  drive.  So  you  can  concentrate  on  other  things. 


GET  THE  FEELING  TOYOTA 

,  -^loyota:—    '•    - 


52/45  MPG*     PRIUS  I  genius 


—  'All  figures  based  on  2001  EPA  estimates  City/hwy  MPG  Actual  results  may  vary  suLEV-certified  for  California  and  some  Northeastern  states  ULEV-certified  for  the  rest  of  the  country  For  more 
nformation,  please  see  wwwarb  ca  gov  ®200l  Toyota  Motor  Sales.  US  A  ,  Inc 
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STRATEGIES 

THE  TIDE 
IS  TURNING 
ATP&G 

But  robust  profits,  based  on 
cost-cutting,  may  not  last 

For  nearly  a  year  and  a  half,  Procter 
&  Gamble  Co.  investors  have  looked 
for  signs  that  a  turnaround  is  gain- 
ing speed.  They  got  the  strongest  signal 
yet  on  the  morning  of  Mar.  19,  when 
the  consumer-product  giant — maker  of 
Pampers,  Crest,  and  a  host  of  other  fa- 
miliar household  goods — reported  that  it 
would  soundly  beat  Wall  Street  esti- 
mates of  $0.81  per  share  for  the  quarter 
ended  Mar.  31,  with  profits  rising  10% 
or  more  year-on-year.  That  meant  the 
company  would  meet  its  own  goals 
sooner  than  planned.  At  an  investors' 
conference,  P&G  execs  seemed  confi- 
dent that  the  dark  days  of  two  years 
ago,  when  it  routinely  missed  making 
its  numbers  under  former  ceo  Durk  I. 
Jager,  were  over. 

Investors  are  certainly  buying  into 
that  optimistic  view.  In  the  past  year, 
P&G  stock  has  risen  43%,  to  about  $90  a 
share.  Some  of  that  gain  has  come  be- 
cause investors  have  fied  the  tech 
sector  and  sought  safe  haven 
in  Old  Economy  stal 
warts.  But  the  stock 
cUmb,  say  analysts, 
also  reflects   some 
smart    moves    by 
CEO  A.G.  Lafley, 
who  was  unavail- 
able for  comment. 
Since   he   took 
over  the  helm  in 


June,  2000,  Lafley  has  cleaned  house  at 
P&G.  He  has  gotten  rid  of  slow-growth 
products  such  as  Crisco  shortening  and 
Comet  cleanser.  He  has  brought  a  new 
focus  and  resources  to  core  brands  such 
as  Tide.  And  he  has 
sought  out  faster-grow- 
ing, more  profitable  ar- 
eas such  as  beauty  and 
hair  care.  Case  in  point: 
Last  November,  P&G 
shelled  out  $4.95  billion 
for  Clairol  Inc. 

Moreover,  Lafley  has 
proved  an  adept  cost- 
cutter  Reorganizing  P&G, 
he  will  wring  out  $700 
miUion  in  costs  this  fiscal 
year.  Some  of  that  has 
flowed  directly  to  the  bottom  Une,  while 
some  has  been  used  to  back  promotions 
and  price  cuts  for  P&G  mainstays  such 
as  Tide. 

And   unlike   the 
Jager      regime, 
which  was  eager 
to  show  big  gains 
when    P&G    was 
competing     for 
investor  atten- 
tion   with    the 
glittery  tech  sec- 
tor,    the     more 
subdued  economy 
has   allowed   P&G 
to  set  achiev- 
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CEO  LAFLEY: 

Modest  hits 
and  acquisi- 
tions— but 


able  goals.  That  has  made  it  less  likel 
to  disappoint  investors.  Lafley  has  scale 
back  p&g's  long-term  performance  goa 
to  4%  to  6%  sales  growth,  from  6%  t 
8%,  and  to  "double-digit"  earnin 
growth  instead  of  Jager 
specific  13%  to  15% 

For  all  that,  naggm 
worries  still  exist  tha 
p&G  cannot  meet  eve 
those  reduced  targets  fc 
very  long.  "The  compt 
ny   is   not   out   of  th 
woods  yet,"  says  Patric 
Schumann,  an  analyst  a 
Edward  Jones.  For  ont 
p&G  is  creating  most  ( 
the  growth  in  its  exist 
ing  brands  through  di^ 
counting.  That  explains  why  sales  i 
the  most  recent  quarter  rose  by  ju 
2%,  while  imit  volume  climbed  by  4' 
Lafle/s  strategy  is  to  use  promotions 
win  over  customers,  who  will  then  sta; 
with  a  brand  as  pricier  versions  comi 
out.  But  it  may  be  a  risky  plan.  "Coi 
sumers  are  only  loyal  to  the  brand  th 
is  on  sale,"  warns  Albert  E.  Lees  II 
president  of  Lees  Supermarket,  an  u; 
scale  grocer  in  Westport,  Mass. 

Moreover,  p&g's  promotional  strat 
gy  depends  on  savings  from  its  restrui 
turing  and  division  sales.  But  that  $7i 
miUion  windfall  won't  last  forever.  P& 
already  projects  those  savings  will  fi 
by  40%  next  year. 

To  keep  its  momentum,  P&G  bad! 
needs  some  new  blockbuster  product' 
Recent  product  launches,  such  as  th' 
Swiffer  electrostatic  dust  mop  and  Fi] 
Fruit  &  Vegetable  Wash,  have  had 
ited  success.  Crest  Whitestrips,  a  toot! 
whitener,  has  brought  in  $100  miUio: 
in  its  first  six  months  on  the  marke 
say  analysts.  But  nothing  has  su 
stantially   boosted   the   company 
overaU  sales.  And  when  P&G  estai 
lishes  a  new  market,  nimbler  co: 
petitors  quickly  move  in:  The  latei 
iteration  of  Swiffer,  for  instano 
was  quickly  outflanked  by  Cloro: 
Co.'s  new  ReadyMop  cleaner. 
For  now,  investors  are  ha] 
py.  But  without  strong  ne 
products,  will  they  be  contei 
in  a  few  years,  when  cost-cut| 
ting  savings  wind  down?  Say 
Wendy   Nicholson,   a   Salomoii 
Smith  Barney  analyst,  "I  don' 
think  many  investors  are  thinkin; 
that  far  out."  Maybe  they  should  be.  1 
P&G  can't  come  up  with  hot  sellersi 
shareholders  could  find  themselves  bac 
in  the  dark  days. 

By  Robert  Bemer  in  Chicago  aih 
Gerry  Khermouch  in  New  York 
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GLEAN  UP  THE  AIR- 
THAT'S  AN  ORDER 

AFTER   A   FIVE-YEAR   BATTLE, 

a  federal  appeals  court  on 
Mar.  26  cleared  the  way  for 
the  Environmental  Protection 
Agency  to  enforce  strict 
curbs  on  smog  and  soot.  The 
Clinton-era  regs  had  been 
fought  by  industry  and  some 
states.  They  complained  that 
the  limits  on  ozone  and  par- 
ticulate emissions  from  autos 
and  plants  could  cost  hun- 
dreds of  millions  of  dollars. 
EPA  Administrator  Christine 
Todd  Whitman  says  she'll 
move  ahead  with  the  law. 
But  don't  look  for  clear  skies 
soon.  Many  states,  especially 
in  the  Northeast,  have  yet  to 
meet  existing  regs  approved 
by  Congress  in  1990. 

GOLDMAN  SAGHS'S 
GOLDEN  GIRGLE 

WTOLE  LAYOFFS  CONTINUE  ALL 

over  Wall  Street,  at  least  one 
firm  has  good  news  for  some 


CLOSING    BELL 


LOW  DOSAGE 

Genzyme  shares  fell  11%,  to 
$43.14,  on  Mar.  27  after  the 
Cambridge,  Mass.,  biotech 
firm  said  it  halved  first-quar- 
ter shipments  of  Renagel  to 
wholesalers.  The  move  gives  it 
more  flexibility  to  react  to  fu- 
ture demand  for  the  dialysis 
drug,  Genzyme  said,  but  it  will 
also  cut  first-quarter  profits 
by  33%,  to  $47  million. 
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of  its  employees.  Goldman 
Sachs  boosted  the  number  of 
executives  on  its  management 
committee  to  28,  from  21,  on 
Mar.  27.  Many  industry  ob- 
servers regard  the  promotions 
as  the  venerable  investment 
bank's  effort  to  anoint  the 
next  generation  of  top  dogs. 

The  seven  new  members 
of  the  committee  are  manag- 
ing directors  promoted  to  po- 
sitions across  the  firm's  four 
divisions.  At  the  same  time, 
Goldman  elevated  the  heads 
of  its  equities,  fixed-income, 
and  investment-banking  divi- 
sions— Robert  Steel,  Lloyd 
Blankfein,  and  Robert  Kap- 
lan— to  vice-chairmen  to  im- 
prove the  coordination  be- 
tween its  ever-sprawling 
business  lines. 

Although  investment  bank- 
ing has  slowed  since  Goldman 
went  public  in  1999,  the  firm's 
head  count  has  nearly  dou- 
bled, to  22,000. 

A  NEW  HAZARD: 
INSURANGE  SHOOK 

HOME    AND    AUTOMOBILE    IN- 

surance  costs  are  rising 
sharply.  For  example,  through 
Mar.  26,  Allstate,  the  nation's 
second-largest  insurer,  in- 
creased auto-insurance  rates 
an  average  of  8.3%  in  17 
states. 

Auto  insurers  are  dealing 
with  soaring  medical  and  ve- 
hicle repair  costs,  among  oth- 
er ever-rising  bills.  Mean- 
while, in  just  the  first  two 
months  of  this  year.  State 
Farm's  homeowners'  insur- 
ance premiums  increased  by 
$310  milhon,  compared  with 
$605  miUion  for  all  of  2001. 
Other  companies  are  fol- 
lowing the  trend,  too,  as 
higher  repair  costs  and  an 
increase  in  mold-related 
claims  have  sent  premiums 
through  the  roof. 

Nor  is  the  worst  over. 
Robert  Hartwig,  an  econo- 
mist at  the  Insurance  Infor- 
mation Institute,  expects 
rates  to  keep  climbing  for  the 
rest  of  2002. 


COLLEEN   KOLLAR-KOTELLY 


NO  SOFTIE  ON  MIGROSOn? 


IN  THE  DAYS  AFTER  U.  S. 

Judge  Colleen  KoUar- 
Kotelly  began  her  Micro 
soft  hearings  Mar.  18, 
things  looked  bleak 
for  the  nine  states 
that  had  rejected 
a  Justice  Dept. 
settlement.  She 
struck  some  of 
their  strongest 
testimony  regard- 
ing the  software 
maker's  alleged  mo- 
nopolistic behavior  from 
the  record  as  "hearsay", 
including  claims  by  a  Real 
Networks  exec  that  Micro- 
soft had  pressured  Gate- 
way to  exclude  rivals' 
software  from  its  comput- 
ers. She  added  that  more 
testimony  could  be 
stricken  later  if  she  con- 
cludes it's  beyond  the 


scope  of  the  proceedings. 

But  Week  Two  found 
her  in  a  more  accommo- 
dating mood.  Her  crit- 
icisms of  the  states 
sloppiness  have 
abated.  And  she 
sounded  more 
amenable  to 
their  arguments. 
A  turning  point 
may  have  come  on 
Mar.  26  when 
Microsoft  asked  her 
to  reject  all  testimony 
from  makers  of  handheld 
devices,  set-top  boxes, 
and  other  gizmos  not  part 
of  the  original  trial.  In- 
stead, she  agreed  to  hear 
the  testimony  and  told 
the  court  her  remedies 
may  well  cover  such  new 
markets. 

Dan  Carney 


SHELL  LUBRIGATES 
ITS  LINEUP 

ON  MAR.  25,  HOUSTON'S  PENN- 

zoil-Quaker  State  agreed  to 
sell  out  to  Shell  CHI,  a  division 
of  oil  industry  giant  Royal 
Dutch  Petrolevun.  The  price: 
about  $1.8  biUion  in  cash  plus 
$1.1  billion  of  assumed  debt. 
Pennzoil,  the  nation's  biggest 
maker  of  motor  oil,  also 
owns  2,150  Jiffy  Lube  oil- 
change  centers.  As  well  as 
complementing  Shell's  gas 
station  business,  the  deal  will 
strengthen  Shell's  lubricant 
and  oil-products  businesses. 

UNGLE  SAM  WANTS 
YOU-TO  FESS  UP 

THE  INTERNAL  RE\'ENUE  SER- 

vice  is  cracking  down  on  the 
use  of  credit  cards  issued  by 
offshore  banks  to  dodge  U.  S. 
taxes.  On  Mar.  25,  the  agency 
said  as  many  as  two  million 
people  may  be  depositing 
funds  in  such  tax  havens  as 


the  Cayman  Islands  and  fai 
ing  to  disclose  the  assets.  Pr 
vate  experts  say  they  ar 
surprised  at  the  high  nun 
ber  of  tax  scofiflaws  estimate 
by  the  iRS:  In  1999,  onl 
117,000  taxpayers  disclose 
that  they  had  foreign  n 
counts.  As  a  result  of  tY 
new  figures,  the  agency 
stepping  up  efforts  to  collet 
information  on  such  transai 
tions  from  the  credit-car 
companies.  According  to  t\ 
IRS,  MasterCard  Intematioi 
al  alone  reported  230,000  a 
coimts  in  just  four  Caribbej 
countries. 


ET  CETERA . . . 


■  Continental  Airlines  brol 
off  a  ticket  alliance  wil 
America  West. 

■  Morgan  Stanley  Dean  Wi 
ter's  first-quarter  net  incon 
fell  17%,  to  $848  milhon. 

■  The  FCC  will  refund  85% 
the  payments  by  Nextwavt 
winning  spectrum  bidders, 
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Snapping 
at  Each  Other? 


Costly,  time-consuming  business 
disputes  can  take  a  real  bite  out  of 
your  company's  bottom  line. 
That's  why  more  and  more  companies 
are  turning  to  the  American  Arbitration 
Association,  the  undisputed  leader  in 
conflirt  management  services. 

For  over  75  years,  the  AAA  has  been 
providing  clients  v^ith  an  unrivaled 
array  of  time-tested  services  that  include 
AAA  ADR  Systems  Design"  AAA 
Mediation ''and  AAA  Arbitration 
well  as  education  and  training  pro- 
grams. Coupled  with  our  quality  case 
administration  and  "client-proven" 
expert  neutrals,  AAA  is  the  one  resource 
for  all  your  conflict  management  needs. 

For  more  information  on  working 
with  die  neuU"al  organization  that 
stands  apart  from  all  the  rest,  call 
1-800-311-3799  or  visit  US  at 
www.adr.org. 
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American  Arbitration  Association 


Dispute  Resolution  Services  Worldwide 
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Compaq  Evo  Notebook  N600c 

Mobile  Intel*  Pentium*  III  Processor  1.20CHz-M 

Designed  to  meet  the  needs  of 
professional  road  warriors 


Winner,  Networic  World  Best  of 
tine  Tests  Award,  Nov.  2001 
Compaq  ProLiant  DL380  Server 

Intel*  Pentium*  III  Processor  1.13GHz 

The  first  density-optimized  server  to  provide 
enterprise-class  availability  and  performance 
all  in  a  2U  form  factor 
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WHAT  MAKES  COMPAQ  TECHNOLOGY  SO  VALUABLE?, 

ASK  THE  CRITICS. 


Best  Desktop  PC,  Best  of  COMDEX  2001 

Compaq  Evo  D500  Ultra-Slim  Desktop 

Intel*  Celeron*  Processor  1.30  GHz 

Powerful  combination  of  enterprise  security 
and  manageability 


1st  class  Award,  Mobile  Computing, 

Feb.  2002 

Compaq  iPAQ  H3835  Pocket  PC* 

Powerful  and  expandable  pocket  PC  that 
enables  you  to  connect  to  your  office 


What  makes  a  best  buy?  How  about  advanced  technology,  practical  versatility,  responsive  technical  support. 
And  those  are  just  a  few  of  the  many  qualities  that  put  Compaq  at  the  top  of  every  shrewd  purchaser's  list. 

Compaq  CarePaq  Services  provide  a  variety  of  upgrades  to  enhance  the  base  warranty  on  your  Compaq  products. 


For  latest  pricing  and  availability,  call  toll  free 

Buy  direct  from  Compaq  at  888-349-5704,  1  rOIYIPACL 

compaq.com/awardwinning/bw,    I  ^*^*   #J  ^m%^ 

or  visit  your  local  reseller.  J  Inspiration  Technolog; 

The  Compaq  IPaq  H3835  Pocket  PC  is  a  retail  model  that  is  feature  equivalent  to  the  iPaq  H3850  Pocket  PC  commercial  mode 
Compaq,  the  Compaq  logo,  Evo,  ProLiant,  iPAQ  and  Inspiration  Technology  are  trademarks  of  Compaq  Information  Technologies,  LP  i 
the  U.S.  and  other  countries.  Intel,  the  Intel  Inside  logo,  Pentium,  and  Celeron  are  trademarks  or  registered  trademarks  of  Int 
Corporatiof  or  its  subsidiaries  in  the  United  States  and  other  countries.  Other  products  mentioned  herein  may  t>e  trademarks  of  the 
respective  companies.  Compaq  is  not  liable  for  editorial,  pictorial  or  typographical  errors  in  this  advertisement.  ©2002  Compa 
Information  Technologies,  LP. 
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Washington  Outlook 


EDITED  BY  RICHARD  S.  DUNHAM 


THE  WAR  OYER  THE  COURTS 
HAS  JUST  BEGUN 


When  Democrats  on  the  Senate  Judiciary  Committee 
scuttled  the  nomination  of  conservative  jurist  Charles 
W.  Pickering,  it  was  not  only  a  slap  in  the  face  for  Mi- 
nority Leader  Trent  Lott,  the  judge's  patron  and  top  booster. 
It  was  also  a  rare  setback  for  the  man  pushing  Pickering 
from  the  shadows,  Justice  Dept.  powerhouse  Viet  D.  Dinh. 

Dinh,  34,  who  earned  his  conservative  stripes  by  working 
on  the  Senate  Whitewater  probe  and  on  the  impeachment  of 
iformer  President  Bill  Clinton,  is  the  Justice  Dept.'s  point 
man  in  vetting  and  promoting  Bush's  judicial 
picks.  That  makes  the  little-known  official  one 
of  the  most  important  players  in  moving  the  ju- 
diciary rightward  after  eight  years  of  Demo- 
cratic nominees.  "I  firmly  believe  the  proper 
role  of  a  judge... is  to  follow  the  law  rather 
than  make  the  law,"  Dinh  told  BusinessWeek. 

The  former  Georgetown  University  law  pro- 
fessor doesn't  just  weigh  in  on  judges.  He  also 
signs  off  on  all  of  Justice's  anti-terrorism  ini- 
tiatives, from  trying  alleged  militants  in  mili- 
tary tribunals  to  allowing  jailers  to  eavesdrop 
on  conversations  between  terror  suspects  and 
f:heir  lawyers.  Another  controversial  Dinh 
move:  prohibiting  FBI  agents  from  using  a  na- 
ional  gun-purchasing  database  to  find  out  if 
suspected  radicals  have  bought  firearms. 

While  Dinh  blends  in  ideologically  at  John  DINH:  Point  man  on  jurists 

A.shcroft's  Justice  Dept.,  his  personal  history  

sets  him  apart.  Bom  in  war-torn  Saigon  as  the  youngest  of 
seven  children,  he  spoke  almost  no  English  when  he  arrived 
in  the  U.  S.  as  a  10-year-old  refugee.  To  help  support  the  fam- 
ily, Dinh  and  his  siblings  worked  in  a  California  sweatshop  af- 
ter school,  sewing  clothes  imtil  11  p.m.  Dinh  stiU  managed  to 
Lftvin  admission  to  Harvard,  where  he  later  earned  a  law  de- 
i  yree  with  honors.  He  subsequently  clerked  for  Supreme 
^ourt  Justice  Sandra  Day  O'Connor. 

While  no  one  questions  Dinh's  credentials,  some  Dems 


have  criticized  his  ideology  and  operating  style.  Democratic 
Hill  staffers  say  he  withheld  important  documents  on  Pick- 
ering and  was  overly  antagonistic  in  promoting  him  behind 
closed  doors.  "His  abrasive  approach  sometimes  hurts  more 
than  helps  the  Administration's  agenda,"  says  a  Senate  aide. 
Team  Bush  realizes  it  needs  to  do  something  to  avoid 
more  Pickering-style  debacles.  While  White  House  Counsel 
Alberto  R.  Gonzales  says  he's  pleased  with  Dinh's  work,  he 
also  plans  to  add  a  senior  GOP  operative  to  the  White  House 
staff  to  shepherd  Bush's  judicial  picks  full-time. 
"We're  looMng  at  someone  who  can  coordinate 
between  the  White  House  and  Justice  Dept.," 
Gonzales  says. 

The  fact  that  the  White  House  is  looking 
for  reinforcements  is  a  sign  of  how  serious  the 
judicial-selection  wars  have  become.  On  the 
day  of  Pickering's  defeat.  Bush  political  guru 
Karl  Rove  told  Christian  activists  that  if  Dem- 
ocrats thought  they  had  successfuUy  dissuaded 
the  President  from  tapping  conservatives  for 
the  bench,  "they  sent  the  wrong  message  to 
the  wrong  guy." 

For  Dinh  and  his  allies,  that  means  a  war  of 
attrition — at  least  as  long  as  Democrats  control 
the  Senate.  Two  fortysomething  appellate  court 
nominees  already  are  in  Democrats'  crosshairs: 
Ohio  State  University  law  professor  Jeffrey 
S.  Sutton  and  former  Assistant  SoHcitor  Gen- 
eral Miguel  Estrada.  Democrats  worry  that  the  very  conser- 
vative Estrada,  Bush's  pick  for  the  D.  C.  Circuit  Court,  is  be- 
ing groomed  to  be  the  first  Hispanic  Supreme  Court  justice. 
Some  judicial  watchers  speculate  that  Dinh  himself  could  be 
named  to  the  high  court  one  day.  Whether  that  lies  within  the 
realm  of  possibility  will  depend  in  large  part  on  whether  Dinh 
sees  to  it  that,  despite  the  Pickering  setback.  Team  Bush  suc- 
ceeds in  the  struggle  to  shift  the  federal  bench  to  the  right. 

By  Alexandra  Starr 


CAPITAL  WRAPUP 


MMFFUNG  RIDGE 

►  The  White  House  is  working  to 
avoid  a  constitutional  showdown  with 
Congress  over  the  President's  refusal 
to  allow  Homeland  Security  chief  Tom 
Ridge  to  testify  on  Capitol  Hill.  Sena- 
tors want  to  grill  Ridge  before  decid- 
ing whether  to  double  Homeland  Secu- 
rity funding,  as  Bush  has  requested. 
Vice-President  Dick  Cheney  and  oth- 
ers believe  that  letting  a  Presidential 
adviser  testify  would  set  a  dangerous 
precedent.  But  still  others  think  a  pro- 
tracted battle  would  only  bring  bad 


publicity  and  anger  powerful  lawmak- 
ers. Possible  compromise:  letting 
Ridge  talk  without  a  full  hearing. 

MODERATES  ON  THE  MARCH 

►  The  supply-side  conservatives  at  the 
Club  for  Growth  have  growing  compe- 
tition in  the  battle  for  the  GOP's  ideo- 
logical soul.  The  moderate  Republican 
Main  Street  Partnership  has  been  ex- 
panding its  reach  through  mergers 
with  Hke-minded  organizations.  Al- 
ready this  year,  it  has  allied  itself  with 
groups  in  Washington  State  and  Cali- 
fornia. Next  month  it  plans  to  open  a 


Philadelphia  branch.  This  year's  fund- 
raising  goal:  $1.5  milHon,  up  from 
$200,000  in  1998. 

SCOWCROFT  ON  IRAQ 

►  A  former  National  Security  Adviser 
to  the  first  President  Bush,  Brent 
Scowcroft,  says  Iraqi  dictator  Saddam 
Hussein  is  "not  a  threat  to  the  region 
now"  and  that  American  intervention 
would  cause  serious  trouble  within  the 
anti-terrorism  alUance.  "I  can't  think  of 
a  single  country  that  favors  America 
taking  military  action  against  Iraq 
now,"  says  the  retired  general. 


dl 
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CHINA 


DAYS 

OF  RAGE 


Angry  workers  hit 
the  streets.  How 
far  will  Beijing  go 
to  stop  them? 

Four  and  a  half  months  ago,  the 
rundown  Ferro  Alloy  Factory  shut 
its  doors  after  a  half-century  of 
cranking  out  metal  plates  for  in- 
dustry in  the  grim  Chinese  city  of 
Liaoyang.  When  the  state-owned  enter- 
prise closed,  5,000  people  lost  their  jobs. 
The  workers,  accustomed  to  cradle-to- 
grave  security,  were  promised  pensions 
and  back  wages  for  the  previous  year. 
But  little  or  nothing  materialized.  Mean- 
while, say  workers,  their  erstwhile  boss- 
es busied  themselves  selling  off  factory 
equipment  and  pocketing  the  cash. 

The  workers  were  outraged.  So, 
every  day  for  the  past  few  weeks,  they 
have  marched  through  Liaoyang,  finish- 
ing up  on  Democracy  Road  outside  the 
factory.  There,  the  protesters — often 
joined  by  workers  from  other  local  fac- 
tories— noisUy  demand  the  money  owed 
them  and  the  arrest  of  their  former 
bosses.  One  typical  worker — let's  call 
him  Li  Feng — is  owed  $240  in  back 
wages,  enough  to  keep  him  and  his  fam- 
ily going  for  four  months.  For  now  Li, 
55,  has  a  job  shoveling  coal  into  a  city 
furnace — but  that  will  end  when  the 
weather  warms  up.  None  of  this  sits 
well  with  Li's  wife,  a  retired  hand  at  a 
paper  factory.  So  she  has  joined  the 
protests.  "Life  is  so  hard"  for  the  com- 
mon people,  she  says.  "But  the  offi- 
cials— their  salaries  keep  rising." 

Angry  workers  in  the  streets:  It  is 
the  Chinese  government's  gravest  chal- 
lenge. In  recent  weeks,  a  rash  of  protests 
have  erupted  in  cities  throughout  the 
northeast,  including  Liaoyang,  Fushun, 
and  Daqing.  The  protests  are  not  con- 


fined  to  the  industrial  centers.  At  any 
moment,  countless  smaller  rallies  are  go- 
ing on  across  China.  Time  and  again,  the 
government  has  managed  to  quell  the 
protests  with  a  combination  of  force  and 
offers  of  compensation.  This  latest  round 
of  demonstrations,  while  garnering  glob- 
al attention  for  their  scale  and  intensity, 
may  end  no  differently.  Most  foreign  in- 
vestors remain  optimistic.  The  unrest, 
says  Michael  Dell,  CEO  of  Dell  Computer 
Corp.,  "hasn't  deterred  us.  We  [under- 
stand] the  risk." 

Still,  time  is  not  on  Beijing's  side. 
The  government  can't  afford  perpetual 
welfare  payments  for  the  Rust  Belt's 
unemployed  and  disaffected  workers, 
many  of  whom  are  only  in  their  40s  and 
see  no  prospect  of  new  employment  in 
their  home  provinces.  And  the  pattern 
of  factory  shutdowns  and  layoffs  will 
only  accelerate  now  that  China  is  a 
member  of  the  World  Trade  Organiza- 
tion and  its  decrepit  industrial  sector 
must  go  head-to-head  with  foreign  com- 
petition. "This  is  the  No.  1  challenge  for 
China's  next  generation  of  leaders,"  says 
Hu  Angang,  a  scholar  at  the  Chinese 
Academy  of  Sciences,  an  official  think 


tank.  "No  country  in  the  world  has  evei  id  ne 
cut  so  many  jobs  before."  ■   akl 

With  workers  besieging  govemmen  mm 
offices,  blocking  roads,  and  clashing  witi  mdi 
pohce,  China's  formidable  state  securit;"  saltb 
apparatus  is  doing  all  it  can  to  preven  \^w 
the  scattered  protesters  from  cominj  otfeu 
together  and  forming  so  much  as  thi  as  be 
seed  of  a  national  labor  movement.  S'  em  \n 
far,  Beijing  has  managed  to  contain  th'  tential 
situation,  thanks  to  plainclothes  polic'  lode: 
who  loiter  on  every  other  street  cor  fntJi 
ner  in  cities  like  Liaoyang.  Wheneve  mgi- 
workers  try  to  form  independent  trad  -istr 
unions,  they  are  immediately  crushec 
And  when  the  protests  get  too  large 
the  cops  lock  the  organizers  up. 

Such  tactics,  however,  fan  the  flamefep^ 
by  denying  workers  the  right  to  protes    e^|j 


A  THOUSAND 

PROTESTS 

BLOOMING 

Since  Tiananmen, 
the  government 
has  faced  rising 
discontent 


JUNE  4,  1989  Protesting 
students  in  Tiananmen 
Square  call  for  an  end  to 
official  corruption.  Army 
sent  in,  killing  hundreds, 
perhaps  thousands. 


activis 


JULY,  1997  4000  si 
workers  in  Mianyang, 
Sichuan,  demonstrate    ?;. 
side  city  government  ( 
fices  when  their  facto 
are  closed. 


nngsti 


toons 


1989:  A  STUDENT  IN 
TIANANMEN  SQUARE 


a|(and  negotiate  for  better 
deals.  "The  problems  are  not 

ntl  economic,"  says  Arthur  Wal- 

ttfdron,  director  of  Asian  stud- 
ies at  the  University  of  Penn- 
sylvania. "It's  a  political 
problem.  They  have  to  let  cit- 
izens be  citizens.  Not  letting 
them  be  citizens — this  is  a 

h^  potentially  explosive  situation." 

To  defuse  it,  the  government  of  Pres- 
ident Jiang  Zemin  and  Premier  Zhu 
Rongji — ^w^hich  is  in  its  last  year  of  pow- 
er— is  trying  to  move  faster  on  the  pol- 
icy front.  Beijing  is  opening  such  sectors 
as  tourism,  telecom,  and  heavy  industry 
to  foreign  investment.  The  hope  is  that 
foreign  companies  will  soak  up  many  of 
the  jobless  and  teach  them  new  skills. 


IN  LIAOYANG 

Workers  protest 
massive  layoffs  and 
lost  pensions,  while 
army  units  set  up 
lines  of  defense 


But  so  far  this  is  happening 
mostly  in  the  richer  south- 
em  coastal  provinces.  Cru- 
cial for  the  hard-hit  north- 
east is  the  creation  of  a 
safety  net  to  help  workers 
absorb  the  pain  as  the 
shakeout  accelerates. 

The  challenge  to  Beijing's 
grip  on  power  began  about  five  years 
ago.  That  was  when  China  really  be- 
gan reforming  its  backward  industrial 
enterprises,  weaning  them  off  subsidies, 
shuttering  factories,  and  laying  off  mil- 
lions. Before  long,  protests  broke  out.  A 
turning  point  came  in  1997,  when  work- 
ers from  a  closed  silk  factory  in  Sichuan 
surrounded  government  offices  and  de- 
manded unemployment  benefits. 


CEMBER,  1998 

or  activist  Zhang 
ingguang  sentenced 
t'.O  years  in  prison  in 
"pihua,  Hunan,  for  "an- 
gering state  security." 


CEMBER,  1999  One 

usand  miners  block  a 
i«ay  in  SInaanxi  over 
ayed  pay.  2000  re- 

steelworkers  barri- 
e  a  road  in  Chongqing 
r  their  pensions  are 
hed. 

J.Y,  2000  More  than 
lOOO  farmers  riot  in 
Indu,  Jiangxi,  over  op- 


pressive taxes  and  sur- 
round government  offices. 

AUGUST  Fearful  of  los- 
ing their  jobs,  workers  in 
a  Tlanjin  joint  venture 
company  take  three  expa- 
triate managers  hostage, 
including  one  American, 
for  several  days. 

DECEMBER  Thousands 
of  factory  workers  in 
Wuhan,  Hubei,  and 
Chongqing  block  city 
streets  and  demand  un- 
employment benefits. 

APRIL,  2001  A  three 
year  dispute  in  the  vil- 


lage of  Yuntang,  Jiangxi, 
over  excessive  taxation, 
ends  violently  when  Peo- 
ple's Armed  Police  open 
fire,  killing  two  farmers 
and  wounding  at 
least  17. 

MARCH,  2002  Tens  of 
thousands  of  factory 
workers  surround  govern- 
ment buildings  in  the 
northeastern  cities  of 
Daqing,  Fushun,  and 
Liaoyang,  demanding 
that  city  officials  resign 
over  unpaid  unemploy- 
ment benefits  and  back 
pay. 


As  China's  market 
reforms  took  hold,  un- 
employment went 
through  the  roof. 
While  official  figures 
put  the  urban  jobless 
rate  at  3.6%,  econo- 
mists believe  it  is  clos- 
er to  15%.  In  Rust 
Belt  cities  the  number 
is  more  like  25%.  Ac- 
cording to  scholar  Hu, 
over  the  next  few 
years  10  million  work- 
ers will  be  furloughed 
annually,  while  an  ex- 
tra 7  million  mil  join 
the  workforce.  "It's 
very  difficult  to  find 
work  for  China's  peo- 
ple," he  says. 

Protests  are  forcing 
Beijing  to  slow  indus- 
trial restructuring. 
Take  the  effort  to 
merge  Liaoning 
province's  four  biggest  steelmakers.  The 
plan  could  make  a  third  of  the  four  com- 
panies' 200,000  workers  redundant.  Now 
consolidation  is  impossible.  "It  is  so  hard 
to  cut  employees,"  says  Liu  Zhijiang,  an 
official  with  the  Fushun  Iron  &  Steel 
Group.  "As  a  state  enterprise,  we  have  a 
responsibility  to  keep  social  stability." 

With  tensions  rising,  Beijing  is  re- 
sorting to  its  usual  tactics.  PoHce  have 
rounded  up  four  protest  leaders  in 
Liaoyang,  and  with  them  sidelined,  the 
government  is  now  trying  to  buy  off 
the  rest  of  the  protesters.  Local  press 
reports  say  workers  at  Ferro  Alloy 
have  received  half  their  back  wages  and 
will  soon  get  unemployment  benefits  or 
pensions.  But  workers  say  this  is  a  frac- 
tion of  what  is  owed — and  they  aren't 
counting  on  more. 

It  wasn't  supposed  to  be  this  way. 
In  1986,  Beijing  announced  it  would 
start  subsidizing  pension  payments  to 
state-enterprise  employees,  and  later  to 
all  urban  workers.  Provincial  and  city 
governments  were  also  to  contribute. 
The  result:  a  mishmash  of  programs 
that  mostly  didn't  work.  Beijing  tried 
again  last  year,  selecting  the  Rust  Belt 
province  of  Liaoning  for  a  pilot  pro- 
gram. That  program  isn't  working  ei- 
ther because  what  little  funding  arrived 
was  probably  siphoned  off  by  officials. 
That  raises  the  corruption  issue.  Giv- 
en the  allegations  swirling  around  the 
closure  of  the  Ferro  Alloy  factory,  Bei- 
jing knows  it  can't  stand  idly  by.  The 
Liaoyang  Daily  has  reported  that  at 
least  13  factory  managers  are  being 
probed  for  corrupt  activities  involving 
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more  than  $600,000.  "If  the  government 
is  clever,"  says  Hong  Kong-based  labor 
activist  Han  Dongfang,  "they  will  sacri- 
fice some  local  officials." 

Another  solution  is  to  use  grassroots 
reforms  to  foster  accountabihty.  It's  al- 
ready happening  in  the  rich  coastal 
cities,  where  residents  are  encouraged 
to  report  graft,  city  officials  must  pass 
proficiency  tests,  and  pubUc  hearings 
are  held  on  everything  from  power  price 
hikes  to  phone  surcharges.  So  far  no 
such  democratization  has  been  allowed 
in  Liaoyang  and  other  Rust  Belt  cities. 


where  the  enormity  of  the  problems 
make  such  measures  seem  a  luxury.  As 
a  result,  the  disaffected  take  their  griev- 
ances to  the  streets.  *" 

Unless  they  spread  and  involve  more 
people,  the  protests  are  vmlikely  to 
prompt  real  change  in  labor  policy  any 
time  soon.  And  while  Liaoyang  workers 
from  various  factories  have  shown  un- 
usual soHdarity,  there  is  no  sign  that  an 
organized  labor  movement  is  forming. 
That  means  that  pressure  will  continue 
to  build.  Already,  a  destabilizing  income 
gap  between  haves  and  have-nots  is 


looming.  In  2000,  according  to  the  Asian  | 
Development  Bank,  per  capita  income  of 
the  top  20%  of  China's  urban  popula-l 
tion  jumped  9.6%,  to  $1,360.  By  con-| 
trast,  the  income  of  the  bottom  20%- 
about  80  million  people — grew  onlyl 
2.7%,  to  $377  per  year.  Until  China'sl 
leaders  figure  out  how  to  give  theirl 
workers  a  peaceful  way  to  raise  theirl 
complaints,  the  demos  will  continue — | 
and  that  could  force  poUtical  change. 

By  Dexter  Roberts  in  Liax)yang,\ 

imth  Bruce  Einhom  and  Frederikl 

Balfour  in  Hong  Kongl 


HOW  MUCH  IS  CHINA  COOKING  ITS  NUMBERS? 


For  the  past  decade,  China's  gravi- 
ty-def^-ing  economic  performance 
has  been  the  en\'y  of  the  rest  of 
the  world.  Growlh  has  bobbed  along 
at  7%  or  8%  even  as  expansion  in 
the  West  was  dropping  toward  zero. 
AH  the  while,  hardcore  skeptics  ar- 
gued that  China's  numbers  are  as 
cooked  as  a  pot  of  rice — and  that  the 
countrv^'s  growth  has  been  far  less 
miraculous  than  official  figures  sug- 
gest. Ditto  for  trade  and  foreign-in- 
vestment data.  If  the  skeptics  are 
right,  China's  fuzzy  math  could  have 
major  implications  for  the  pace  of 
economic  reform.  Slower  growth 
means  fewer  new  jobs.  It  also  means 
lower  government  revenue,  making 
the  creation  of  a  social  safety  net  for 
milUons  of  displaced  workers  that 
much  harder. 

The  debate  over  China's  numbers 
is  now  getting  louder  than  ever, 
partly  because  China  itself  has  raised 
the  subject  in  some  recent  pro- 
nouncements. What  initially  grabbed 
the  attention  of  China  hands  was 
some  gimlet-eyed  research  published 


last  December  by 
Thomas  G.  Rawski,  a 
University  of  Pittsburgh 
economist.  He  wTote 
that  China's  growth 
since  1997  may  have 
been  no  more  than  40%  of  official 
rates.  The  proof,  Rawski  says,  Ues  in 
proxies  for  gro\\i;h  such  as  energy 
use.  He  says  it  is  implausible  GDP  ex- 
panded 24.7%  from  1997  to  2000,  as 
officials  maintain,  given  that  Beijing 
acknowledges  a  12.8%  drop  in  energy 
consumption  during  the  same  period. 
Rawski's  most  starthng  assertion: 
While  Beijing  reported  7.8%  growth 
in  1998  and  7.3%  in  1999,  China's 


PREMIER  ZHU  RONGJI 

Growth  may  be 
overstated.  That 
could  mean  trouble 


economy  may  actually 
have  contracted  2%  and 
2.3%  in  those  years.  He 
guesses  the  economy  has 
been  growing  at  3%  to  4% 
since  then. 
There's  certainly  something  fishy 
going  on.  The  question  is  how  fishy. 
Former  World  Bank  Chief  Econo- 
mist Joseph  E.  StigUtz  maintains 
that  the  evidence  of  China's  vigorous 
growth  is  plain  to  see,  both  in  the 
cities  and  the  countryside.  But  even 
the  Chinese  themselves  admit  data 
from  the  provinces  that  is  used  to 
compile  national  numbers  is  exagger- 
ated. Zhu  Zhixin,  the  director  of  the 


National  Bureau  of  Statistics,  told 
the  National  People's  Congress  in 
early  March  that  the  NBS  had  uncov- 
ered at  least  60,000  violations  of  the 
nation's  statistics  law  between  May 
and  October  of  last  year  alone.  "We 
need  better  control  over  data,"  Zhu 
conceded. 

Does  all  this  matter  much  to  for- 
eign direct  investors?  Sure,  if  China's 
economy  is  imploding.  Otherwise,  no. 
Investors  rely  on  hard  data  culled 
from  their  own  market  research  and 
sales  figures.  "Growth  does  matter, 
but  whether  it's  5%,  6%,  7%,  or  8% 
doesn't,"  says  Joseph  M.  Johnson, 
senior  vice-president  of  Unilever 
Best  Foods  in  Shanghai.  "Even  if 
there  were  a  year  or  two  when 
growth  was  way  off,  that's  not 
enough  to  prevent  multinationals 
from  being  here  or  coming  into  the 
market."  In  other  words,  as  long  as 
China's  middle  class,  now  100  million 
strong,  keeps  growing — and  no  one 
questions  that  it  is — ^there  will  be 
new  buyers  for  Unilever's  shampoos, 
detergents,  and  ice  cream. 

Johnson's  confidence,  of  course,  is 
bom  of  a  conviction  that  the  mas- 
sive unemployment,  poverty,  and 
corruption  being  produced  by  Chi- 
na's market  reforms  will  not  swell 
into  a  social  revolution.  Fred  Hu, 
Hong  Kong-based  managing  direc- 
tor for  Goldman,  Sachs  &  Co.,  says 
even  in  a  best-case  scenario,  re- 
forming the  state  sector  will  cause 
"tremendous  stress,  lots  of  difficul- 
ties, pain,  and  potential  for  social 
unrest."  If  the  stats  skeptics  are 
right,  the  strains  on  the  system 
may  prove  greater  than  anyone  is 
now  predicting. 

By  Frederik  Balfour  in  Hong  Kong 
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GERMANY 


A  BIG  SCORE 
FOR  MURDOCH? 

He  may  win  KirchMedia.  Then 
he'll  have  to  make  it  work 

As  he  built  a  media  empire  that 
stretched  from  Britain  to  the  U.  S. 
to  China,  there  was  always  a  big 
empty  spot  on  Rupert  Murdoch's  map: 
Europe.  The  chairman  and  CEO  of  News 
Corp.  never  managed  to  stake  out  much 
real  estate  on  the  Continent.  His  few  at- 
tempts mostly  ended  badly,  such  as  Ger- 
man commercial  TV  broadcaster  vox. 
After  years  of  losses,  Murdoch  sold  his 
stake  to  Bertelsmann  in  1999. 

Now  there  are  signs  that  Murdoch 
will  finally  triumph  in  Munich.  He  is 
poised  to  acquire  control  of  Germany's 
KirchMedia,  the  main  holding  company 
of  media  baron  Leo  Kirch.  Among  the 
prize  assets  are  Kirch's  legendary  film 
archive,  a  publicly  traded  group  of  com- 
mercial T\'  stations  known  as  Pl-oSieben- 
Sat.l  Media,  and  popular  programs  such 
as  comedy  show  T\'  total.  Talks  among 
creditors  and  investors  could  still  fall 
apart.  But  the  odds  ai'e  good  that  Mur- 
doch, 71,  will  snatch  control  of  half  the 
commercial  T\'  market  in  Germany. 

The  \rily  Aussie  is  in  a  prime  posi- 
tion. Fininvest,  the  media  company  of 
Italian  Prime  Minister  Sil\io  Berlusconi. 
U.S.  investment  bank  Lehman  Broth- 
ers, and  Saudi  investor  Prince  Alwaleed 
are  all  working  \\ith  creditor  banks  to 
prevent  an  outright  bankruptcy,  which 


would  wipe  out  their  investments.  Al- 
though Fininvest  may  covet  a  leadership 
role,  the  betting  is  that  Murdoch's  News 
Corp.  is  best  poised  to  extract  a  profit 
from  KirchMedia.  Neither  Murdoch  nor 
Fininvest  would  comment. 

The  groundwork  for  Miirdoch's  daring 
conquest  was  laid  back  in  2000.  That's 
when  his  British  broadcasting  business, 
BSkyB,  invested  $1.4  billion  in  Kirch- 
PayTV.  Now  that  Kirch  is  too  financially 
strapped  to  honor  a  promise  to  buy 
back  the  22%  stake, 
Murdoch  may  leverage 
his  stake  into  control 
of  Eji-ch's  other  assets. 
"It's  a  one-time  oppor- 
tunity to  get  into  Ger- 
many," says  an  analyst. 

Other  creditors  may 
legally  have  more 
claim  to  Kirch  assets, 
but  most  of  them  are 
banks  incapable  of 
managing  a  media 
company.  Sources  close 
to  the  talks  sav  Ger 


ON  THE  TV  TOTAL  SET:  Several  of 
Kirch's  stations  are  money-losers 


MURDOCHS  CHALLENGE 

He's  poised  to  get  50%  of  Ger- 
many's commercial-TV  market. 


six  weeks  to  renegotiate  the  numerou; 
contracts  Kirch  inked  with  suppliers  o 
T\'  programming,  from  big  HoUywooc 
film  studios  to  the  Wolfsburg  socce 
club.  If  talks  drag  on  longer,  Kirch'i 
cash-flow  problems  will  force  it  int 
bankruptcy.  The  Hollyw'ood  studio 
owed  an  estimated  $2.6  billion,  an 
sports  teams  have  an  incentive  to  kee 
their  best  German  customer  from.  go| 
ing  under.  But  if  Murdoch  bids  too  low 
they  might  gamble  on  putting  the  righi 
up  for  auction  again. 

Even  if  Murdoch  can  strike  a  deal, 
will  have  plenty  more  to  worry  abou 
German  limits  on  market  share  in  tel 
vision  could  block  Murdoch's  futur 
growth.  Regulators'  concerns  about 
ket  dominance  already  stymied  U.  S.  ca 
ble  entrepreneur  John  C.  Malone's  at 
tempts  to  move  into  Germany.  And  I 
officials  regard  Murdoch  and  his  bran^ 
of  tabloid  TV  warily.  "He  has  a  differen 
concept  of  television,"  says  Norbe 
Schneider,  chairman  of  Germany's  Stat 
Media  Authorities  Directors  Confereno 
Finally,  Murdoch  will  have  to  get 
grip  on  Kirch's  businesses.  Several 
the  T\'  stations  in  ProSiebenSat.l  Medi; 
are  big  money-losers,  and  the  grou} 
as  a  whole  is  only  marginally  profitable- 
Murdoch  will  also  hav 
to     decide     what     t( 
do  with  KirchPayTV 
which  is  hemorrhaging 
money.     Shutting     i" 
dowTi  would  be  only 
partial  solution  sincif 
Kirch  is  obligated  tc 
pay  for  the  iinit's  pro 
gramming  regardless 
Murdoch    must    alst 
bring  costs  under  con 
trol — always  a  Kircl 
weak  point.  Murdoch  h. 
probably  sa\'\'y  enougl 


man  banks,  including     .^?."!.^^*.''^..^.^.rP.^.l...._     to  hire 'local  manager? 


Hj'poVereinsbank  and 
Commerzbank,  wiU  set- 
tle for  veto  power 
while  allowing  Mur- 
doch to  run  the  show. 
"At  the  end  of  the  day, 
whatever  Murdoch  has 
done,  he  was  commer- 


•  Must  turn  around  money- 
losing  stations  such  as  Sat.l 

•  Must  resolve  financial  dis- 
putes with  Hollywood  stu- 
dios, German  football  clubs 

•  Politicians  and  regulators 


Via 

to    run    the    Germai    '"'* 
businesses.     Already    ym. 
there    is    speculatioi 
that  he  will  turn  t( 
Georg     Kofler.     wh( 
made  Kirch's  flagshi 
TV   station   profitabl 
when  he  ran  it  durini 


daily  successful,"  says      .^.^^'^.tn^J^  'nterfere ^j^^    jg^^^     ^^^^^^j 


an  industry'  source. 

But  even  if  Murdoch 
prevails,  the  deal  could 
fall  apart  in  a  matter 
of  weeks.  Mui'doch  and 
Kirch's  creditor  banks 
have  set  a  deadline  of 


•  Danger  of  power  struggle 
with  Berlusconi's  Mediaset 

•  Time  is  running  out  as 
Kirch's  cash  dwindles 

Data:  BusinessWeek 


may  have  bested  th 
legendary  Leo  Kirch 
Now,  he  has  to  wii 
over  Germany. 

By  Jack  Enring  i> 
Frankfurt,  with  Kerrt 
Capell  in  London 
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Productivity  is 


onsider  the  facts.  According  to  IDC,  for  every  1,000 

:i$»inowledge  workers,  your  enterprise  wastes  $7.5  million 

*  year  looking  for  and  reworking  infornnation  that  already  exists. 

:ll 

ifliktomi  can  help.  Our  XML-enabled  knowledge  retrieval  solutions,  tightly 

P'ltegrated  with  your  business  critical  applications,  allow  people  to  find  and 

eact  in  real-time  to  information  spread  across  your  global  enterprise. 

jyjy  connecting  the  right  content  to  the  right  person  at  the  right  time,  Inktomi 

lOEliakes  your  organization  far  more  efficient  and  competitive.  Best  of  all, 

iktomi  requires  minimal  IT  resources  to  deploy  and  maintain,  delivering 

n  extremely  low  total  cost  of  ownership. 

or  the  most  effective  real-time  information  management,  insist  on 
jjhktomi*  Enterprise  Search.   It's  just  one  of  a  comprehensive  suite  of 
ht  eatable  network  infrastructure  applications  many  of  the  leading 

ORTUNE  1000  companies  regard  as  essential  to  their  enterprises. 

bu'll  find  it  essential  to  yours. 

,^^  flww.inktomi. com/search 
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International  Business 


MARKETS 


IN  EUROPE,  THERE'S 
NO  MORE  EASY  MONEY 

Debt  holders  are  getting  tougher  and  sawier 


Zurich-based  engineering  giant  abb 
made  headlines  this  year  when  it 
harried  its  former  chairman  and  ceo, 
Percy  Bamevik.  into  returning  $53  mil- 
lion of  his  bloated  severance.  But  was 
ABB  paying  attention  to  its  own  prob- 
lems? Bankers  say  abb's  brass  didn't  see 
until  very  late  that  they  were  in  danger 
of  being  locked  out  of  the  commercial-pa- 
per market.  And  a  two-notch  do\\Tigi'ade 
from  Moody's  Investors 
Service  on  Mar.  25  trig- 
gered covenants  that  al- 
low banks  to  renegotiate 
their  loans. 

Now  the  company  is 
in  tricky  negotiations 
with  the  banks  to  refi- 
nance $3  billion,  abb  dis- 
putes Moody's  negative 
view  and  says  it  is  con- 
fident of  its  restructur- 
ing plans.  But  the  pre- 
mium that  abb  pays 
over  interbank  rates  is 
likely  to  double,  and  the 
company  is  being  forced 
to  sell  assets,  perhaps 
its  insurance,  leasing, 
and  oil  businesses. 

ABB  is  just  one  of  many  European 
companies  that  are  waking  up  to  radical 
changes  in  the  capital  markets.  In  the 
boom,  companies  borrowed  freely  to  fi- 
nance acquisitions  or  to  make  gigantic, 
risky  investments.  Now,  lenders,  espe- 
cially the  bondholders  that  took  losses 
as  corporate  debt  ratings  fell,  are  ex- 
acting their  revenge.  Lenders  are  forc- 
ing profligate  borrowers  and  poorly 
managed    compa- 


British  giant  Imperial  Chemical  Indus- 
tries, and  France  Telecom  to  fix  over- 
levered  balance  sheets.  If  they  don't 
act,  companies  face  sky-high  interest 
costs  from  low-rated  debt  or  even 
worse,  insolvency — the  fate  of  German 
construction  company  Phihpp  Holzmann 
Group.  "Bondholders  used  to  be  treated 
Like  dirt.  Now  they're  getting  some  re- 
spect," says  Rick  Deutsch,  head  of  cred- 


m 


Still,  bond  investors  say  that  acrosi 
Europe,  corporate  management  contin 
ues  to  ignore  creditors'  interests.  Bad 
in  1999,  France  Telecom's  debt  wa 
trading  at  just  30  basis  points  over  gov 
ernment  securities.  Now,  thanks  to 
series  of  ratings  downgrades,  the  spreai 
is  250.  A  year  ago  FT  pledged  to  slasl 
its  $53  billion  debt  by  as  much  as  30^ 
by  2003,  but  it  has  made  no  progress 

But  those  who  hold  the  debt  couli 
turn  the  tables.  In  Britain,  the  heavw^^ 
debts  of  the  two  big  cable  operato 
NTL   and   Telewest   Communications 


could  open  the  way  for  consolidation  i   P** 
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it  research  at  bnp  Paribas  in  London. 
No  European  bondholders'  advocate 
has  emerged  with  the  stature  of  PiMCO's 
Bill  Gross  in  the  U.S.,  who  recently 
blasted  General  Electric  Co.  But  Euro- 
pean bond  buyers  have  grown  tougher 
and  savvier.  For  instance,  in  the  last 
couple  of  years  they  have  demanded 
that  major  issuers  include  stepup  claus- 
es in  their  contracts  that  trigger  rate  in- 
creases in  case  of  ratings  downgrades. 


the  British  broadband  market.  Wit 
ntl's  share  price  down  more  than  9095 
to  20<?,  bondholders  in  January  forces 
the  company's  overly  ambitious  CEC  ^^ 
Barclay  Knapp,  to  agree  to  a  restruc 
turing.  Bondholders  ar 
pushing  to  swap  th 
company's  debt  for  neai  [*"" 
ly  all  its  equity. 

And  when  a  compan. 
seems  hopeless,  credi  ^"^ 
tors  are  ready  to  put  i 
out  of  its  misery.  L 
mid-March,  banks  cam 
to  the  conclusion  tha  '""^ 
Frankfurt-based  Holz  ^-^ 
mann  was  such  a  con  "^f^" 
pany.  With  HolzmanP^^  -'' 
losing  $210  milUon  las 
year,  the  banks  balked"  ^' 
at  a  second  rescue  jus  |™'ff 
two  years  after  a  $2  bi 
lion  bailout.  Holzman 
filed  for  insolvency  o 
Mar.  21  and  faces  liquidation. 

Europe's  debt  buyers  aren't  feelin 
sentimental.  "One  of  the  purposes  of  r( 
cessions  is  to  winnow  out  some  of  th  P^ 
weaker  companies,"  says  Neil  McLeis  ^ ' 
of  Morgan  Stanley  in  London.  Give  '^•^ 
the  excesses  of  the  boom,  Holzman 
may  not  be  the  last  to  go 

By  Stanley  Reed  in  London,  wit 
David  Fairlamb  in  Frankfurt  an 
Carol  Matlack  in  Paris 
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nies  such  as  NTL 
Group  Ltd.,  the 
British  cable 

leader,  and  Kirch- 
Media,  the  once 
dominant  German 
player,  into  re- 
structuring— open- 
ing the  way  for 
new  management, 
renegotiated  deals, 
and  asset  sales. 
They  are  also  pres- 
suring former  blue 
chips  such  as  abb. 
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of  the 
Creditors 

Debt  i.s  finally 
coming  due  at  a 
slew  of  top 
European 
companies 


ABB  Shut  out  of  commercial-paper  market. 

Must  renegotiate  $3  billion  credit  line. 

MTL  $17  billion  in  debt,  with  stock  trading 

below  $1.  In  restructuring. 

TELEWEST     As  at  NTL,  debt  dwarfs  equity. 


RAILTRACK    Forced  into  bankruptcy  in  October 
by  British  government. 

HOLZMANN     Filed  for  insolvency  after  banks 
balked  at  second  rescue. 


UKEIY  OUTCOME 


New,  more  expensive  credit  facility. 
Sale  of  major  units. 

Shareholders  lose  out.  Bond- 
holders get  equity. 

Strategic  shareholders  Liberty  Media 
and  Microsoft  lead  restructuring. 

Bond,  stockholders  get  $10  billion, 
government  kicks  in  $420  million 

Liquidation 


If 
'es 
iievt 

B  be] 
iii(iiie 


wat« 


56  BusinessWeek  /  April  8,  2002 


• 


Developments  to  Watch 


IjEPITEP  BY  ADAM  ASTON 


FOOD  RESEARCH 
REACHES 
^ANANOLEVEL 


thai' 


asi 

;|)ii||A  FRESHER  TASTE,  A  STRONGER 

aroma,  and  a  higher  absorp- 
tion rate  for  food  nutrients. 
These  are  just  some  of  the 
benefits  KraA,  Foods  is  hoping 
to  achieve  with  supersmall 
(Capsules  made  by  wrapping 

[tjjone  liquid  around  another. 
Manuel  Marquez,  a  chem- 
ist in  Kraft's  Glenview  (111.) 
nano-tech  lab,  and  his  co-re- 
searchers found  a  way  to 
force  two  flows  of  liquid 
.through  tiny  jets  so  that  one 

eJstream  fully  encloses  the 
other.  As  the  jet  stream 
breaks  up,  droplets  form  and 
are  hardened  into  capsules 
just  50  nanometers  wide.  At 

[i^his  size,  nutrient-bearing 
papsules  could  circulate  in 
the  blood  and  enter  human 

iil^cells.  What's  more,  by  using 

,,[[) different  materials  for  the 
jputer  shells,  scientists  can 

IJ5  cause   the   bubbles   to  pop 

ji^g,ppen  at  will  when  exposed 
po   microwaves   or   excited 

)(,jkvith  ultrasound. 

Improved  deUvery  of  food 
jadditives  and  drugs  is  just 
pne  implication  of  this  dis- 

.jjjCovery,     which  is  described 

.f,in  the  Mar.  1  issue  of  Science. 

[|,3y  pairing  different  types  of 
JRUings  with  different  outer 

,,.f^hells,  researchers  should  be 

.j^able  to  fine-tune  where  and 
^hen  edible  capsules  would 

,,jj  be  digested.  "You  can  design 

,„fi  nutrient  that  will  be  ab- 
sorbed several  times  more  ef- 
dently"  than  traditional  food 
ditives,  says  Marquez.  You 
uld  even  control  the  release 
jf  flavors  or  aromas. 

The  bubbles  are  also 
jeing  considered  for 
uses   beyond   the 
medicine  chest  or 

^3  ;he  dinner  plate. 
One  of  Marquez' 
teammates  is  con- 

1'    uring    up    tiny, 

I    3il-coated   water 
Irops   as   a   fuel 
br  space  ships. 
Julie  Forstei- 
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AN  OFF  SWITCH  FOR  INFUMMATION 

INFLAMMATION  PLAYS  A  KEY  ROLE  IN  A  BROAD  RANGE  OF 

diseases,  including  asthma,  Alzheimer's,  diabetes,  cancer, 
and  heart  disease.  Although  inflammation  is  a  normal  bi- 
ological response  to  infection  or  injury,  the  process  can 
go  haywire,  accelerating  until  it  damages  organs. 

Vasogen  of  Toronto  has  developed  a  therapy  aimed 
at  inducing  the  patient's  own  immune  system  to  put  the 
brakes  on  inflammation.  A  sample  of  the  patient's  blood 
is  removed  and  placed  in  a  special  container  where 
chemicals  artificially  age  the  cells.  One  role  of  the  im- 
mune system  is  to  constantly  purge  old  cells,  so  when 
the  altered  blood  is  reinjected  into  the  patient  it  trig- 
gers the  release  of  immune  proteins  that  also  shut  off 
out-of-control  inflammation. 

In  February,  Vasogen  reported  that  its  immune-mod- 
ulation therapy  significantly  reduced  hospitalizations  and 
deaths  in  a  clinical  trial  of  73  patients  with  congestive 
heart  failure.  The  process  also  is  being  tested  against 
peripheral  arterial  disease,  caused  when  plaque  clogs 
the  arteries  and  sets  off  inflammation.  Catherine  Arnst 


A  LICK  OF  PAINT 

TO  KEEP 

THE  GERMS  AWAY 

THANKS  TO  MODERN  SCIENCE, 

you  can  now  protect  yourself 
against  deadly  microbes — and 
redecorate  at  the  same  time. 
In  March,  the  Environmental 
Protection  Agency  approved 
a  surface  coating — i.e., 
paint — called  Cali- 
wel  that  kills  more 
than  20  harmful 
microbes,  includ- 
ing the  bugs  that 
cause  hepatitis, 
Legionnaire's  dis- 
ease, and  cholera. 
According  to  its 
manufacturer,  Al- 
istagen    of   New 


York,  Cahwel  kills  microbes 
on  contact  within  five  to  15 
minutes  and  keeps  on  killing 
for  up  to  six  years. 

The  coating's  secret  wea- 
pon is  calcium  hydroxide,  a 
germ-fighting  powder.  Be- 
cause the  compound  quickly 
becomes  ineffective  when 
exposed  to  air,  Alistagen  has 
concentrated  it  in  micro- 
capsules able  to  resist 
degradation. 

The  coating  is  now  avail- 
able in  one-  and  five-gallon 
containers,  costing  $69  and 
$295,  respectively.  It  may 
not  be  cheap,  but  at  least 
you  won't  be  stuck  with  in- 
stitutional gray.  Caliwel 
comes  in  seven  colors,  with 
custom  mixes  available  on 
request.        Catherine  Arnst 


RECYCLING  WATER- 
BY  STORING  IT 
UNDERGROUND 

WATER     EMERGENCIES     IN 

parts  of  the  Northeast  have 
sparked  worries  of  a  larger 
drought  in  the  U.  S.  Now,  re- 
searchers in  arid  Australia 
have  come  up  with  a  way  to 
help — an  efficient,  low-tech 
method  to  use  the  earth's 
own  subterranean  water 
tanks  to  store  and  clean 
tainted  water  during  wet  pe- 
riods and  reuse  it  when  the 
rains  stop.  "By  recycling  wa- 
ter we're  throwing  away,  we 
can  take  pressure  off  of 
freshwater  sources"  says  Si- 
mon Toze,  a  Perth-based  sci- 
entist with  the  Common- 
wealth Scientific  &  Industrial 
Research  Organisation. 

Toze  and  his  csiRO  cohorts 
have  reported  that  polluted 
urban  rainwater — and  even 
lightly  treated  sewage — can 
be  collected  and  mechanically 
pumped  underground  into  ex- 
isting aquifers.  Right  away, 
this  saves  water  that  might 
otherwise  evaporate  or  flow 
to  the  sea.  It  also  turns  out 
that  underground  storage 
naturally  kills  some  disease- 
causing  organisms,  making  the 
water  clean  enough  for  some 
uses  on  farms.  In  as  little  as 
six  weeks,  the  csiRO  re- 
searchers found,  hostile  sub- 
terranean conditions — a  lack 
of  oxygen  and  nutrients,  tem- 
perature fluctuations,  and 
competition  from  indigenous 
ground-dwelling  microorgan- 
isms— neutralized  surface- 
borne  infectious  viral  agents 
and  bacteria  such  as  Salmo- 
nella. While  the  water  isn't 
safe  enough  to  drink,  it  can 
be  used  for  irrigation  of  farms 
and  for  gardens. 

Storing  water  underground 
also  avoids  the  habitat  de- 
struction caused  by  tradition- 
al above-ground  dams.  There 
are  currently  four  aquifer 
storage  test  sites  in  Aus- 
tralia, with  similar  programs 
in  the  works  in  the  U.S. 
and  Europe.     Darnell  Little 
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Finance 


COMMUNICATIONS 


AOL.  YOU'VE 
GOT  MISERY 


The  media  giant's  mounting 
debt  and  swooning  stock 
may  keep  it  from  delivering 
on  its  bright  promise 

Twenty-six  months  ago,  at  the 
height  of  the  Internet  bubble, 
America  Online  annoimced  it  was 
buying  Time  Warner  Inc.  for  more 
than  $130  billion  in  stock.  Analysts  gen- 
erally lauded  the  merger,  as  did  Busi- 
nessWeek. But  these  days,  the  exulta- 
tions have  evaporated — along  with  more 
than  two-thirds  of  the  value  of  AOL 
stock.  And  the  company  has  lost  so 
much  credibility  on  Wall  Street  that  its 
shares  are  limping  even  as  the  market 
recovers  from  the  economic  slowdown 
and  tech  bust:  Since  Nov.  30,  they've 
lost  33%,  while  other  media  stocks  have 
gained  3%. 

Certainly,  the  downturn  and  the  ad- 
vertising drought  have  hit  aol's  core 
businesses  hard.  But  AOL  has  deep-seat- 
ed problems  that  are  hampering  its  abil- 
ity to  hold  its  owTi  in  the  fast-changing 
media  world.  The  company  is  financially 
weaker  than  it  was  a  year  ago  because 
rising  debt  and  a  falling  share  price 
have  left  it  without  the  means  to  make 
the  deals  it  needs  to  keep  up.  And  ex- 
ecutives have  angered  big  institutional 
investors  by  missing  growth  targets  and 
spinning  financial  reports  to  make  their 
performance  look  better  "They're  in  the 
penalty  box,"  says  John  Tinker,  manag- 
ing partner  of  hedge  fund  Steamer  Cap- 
ital LLC.  "Mutual  funds  feel  they've  been 
misled  and  just  want  to  get  rid  of  a 
mistake." 

Wall  Street's  antipathy  could  be  a  se- 
vere handicap  as  a  major  consolidation  of 
the  cable-TV'  industry  gets  imder  way. 
AOL  is  counting  on  cable  to  dehver  the 
synergies  from  its  online,  entertainment, 
and  news  franchises  that  it  promised  at 


the  time  of  the  merger.  But  it  can't  af- 
ford to  spend  $10  billion  for  a  deal  with 
cable-giant  Comcast  Corp. — one  that 
could  help  put  its  entertainment  and 
news  on  broadband  lines  in  one-fourth  of 
the  nation's  wired  homes — unless  it 
plunges  deeper  into  debt,  possibly  driving 
its  BBB+  bond  rating  down  three  notch- 
es to  jvmk  status.  "We  are  committed  to 
maintaining  our  strong  investment  grade 
rating,"  says  Chief  Financial  Officer 
Wayne  Pace,  who  regularly  meets  with 
credit-rating  agencies.  Meantime,  the 
company  is  holding  a  poor  hand  as  it 
tries  to  hang  on  to  another  partnership 
covering  one-sixth  of  lime  Warner's  cur- 
rent cable  subscribers.  And,  though  it's 
looking  to  foreign  markets  for  future 
growth,  AOL  is  now  having  to  slash  its 
marketing  in  Europe  where  its  online 
service  is  a  distant  fourth. 

AOL  executives  insist  their  problems 
are  temporary  and  imder  control.  The 
company  has  $10  billion  of  untapped 
bank  credit.  Movies  such  as  Harry  Pot- 
ter and  the  Sorcerer's  Stone  and  Lord  of 
the  Rings  prove  the  company  is  capable 
of  delivering  box-office  bonanzas.  And, 
as  the  economy  rebounds,  execs  argue, 
so  will  advertising  at  bedrock  publishing 
and  TV'  businesses,  thus  boosting  earn- 

REVERSAL  OF  FORTUNE 

AOL  Time  Warner  has  trailed  badly  behind  other 
media  stocks  since  Wall  Street  began  to  question 
the  company's  growth  prospects  in  early  December 
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ings  and  cash  flow  and  hfting  the  stocl  m: 
price.  "The  only  catalyst  that  matters  i; 
bottom  line  performance,"  says  Rober 
W.  Pittman,  co-chief  operating  officei  ioadt 
Some   analysts   figure   the   stock,   a 
arovmd  $23,  is  as  low  as  it  will  go. 

For  now,  though,  AOL  is  piling  o 
more  debt.  On  top  of  the  $23  billion  i 
owed  at  the  end  of  2001,  the  company  i 
borrowing  a  further  $7  billion  because  i 
is  being  forced  to  buy  the  half  of  AO) 
Europe  it  doesn't  own.  Under  a  con 
tract  signed  in  March,  2000,  at  the  peal  jble  ( 
of  the  tech  bubble,  AOL  gave  Germaj  libers. 
media  giant  Bertelsmann  an  option  t'  .  s : 
sell  its  half  of  aol  Europe  to  aol  fo 
$6.75  bUhon.  Now  the  German  compan, 
is  bailing  out.  That's  a  double  whamm; 
for  AOL.  Not  only  will  it  have  to  borro\ 
heavily,  but  it  will  be  stuck  with  all  c 
AOL  Europe's  losses,  which  ran  $600  mi 
lion  last  year. 

AOL  could  make  far  better  use  of 
borrowing  capacity  it  still  has.  To 
ther  its  ambitions  in  broadband,  it  n 
to  do  a  deal  with  Comcast  for  accesi 
to  23  million  cable  subscribers.  Comcaji 
is  about  to  become  the  owmer  of  25.5' 
of  Time  Warner  Entertainment,  an  in| 
portant  subsidiary,  aol  says  its  doesn 
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Some  investors  are  angered  by  how  AOL  spins  its  numbtsj 
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(irieed  to  buy  back  the  TWE  stake.  "There 
^tiS  no  gun  to  our  head  to  do  this  deal," 

if'iays  CFO  Pace.  But  Comcast  wants  to 
t«  onload  the  stake,  which  analysts  value 

a  at  $10  billion,  so  AOL  may  have  to  buy  it 
as  part  of  negotiations  to  secure  access 

01  po  Comcast's  cable  systems.  The  risk  is 

i;that  a  rival — such  as  Microsoft  Corp.'s 

iMSN  online  service — could  get  on  Corn- 
et ::ast's  systems  first. 

oj  Meanwhile,  aol's  own  cable  system, 
he  nation's  second-largest,  may  lose  a 
izable  chunk  of  its   13  million  sub- 

.jCribers.  In  its  annual  report  filed  Mar. 

tjB5,  AOL  says  the  Newhouse  family, 
vhich  publishes  newspapers  and  maga- 
ines,  is  considering  withdra\\'ing  from  a 
>artnership  with  aol  and  taking  2.3  mil- 
ion  cable  subscribers  with  it.  The  two 

I  parties  have  hired  investment  bankers 

:i\o  value  the  stake.  At  a  time  when  scale 
s  becoming  all-important  in  the  cable 
business,  losing  those  subscribers  would 
ie  a  step  backwards. 

In  the  past,  aol  might  have  offered 
ts  stock  to  Comcast  and  the  Newhouse 
"amily.  But  the  shares  are  down.  Many 
nvestors  turned  skeptical  after  the  com- 

iii])any  belatedly  conceded  last  fall  that 

;nt  wouldn't  make  its  aggressive  30% 
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WHAT  AILS  AOL 


HIGHER  DEBT 


On  top  of  $23  billion  of 
existing  debt,  it  needs  to 
borrow  $7  billion  to  buy 
rest  of  AOL  Europe.  Might 
have  to  add  another  $10 
billion  to  strike  key  deal 
with  Comcast,  possibly 
putting  its  investment 
grade  credit  rating  at  risk. 


FALLEN  STOCK  PRICE 


Shares,  down  49%  since 
January,  2001,  acquisition 
of  Time  Warner,  won't  go  far 
toward  making  new  deals. 


LOST  CREDIBILITY 


Over-promised  on  growth 
targets  in  2001,  turning 
Wall  Street  skeptical  of  its 
numbers. 


earnings  growth  projection  for  2001. 
Since  December,  analysts  have  slashed 
their  estimates  for  this  year  by  27%. 

Some  of  the  pessimism  stems  from 
the  lagging  growth  of  AGL's  online  sub- 
scribers. But  much  is  due  to  the  way 
the  company  spins  its  nvmibers.  For  ex- 
ample, analyst  Jordan  Rohan  of  Sound- 
View  Technology  Group  complains  that 
AOL  uses  a  tax  break  it  gets  when  em- 
ployees exercise  stock  options  to  concoct 
an  eamings-per-share  number  that  over- 
states results  by  45%.  AOL  disputes  that 
anything  is  amiss.  "It's  a  value  to  our 
company,"  says  Pace.  Either  way,  the 
tax  break  is  now  worth  much  less  be- 
cause AOL  shares  have  fallen  so  much. 

Meanwhile,  AOL  is  still  grappUng  with 
the  dilution  to  earnings  per  share  that 
comes  from  handing  out  options.  Last 
year,  in  an  effort  to  keep  this  under  con- 
trol, it  spent  $3  billion  to  buy  back  76 
million  shares — still  33  million  short  of 
the  number  issued  when  employees  ex- 
ercised options.  This  year,  AOL  won't  be 
buying  back  shares,  even  though  they're 
down  in  price,  because  it  needs  to  con- 
serve the  $700  million  in  cash  it  still  has. 

AOL  is  hurting  itself  by  continuing  to 
emphasize  its  earnings  before  interest. 


taxes,  depreciation,  and  amortization 
(EBITDA)  as  the  key  measure  of  its  fi- 
nancial condition.  Many  other  media 
companies,  such  as  Viacom  Inc.,  use  it, 
too.  But  in  its  Jan.  30  press  release, 
AOL  trumpeted  2001  earnings  of  $9.9 
billion  using  its  favorite  formula,  even 
though  it  actually  lost  $4.9  billion  imder 
the  generally  accepted  accounting  prin- 
ciples mandated  by  the  Securities  & 
Exchange  Commission.  Daniel  Peris,  an 
analyst  at  Argus  Research  Corp.,  told 
his  chents  that  EBITDA  minimizes  the 
effect  of  aol's  heavy  debt  load  and  that 
he'll  use  other  measures  in  the  future. 

AOL  dented  its  credibility  further  by 
offering  two  different  tallies  of  its  2001 
EBITDA  results.  The  first  was  the  $9.9 
billion  figure  headlined  in  its  press  re- 
lease, up  18%  from  2000.  The  second 
was  $9.3  billion,  up  just  14%,  and  was 
reported  in  an  attached  spreadsheet 
headed  "2002  pro  forma  trending  sched- 
ules." AOL  told  analysts  to  use  the  high- 
er number  for  assessing  its  perform- 
ance last  year,  and  the  lower  one  as  the 
baseline  for  judging  whether  it  hits  its 
target  of  increasing  earnings  by  8%  to 
12%  this  year.  The  rationale:  Last  year, 
AOL  did  not  consolidate  the  $600  mil- 
lion loss  made  by  aol  Europe,  but  this 
year  it  will  own  all  of  the  company  and 
have  to  book  all  of  its  losses. 

Oddly  enough,  consoUdating  aol  Eu- 
rope gives  execs  a  leg  up  in  reaching 
their  2002  EBITDA  profit-growth  targets. 
AOL  executives  say  they  will  halve  aol 
Europe's  $600  million  losses  by  slash- 
ing the  cost  of  marketing  to  potential 
subscribers.  That  alone  will  lift  EBITDA 
by  $300  million.  "We  do  have  a  fair 
amount  of  control  over  that,"  Pittman 
told  analysts  earlier  this  year.  Lehman 
Brothers  Inc.  media  analyst  HoUy  Beck- 
er, in  a  recent  report,  called  the  move  "a 
windfall  improvement."  But  taking  that 
one-time  windfall  will  crimp  aol's  abUi- 
ty  to  build  a  base  in  key  markets. 

In  coming  weeks,  aol  will  suffer  yet 
another  embarrassment:  taking  the 
largest  single  write-down  in  corporate 
history,  a  $54  billion  charge  to  its  books 
for  the  lost  value  of  its  acquisition  of 
Time  Warner.  The  charge  isn't  a  big 
surprise:  Months  ago,  the  company 
warned  it  was  coming — and  it  won't 
cost  aol  any  cash.  But  it  is  a  stark  re- 
minder just  how  far  short  aol  is  of  de- 
livering on  its  promises. 

By  David  Henry  and  Tom  Lowry  in 
New  York,  with  Catherine  Yang  in 
Washington 


)iecs  insist  the  problems  are  temporary  and  under  control 
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*  Can  GM  Save 
An  Icon? 

Unless  Cadillac  recovers, 
the  company  stands  to  lose 
a  lot  more  than  a  brand 


By  BmD  Welch  and  Gerry  Khermouch 
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It  was  the  car  of  our  dreams 
/>  /^[^qqq^  >\  From  the  rapier-sharp  tai 
//  ^iP^ir^L,  \^.  fins,  lifted  from  the  silhouette 
jj  of  a  World  War  II  fighter,  t 
i^  the  missile-like  projections  oi 
the  sculpted  fi-ont  bumper,  th(  kd  ' 
1950s-era  Cadillac  was  the  de  i*^ 
finition  of  class,  status,  anc  1*^ 
American  Century  optimism.  It  was  what  folki  ^^■ 
around  the  country  aspired  to — the  tangible  evi  ^^^ 
dence  of  having  arrived.  Marilyn  Monroe  drov(  iH 
one.  So  did  I>waght  D.  Eisenhower.  Elvis  bough  i*,' 
them  by  the  gross,  and  when  he  died,  12  white 
Cadillac  limos  led  the  procession.  Perhaps  nevej 
before  or  since  has  a  single  brand  so  spectacularj 
ly  embodied  the  hopes  and  dreams  of  the  con 
suming  classes. 
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But  Cadillac,  the  marquee  nameplate  of  Gen- 
ral  Motors  Corp.,  has  put  on  a  lot  of  miles  since 
hose  long-distant  glory  days.  Lurching  from  de- 
ign blunder  to  design  blunder  for  more  than  two 
lecades,  the  once-storied  brand  has  descended 
com  faded  icon  and  butt  of  late-night  jokes  to 
omething  much  worse:  irrelevance.  F'rom  near-to- 
al  dominance  of  its  market  back  in  the  '50s,  when 
out  of  10  luxury  cars  sold  in  the  U.S.  were 
baddies,  the  brand  has  sunk  to  fourth  place, 

v()apped  by  Mercedes,  Lexus,  and  BMW.  Last  year 
lone,  the  division's  sales  fell  by  9%.  And  no  won- 

'.|ler.  With  an  average  age  of  66,  Cadillac's  primary 
ustomer  base  is  dwindling  fast. 

Cadillac,  once  a  symbol  of  the  very  best  in 

|\merican  technology  and  engineering,  now  ex- 
mplifies  the  decline  of  one  of  America's  great 


companies.  In  the  1950s,  when  Cadillac  was  king, 
GM  was  the  most  valuable  company  on  the  planet 
and  one  of  the  most  profitable  the  world  had  ever 
known.  Its  1962  profits  of  $1.5  billion  were  more 
than  three  times  that  of  its  next-largest  rival, 
Ford  Motor  Co.  With  a  lineup  that  extended  from 
Chevrolet 
to  Cadillac, 
any  family 
in  America 

could  find  a  car  at  gm.  And  most  of  them  did, 
giving  GM  more  than  half  the  market. 

Although  still  the  world's  biggest  auto  maker, 
GM  has  suffered  a  slide  almost  as  precipitous  asi 
Cadillac's.  Its  share  of  the  U.S.  car  market  has! 
fallen  by  nearly  half  since  1962,  and  profitability] 
has  become  a  sometime  thing,  with  gm  running  up 
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CTS:  FOR 
ONCE,  GM 
WENT  OUT  ON 
A  LIMB 
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LUXURY-CAR  SALES 
HAVE  EXPLODED... 
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losses  three  times  in 
the  past  decade. 

Lately,  though,  gm 
is  looking  like  it 
might  be  ready  to 
shake  itself  out  of  its 
torpor.  In  2001,  it 
posted  the  strongest 
results  in  Detroit, 
something  unimagin- 
able just  two  years 
ago,  thanks  mainly  to 
surging  truck  sales. 
While     Ford     and 

Chrysler  struggled  with  losses,  GM  earned  $601  miUion  on 
sales  of  $177.3  bilUon  last  year.  Even  better,  it  recently 
boosted  its  first-quarter  profit  forecast  by  $110  million,  to  $660 
milhon.  Lately,  GM  stock,  up  22%  for  the  year,  is  even  show- 
ing up  on  Wall  Street  buy  lists.  But  pickups  and  sport-utitity 
vehicles  can  only  go  so  far.  GM  cannot  remain  the  world's  pre- 
eminent carmaker  without  a  viable  luxury  car. 

It's  not  just  a  gold-plated  image  that's  at  stake.  Without  a 

strong  Cadillac  lead- 
ing the  way,  GM  will 
have  trouble  rev\ing 
up  Caddy-era  profit 
margins  again.  In  a  profit-challenged  industry,  an  entry-level 
luxur}^  car  can  earn  an  auto  maker  $3,000,  compared  with 
$500  for  a  midsize  sedan.  Top-of-the-line  sm^s  and  sedans 
haul  in  $15,000  a  pop.  That's  why  Ford  has  built  up  a  luxury 
stable  that  includes  Jaguar,  Volvo,  and  Land  Rover. 

Even  more  important  is  what  defeat  would  say  about  gm's 
chances  of  maintaining  auto  leadership.  Cadillac  once  stood  for 
cutting-edge  technology",  offering  some  of  the  earUest  air 
conditioners  and  automatic  transmissions  on  the  road.  To  let 
the  nameplate  go  would  be  tantamount  to 
admitting  that  gm  can  no  longer  lead 
in  the  design  and  construction  of 
automobiles.  "Cadillac  is  vital  to 
General  Motors  because  of  what  it 
represents  about  the  company," 
says  CEO  G.  Richard  Wagoner  Jr. 

It's  hard  to  overestimate  the 
glow  that  a  strong  premium  brand 
can  impart.  Cadillac's  cachet  helped 
attract  customers  to  GM's  entry-level 
Chevys,  and  as  those  customers  pros- 
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Data:  Autodata  Inc..  Bulln  Group,  AutoPacific  Inc. 
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pered,    the    lure    o 
Cadillac  drew  then 
up  through  the  brant 
hierarchy  of  Pon 
tiacs,  Oldsmobiles 
and     Buicks.     Cus 
tomers   who   fell  ii 
love    with    the    lin 
decades  ago  are  st 
among  Cadillac's  bes 
customers — peopl 
like  WD.  Farmer,  7f 
and    his    wife,    An 
nette,  from  Atlant 
They  bought  their  first  Cadillac  30  years  ago  and  have  bough 
10  more  since.  The  latest:  a  DeVille  DHS,  vidth  a  bench  sea  >.- 
and  shifter  on  the  column.  Says  Farmer:  "It  rides  like 
boat  and  has  aU  the  beUs  and  whistles."  That's  the  kind  of  loj 
alty  marketers  dream  of,  but  imless  gm  can  tap  a  new  gen   {e,t 
eration  of  fans  to  follow  folks  like  the  Farmers,  Caddy  wi^  nP 
continue  its  inexorable  decline. 

That's  why  gm  is  finally  getting  serious  about 
its  beleaguered  luxurj^  division.  After  years  of 
paying  lip  service  to  the  importance  of  the 
Cadillac  heritage,  GM  for  the  first  time  is  putting 
some  muscle  behind  an  effort  to  revive  the  fa- 
bled brand.  Over  the  past  four  years,  it  has 
quietly  committed  up  to  $4  billion  in  a  campaign 
to  restore  Caddy  to  its  rightful  place  in  the  auto 
firmament.  That's  10%  of  gm's  total  capital 
budget  for  a  brand  that  accounts  for 
less  than  4%  of  sales,  or  just  180,000 
cars.  In  January,  Cadillac  intro- 
duced the  CTS  sedan,  the 
first  new  model  in  a 
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Cadillac: 
From  Classic 
To  Clunker 
To  Concept 

It  burst  on  the  scene  as 
a  technology  marvel, 
and  became  a  status 
symbol  for  newly 
wealthy  Americans. 
But  Cadillac  lost  Us 
edge  in  the  70s  and  '80s 

Data  Bulin  Group.  BW 


1902 


Henry  Leiand  si 

the  Cadillac  Mc 
Car  Co.,  named 
Detroit  city  founder  Le 
Antoine  de  la  MotheCai 


1908 


Cadillac  sells  tt 
car  with  precisi 
made  parts  tha- 
be  interchanged  with  o 
Cadillacs  for  repairs.  Tl 
vance  gives  Cadillac  a 
tation  for  quality  and  t 
slogan,  "The  Standard 
World." 


1909 


General  Motors! 

buys 
Cadillac 


for  $5.9  million. 
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fw.D.  Farmer,  73, 
|ind  wife  Annette,  71. 

(He  says  their  DeVille 
et  )HS,  tine  latest  of  " 
inlnany  Caddies  they've 

wned,  "rides  like  a 

)oat  and  has  all  the 

,)ells  and  whistles" 

III 

H'  ineup  of  radically  re- 
lesigned  cars  that 
dll  arrive  over  the 
^l^ext  three  years. 
That  the  angular 
lew  styling  was  ap- 
tsuroved  at  all  is  re- 
v^narkable.  If  legendary  gm  designer  Harley  Earl  were  in- 
roducing  his  flamboyant  tailfins  for  Cadillac  today,  he  would 
lave  a  tough  time  getting  the  go-ahead  in  an  industry  that 
las  become  more  reluctant  to  break  the  mold.  Even  at  this 
t^ritage,  the  approval  problems  aren't  over.  Just  as  the  first  of 
he  new  Caddies  was  heading  into  production,  a  shift  oc- 
urred  at  the  top  of  GM.  Robert  A.  Lutz,  one  of  the  most  ad- 
hired  car  execs  in  Detroit,  joined  the  company  last  fall  and  is 
low  head  of  North  American  operations.  Known  for  his  love 
if  classic,  flowing  car  design,  he  has  already  softened  the  look 
f  some  upcoming  models.  If  the  new  styling  doesn't  catch  on, 
he  won't  hesitate  to  make  further  changes.  Lutz  is  pas- 
sionate about  the  need  to  bring  Cadillac  back.  "A 
great  deal  of  our  corporation's  reputation  is  tied 
up  in  Cadillac,"  says  Lutz.  "That's  why  we 
will  not  fail." 

There's  more  than  a  little  bravado 


-  Meghan  Hunt-Rider,  23,  of  Long  Beach,  Calif.,  with  her 
'61  Coupe  DeVille.  It  cost  $3,000  to  buy,  another  12 
grand  to  bring  up  to  snuff 


-John'Tabolous" 
Jackson,  22,  Queens, 
N.Y.,  with  an  Escalade 
SUV.  In  his  rap  video, 
a  "Slade"  symbolizes 
a  taste  for  luxury 

in  those  words.  Re- 
viving a  dying  brand 
is  perhaps  the  hard- 
est job  in  marketing. 
Think  of  Polaroid — or 
Oldsmobile.  "You've 
got  to  invest  a  lot 
and  either  overcome 
the  negatives  or  start 
with  a  blank  slate  with  a  new  generation,"  says  Kevin  Lane 
Keller,  who  teaches  marketing  at  Dartmouth  College's  Amos 
Tuck  School  of  Business.  He  says  the  job  is  even  harder 
when  it  comes  to  cars,  a  category  closely  tied  to  one's  sense 
of  social  approval.  Automobile  history  is  littered  with  once 
high-flying  names  like  Packard,  Duesenberg,  and  Studebaker 
that  couldn't  make  the  transition  to  a  new  generation. 

For  Cadillac,  the  challenges  are  even  greater.  A  Cadillac 
backlash  began  in  the  '60s  and  '70s.  While  World  War  II 
veterans  rewarded  themselves  with  Caddy's  giant  land  cruis- 
ers, the  generation  that  protested  Vietnam  rejected  the 
waste  and  ostentation.  Besides,  they  didn't  share  their  par- 
ents' reflexive  belief  in  all  things  American. 

Then  came  the  early  1980s.  Just  as  the  baby  boomers 
were  moving  into  the  market,  Cadillac  made  some  of  its 
biggest  missteps.  Quality  and  style  hit  the  skids  at  gm's  lux- 
ury division,  with  the  low  point  coming  in  the  wake  of  the 

'70s  gas  crisis.  As  gas-sipping  im- 
ports stormed  the  market,  Caddy 
floundered.  Fearing  that  gas  would 
reach  $3  a  gallon,  GM  desperately 
slapped  a  Cadillac  crest  on  its  small- 
est— and  shoddiest — model,  the 
Chevy  Cavalier.  The  poor  quality, 
drab  styling,  and  cramped  feel  of  the 
Cimarron  took  years  to  overcome. 
Mercedes-Benz  and  BMW,  meanwhile, 
offered  up  sleek  alternatives  that  set 
a  standard  in  engineering.  Cadillac 
managed  to  alienate  the  biggest,  rich- 
est, most  committed  generation  of 
consumers  ever  to  come  along. 
Cadillac   long  ago  addressed 


Cadillac  launches  the 
first  cars  with 
electric  headlamps 
;  I  self-starter.  Two  years 
3(iit  sells  the  first  mass- 
xed  V-8  engine.  This 
'pe  brand  an  early 
Mien  for  technology 
>hip. 


Cadillac  launches  its 
lower-priced  La  Salle, 
designed  by  young 
GM  styling  chief  Harley  Earl. 
A  smash  hit,  the  car  keeps 
Cadillac  sales  afloat  during 
the  Depression  without  drag- 
ging its  name  downmarket, 
as  with  luxury  rivals. 


1938 


Cadillac's  60  Special 
becomes  a  fashion 
standard. 


Tailfins  arrive.  Earl 
designs  the  new 
Cadillacs  with  rear 
2     fins  inspired  by  the  P38 
Lightning  twin-boom  fighter. 

Cadillac  grabs  luxury- 
sales  leadership,  beat- 
ng  Packard.  Caddy 
also  launches  its  racy,  two- 
door  hardtop,  the  Coup  de 
Ville,  which  goes  on  to  be- 
come a  best-selling 
model  for  years. 
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its  quality  problems — though 
never  reaching  the  pinnacle 
it  once  held — but  the  game 
had  changed.  Notions  of  suc- 
cess and  status  were  differ- 
ent. The  company  man  was 
replaced  by  a  more  entrepre- 
neurial ideal.  "Once  that  old 
hierarchy  of  climbing  the  lad- 
der of  success  disappears,  the 
notion  of  a  status  symbol 
takes  on  a  different  shape," 
says  Gary  S.  Cross,  a  history 
professor  at  Pennsylvania 
State  University  and  author 
of  An  All-Consuming  Centu- 
ry: Why  Commercialism  Won 
in  Modem  America.  "It  be- 
comes more  of  an  expression 
of  a  personal  style,  and  for- 
eign luxury  cars  have  done  a 
better  job  of  that."  While  the 
Cadillac  generation  saw  cars 
and  driving  as  a  leisure  ac- 
tivity, boomers  see  it  as  another  arena  for  competition. 
They  wanted  performance,  and  in  the  new  luxury  imports, 
they  found  it. 

Rob  Mancuso,  51,  an  executive  at  Aon  Corp.,  is  a  good  ex- 
ample of  who's  not  buying  Cadillacs  these  days.  "I'm  in  a 
BMW,  and  most  of  my  friends  are  in  Mercedes  and  Jaguars," 
he  says.  "If  someone  came  into  a  meeting  and  said  they 
bought  a  Cadillac,  we'd  think  they  were  joking."  Mancuso 
knows  what  he's  talking  about:  Twelve  years  ago,  he  sold  the 
Caddy  dealership  his  grandfather  started  after  he  got  a  good 
look  at  Toyota  Motor's  new  Lexus,  which  had  just  come 
roaring  into  the  market. 

Most  rivals  have  written  off  Cadillac  as  an  aging  bit  of 
Americana,  but  as  the  brand  celebrates  the  100th  anniver- 
sary of  its  founding,  there  are  signs  of  renewed  interest  in 
Caddy,  interest  that  may  gather  momentum  from  the  surge 
of  patriotism  following  September  11.  For  one,  there's  the 
curious  cachet  of  its  late-to-the-party  suv,  the  Escalade. 
Much  as  Tommy  Hilfiger's  Waspy  red-white-and-blue 
sweaters  and  windbreakers  became  all  the  rage  with  urban 
rappers  a  decade  ago,  the  hip-hop  world  has  embraced  the 
lumbering  Escalade.  "It's  just  a  cool  vehicle,"  says  New 
York  rap  artist  Fabolous,  who  gave  a  metallic  red  "Slade"  a 
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A  great  deal 
of  our 

corporation's 
reputation  is 
tied  up  in 
Cadillac 
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Robert  Lutz,  69,  head  of  GMl^jU 

North  American  operations.  He  g,(|, 

would  like  to  give  Cadillac  a 

sleeker,  more  sensuous  look 


99 
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starring  role  in  his  latest  video.  Fellow  rapper  Master  F 
bought  10.  Professional  athletes  also  gravitate  to  the  ca  W^ 
Says  Mark  Hennessy,  owner  of  an  Atlanta  Caddy  dealershij 
"The  Escalade  is  bringing  in  an  urban  buyer  that  we've  ne>  ^  ^^ 
er  seen." 

Just  as  surprising,  there  are  signs  that  young  adults  don 
share  their  parents'  contempt  for  Cadillac.  For  some  twent Jfc-  " 
somethings,  a  rehabbed  boulevard  cruiser  has  become  i1  bfiis 
own  kind  of  status  symbol.  Meghan  Hunt-Rider,  23,  wl  Biittt 
manages  a  coffeehouse  in  Long  Beach,  Calif.,  picked  up  a  '6  Ki^ 
Coupe  de  Wle  for  $3,000  a  few  years  ago.  Twelve  thousan  i^ 
dollars  later,  she  has  turned  the  faded  reUc  into  a  metallic  o:  tlitfo 
ange  cruiser  and  has  become  so  identified  with  it  that  peop  ^^< 
refer  to  her  as  "the  orange-CadUlac  girl."  "Whether  it's  a  '6  itaya 
or  a  '98  Cadillac,"  says  Hunt-Rider,  "you  think  higher-class  fH«i 

So  where  does  all  this  leave  GM  in  its  quest  to  reinvigt  (^ent 
rate  an  American  icon?  At  the  start  of  what's  likely  to  be,  ;  ^oiith 
best,  a  very  long  journey.  After  all,  a  dwindling  cohort  of  a  fct 
fluent  senior  citizens,  a  relative  handful  of  urban  rap  star  fechoii 
and  twentysomethings  with  an  affinity  for  auto  repair  dor  (const 
make  for  a  large  base  on  which  to  reignite  widespread  pa  «r  wa 
sion  for  a  luxury  car.  Still,  with  a  deep  reservoir  of  nostalg  Bsing 
and  affection  for  what  Cadillac  once  was,  the  brand  is  n(  f  cliie 
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Cadillac  launches 

the  Eldorado 

convertible.  It 
becomes  a  cultural  icor^  as 
Marilyn  Monroe  and  Dwight 
D.  Eisenhower  are  often  seen 
behind  the  wheel. 


^'lllJ. 


Paul  Newman  (I 

a  pink  convertif 
in  Hud,  and  C« 
are  firmly  established  il 
Hollywood  as  a  symbol | 
of  American  independt 
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Elvis  Presley  lends  swagger  to  the  brand,  buying  at 
least  100  in  his  lifetime.  In  one  shopping  spree,  he 
buys  33  and  gives  them  to  friends,  family,  and  a 


stranger  at  a  bus  stop. 
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et  ready  to  be  written  off. 
GM  began  to  get  serious 

bout  the  task  of  reviving  its 

ixury  division  five  years  ago. 

Vagoner  was   beginning  to 

ake  a  hard  look  at  gm's  aging 

nd  overlapping  brands,  an  ex- 

rcise  that  would  eventually 

iad  to  the  decision  to  retire 

Jldsmobile  for  good.  Recog- 

izing  that  only  extreme  mea- 

ures  could  save  Caddy,  he 

irought  in  John  F.  Smith,  who 

/as    head    of    gm's    Allison 

Vansmission  Div.,  to  head  up 

he  troubled  brand. 

In  1997,  Smith  and  gm  de- 
ign chief  Wayne  K.  Cherry 

et  out  to  craft  a  radical  look 

or  Cadillac.  Their  goal:  to 

voke  the  Cadillac  of  old,  back 

^hen  the  nameplate  stood  for 

he  best  in  quality  and  tech- 
nology, and  to  stand  out  from 

i  he  parade  of  lookalike  Mercedes  and  Lexus  sedans.  Taking 
aitesign  cues  from  sources  as  diverse  as  the  Stealth  Fighter 
iii[|nd  Bang  &  Olufsen  stereos,  Cherry  came  up  with  an  edgy 
e\t)ok  that  he  called  Art  &  Science,  a  reference  to  the  days 

i/hen  Caddies  were  the  most  beautiful  and  most  technologi- 
nially  advanced  cars  on  the  road.  With  its  sheer,  angular 
nines,  the  look  is  light  years  away  from  the  Caddies  of  yore, 
jt  i/hich  is  part  of  the  point. 

4  But  there  w^as  another  reason  for  the  extreme  styling.  A 
fnore  graceful,  flowing  look  would  have  run  afoul  of  the 
an  ^rand-management  scheme  championed  by  Ronald  L.  Zarrel- 
0!|i,  the  former  president  of  GM  North  America.  Under  his  plan, 
.piSuick  was  awarded  the  sensuous  lines.  "Inside  GM,  you  have 
i  'f,  0  stay  away  from  your  neighbors,"  says  Jim  Taylor,  vehicle 
;«5  ^e  executive  for  the  CTS.  "Buick  has  the  comer  on  [elegance]. 
.|(;Ve  went  off  on  scientific  and  bold." 

,;i  Smith  and  Cherry  pitched  two  visions  for  the  futiire  of 
ta,/adillac  to  top  GM  executives  in  February,  1998.  One  was  the 
(jr  |afe  choice,  a  stable  of  contemporary  luxury  cars  that  aped 
inihe  conservative  sophistication  of  European  competitors.  The 
ii  ther  was  Cherry's  avant  garde  Art  &  Science  look.  The 
if  jpposing  styles  sparked  intense  debate,  says  Zarrella,  who  is 
111  low  chief  executive  of  Bausch  &  Lomb  Inc.  Some  feared 


The  New  Caddies 


MODEL 

YEAR 
AVAILABLE 

PRICE 

DESCRIPTION 

CTS 

2002 

$35,000 

Sporty-driving,  entry- 
level  luxury  sedan. 

SRX 

2003 

40,000 

Crossover  SUV.  Optional 
third  row  of  seating. 

XLR 

2003 

70,000 

Two-seat  convertible 
sports  car  (below). 

STS 

2004 

55,000 

Four-door  luxury  sedan 
that  replaces  the  Seville. 

Art  &  Science  was  too  far  re- 
moved from  the  understated 
elegance  of  the  European  lux- 
ury-car leaders.  For  others, 
though,  the  radical  approach 
was  exactly  what  the  aging 
brand  needed.  "I  was  blown 
away  by  it,"  says  Zarrella. 

In  a  rare  gutsy  move  from 
GM,  the  auto  maker  overcame 
its  usual  preference  for  safe 
and  cautious  and  chose  Art  & 
Science.  GM  execs  acknowledge 
that  not  everyone  will  like  the 
new  look,  but  they  believe 
that  it's  better  to  make  a 
strong  statement  than  to 
blend  in.  They  also  committed 
resources.  Over  the  next  few 
years,  the  carmaker  sent  some 
of  its  best  talent  to  Cadillac, 
including  a  new  team  of  engi- 
neers, styhsts,  and  marketers. 
And  it  buUt  a  half-bilMon-doUar 
state-of-the-art  plant  in  Lansing,  Mich.,  just  for  Cadillac  that 
could  become  one  of  the  most  efficient  in  the  country. 

The  recently  laimched  CTS  sedan,  a  sporty,  entry-luxury  ve- 
hicle that  was  four  years  in  the  making,  is  the  first  example 
of  the  Art  &  Science  design  to  roll  off  the  line.  It  isn't  just 
the  look  that's  new.  Instead  of  the  boatlike  feeling  of  the  old 
Caddies,  this  line  comes  equipped  with  rear-wheel  drive  and 
a  sporty  feel  that's  more  like  the  European  and  Japanese  lux- 
ury cars  Cadillac  now 
competes  with.  To 
make  sure  the  CTS  han- 
dles like  a  performance 
car,  engineers  spent  three  years  flying  back  and  forth  to 
Germany,  where  they  drove  the  car  around  the  famed  Nur- 
burgring  racing  circuit,  the  demanding  track  BMW  uses  to  test 
its  cars.  GM  engineer  Ken  Morris  drove  it  around  the  12.8-mile 
track  400  times,  often  at  speeds  of  150  miles  per  hour.  "My 
wife  now  considers  this  car  another  woman,"  he  quips. 

GM  expects  to  sell  only  30,000  of  the  cars  in  the  first  year, 
less  than  half  that  of  class  leader  Acura  TL,  but  the  model's 
reception  in  the  marketplace  will  be  a  critical  test  of  the  new 
styling.  Priced  at  about  $35,000,  the  CTS  competes  with  the 
Mercedes  C  Class  and  Lexus,  but  current  Cadillac  General 
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1982 


A  terrible  repair 
record  hammers 
quality.  Cadillac  slaps 
a  little  trim  and  a  crest  on  a 
Chevrolet  Cavalier  compact  to 
get  the  Cimarron — a  cheap 
attempt  at  lov\/-price  luxury. 


Cadillac  tries  to  meet 
fuel-economy  con- 
cerns with  an  engine 

that  shuts  cylinders  down  at 

slower  speeds  to  save  fuel. 

But  the  motor  is  rough  and 

unreliable. 


1987 


1986 


Cadillac  downsizes 
the  Eldorado  and 
Seville,  using  the 
same  chassis  as  the 
Oldsmobile  Toronado. 


Cadillac  tries  to  make 
a  stylish  comeback 
with  the  Allante 

convertible,  designed  by 

Italian  studio  Pininfarina. 

But  the  car  has  an 

underpowered  engine 

and  a  leaky 

convertible  top.        ^^^^ 
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Manager  Mark  LaNeve  does 
not  expect  to  win  over  many 
of  those  buyers  right  away. 
Instead,  he's  hoping  Cadillac's 
splashy  new  cars  will  convince 
boomers  who  drive  lower- 
priced  imports  like  Toyota 
Camrys  and  Honda  Accords 
to  trade  up.  The  CTS  comes 
equipped  wdth  the  same  GM- 

designed  transmission  that  BMW  licenses  for  its  $45,000 
5  series  sedan,  considered  by  car  buffs  to  be  the  best-driving 
sports  sedan  on  the  market,  (gm  designed  the  transmission 
five  years  ago,  but  lacked  a  suitable  rear- wheel-drive  car  of 
its  own  to  use  it  on.)  Says  James  N.  Hall,  a  consultant  with 
Auto  Pacific  Inc.:  "It's  a  close  second  to  a  5  series." 

For  a  brand  as  ecUpsed  as  Cadillac,  performance  alone 
may  not  be  enough  to  get  the  car-buying  public  to  sit  up  and 

take  notice.  For  that, 
Cadillac  is  coimting  on 
its  eye-catching  de- 
sign. To  make  sure 
the  new  look  gets  noticed,  GM  is  spending  some  $150  million 
in  advertising  for  Cadillac  this  year — a  50%  increase  over 
2001.  The  CTS  rollout  was  accompanied  by  TV  commercials 
backed  by  boomer  rock  icon  Led  Zeppelin  belting  out:  "Been 
a  long  time  since  I  rock  and  rolled."  To  build  buzz,  GM  is 
handing  out  new  CTS  sedans  to  celebrities  Uke  David  Spade 
and  Brooke  Shields  for  six-month  trials.  Says  LaNeve:  "We 
have  to  make  Cadillac  cool  again." 

GM  execs  acknowledge  they're  somewhat  flummoxed  by 
how  to  handle  the  vogue  for  the  Escalade  among  the  hip-hop 
crowd.  While  Cadillac  is  trying  to  build  on  its  image  of  so- 
phistication and  style,  the  Gangsta  Rap  scene  is  putting  the 
Escalade  in  videos  with  vulgar  lyrics.  One  song.  Beat  'em 
Down  to  the  Floor  by  Miracle,  depicts  band  members  using  an 
Escalade  in  a  shooting.  For  now,  at  least,  GM  marketers  have 
no  plans  to  exploit  the  fad,  although  they  figure  the  subtle 
edge  of  notoriety  can't  hurt  a  brand  viewed  as  benign  and 
predictable  for  too  long. 

With  most  dealers  still  waiting  for  stock,  it's  too  early  to 
tell  whether  the  futuristic  CTS  is  finding  an  audience.  Early 
surveys,  however,  are  promising.  In  independent  focus  groups, 
CNW  Marketing/Research  found  that  the  CTS  rated  132  on  a 
scale  that  puts  mediocre  design  at  100  and  where  a  score  of 
120  or  better  is  considered  an  achievement. 

The  CTS  is  just  the  beginning.  Next  up  are  several  vehicles 
that  will  fill  gaping  holes  in  the  Cadillac  lineup.  Right  now,  for 


Cadillac  can't  afford  to  give  up 
on  the  baby  boomers^  but  it 
could  take  until  their  children 
mature  before  the  brflnd 
regains  real  momentum 


.■le: 


example,  Cadillac  has  no 
based  suv  like  the  $35,00' 
Acura  MDX,  or  high-end  co: 

vertible,  two  of  the  fastest  "Pf 

growing    luxury    segments  ^^^ 

Cadillac  will  start  with  th  ^*' 

SRX  crossover  sport-utihty  vt  ^^ 

hide  early  next  year,  whic  ^" 

will  have  the  chiseled  Art  i  "^ 

Science  look.  Built  on  the  CT  ^^^, 

platform,  the  SRX  vdll  be  priced  at  $35,000  to  $40,000.  '■■■' 

Later  in  '03,  the  xlr  roadster  wiU  hit  the  streets  as  an  a  '  ■ 

temative  to  stylish  convertibles  like  the  $60,000  Lexus  sc  43  '^ 

or  the  $92,000  Mercedes  SL  500.  The  flashy,  wedge-shaped  ca  «^ 

will  be  biult  alongside  the  Corvette  in  gm's  Bowling  Gree  ^^^ 

(Ohio)  sports-car  plant  and  will  employ  Cadillac's  brawn  ^™ 

Northstar  V-8  engine.  The  goal  is  to  combine  Cadillac  luxur  *■'" 

with  the  white-knuckle  driving  experience  of  a  Corvett<  '  '"* 

Soon  after  that  comes  the  Seville's  successor,  the  STS  sedai  ^"^ ' 

"If  those  new  vehicles  are  great,  well  be  in  great  shape,"  saj  ^  ^^ 

Dallas  Cadillac  dealer  Carl  Sewell.  "If  they're  not,  it  will  b  "er.' 

very  difficult  for  us."  1^;' 

But  Caddy  is  still  hedging  its  bets.  To  make  sure  it  doesn  '"'  ^ 

offend  its  core  group  of  aging  loyalists,  the  next-generatio  ^^l 

DeVille — the  car  of  choice  among  the  brand's  older  cus  '''"■'i 

tomers — won't  get  the  sheer  surfaces  and  harsh  lines  of  th  ^^ 

Art  &  Science  look.  tably 

Whether  Caddy's  futuristic  new  look  will  captivate  a  bij  fir  P 

ger  pool  of  buyers  is  certainly  a  question.  But  Cadilla  "*fs 

must  deal  with  an  even  bigger  wild  card:  Bob  Lutz.  Lul  Mf 

made  his  reputation  in  the  '80s  and  '90s  by  helping  to  reviv  tea 

Chrysler  Corp.  He  backed  bold  concepts  like  the  pt  Cruis€  iDfli" 

and  Dodge  Viper.  Lutz  believes  that  the  flowing,  sensuoi;  ife 

lines  of  vintage  European  sports  cars  should  be  in  the  DN  i^j  ta 

of  any  luxury  car,  and  he  has  made  no  secret  of  his  dislike  (  tBP 

Cadillac's  stark  Art  &  Science  look.  "Lutz  thinks  Cadilh  been 

styling  is  too  edgy  and  too  aggressive,"  says  one  senic  keyd 

General  Motors  designer.  "He  keeps  saying  he  wants  Cadi  nes  K 

lac  to  be  beautiful."  ftod 

Indeed,  Lutz  had  barely  arrived  as  gm's  new  head  of  pro(  tte?' 

uct  development  last  fall  when  he  stopped  by  the  desig  tt 
studios  to  check  out  Caddy's  upcoming  STS  sports  sedai 

just  getting  its  final  touches.  "He  made  the  comment,  '  fciiac 

looks  like  a  kid  with  a  big  forehead,'"  recalls  stylist  Ki  esrs 
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1999 


Mercedes-Benz  and  Toyota's  Lexus  division  iaoth 
outsell  Cadillac,  the  first  time  imported  luxury  ever 
outsold  domestic  brands.  Cadillac  debuts  its  edgy 


Art  &  Science  styling  with  the  Evoq  roadster  concept  car. 


Wasenko,  referring  to  the  high  roof  that  was  intended  1 
give  the  car  the  most  headroom  in  its  class.  The  STS  we 
back  to  the  drawing  board  for  changes  that  will  delay  i'  tadeoi 
launch  by  six  months.  In  addition  to  a  lower  roof  Une,     idtos 

ojaldl 


1996 


GM  puts  a  Cadillac 
crest  on  an  Opel 
Omega  midsize 
sedan  and  calls  it  the  Catera. 
Promoted  by  Cindy  Crawford 
and  a  cartoon  duck,  the  at- 
tempt at  entry-level  luxury 
flops.  Two  years  later,  Lincoln 
is  in  the  luxury-sales  lead. 


2001 


An  updated  Escaiac  ij 
sport-utility  vehicle  |ir^ 
replaces  a  weak 
predecessor  and  catches  or 
with  the  hip-hop  crowd. 


2002 


Cadillac  launches 
the  CTS  entry-luxu 
sedan  to  compete 


sOi 


i:  -.i 


head-on  with  imports. 
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ea  vill  get  a  softer  fqpnt  end  and  side  win- 
ild  iows  that  sweep  in  at  the  top  to  give  it 
OB  I  faster  look.  LaNeve  had  already 
tstiscrapped  any  reference  to  Art  &  Sci- 
ntsfince  in  Caddy's  ads,  focusing  instead 
tklm  the  brand's  heritage  and  how  it  fits 
,>rnto  contemporary  lifestyles. 
jt:  Soon  after  the  STS  was  sent  back  to 
ii.he  drawing  board,  Zarrella  resigned 
T  ind  Lutz  was  elevated  to  head  of 
Vorth  American  operations,  giving  him 
i^ven  more  clout.  Far  more  instinctive 
a  han  Zarrella,  Lutz  is  unlikely  to  be 
cj  constrained  by  any  fear  of  treading  on 
re:  another  brand's  design  turf,  as  Cherry 
iwas  when  he  conceived  of  Art  &  Sci- 
jr  ence.  For  now,  Lutz  says  that  Cadillac's 
•.itaew  look  must  be  given  a  chance. 
lai  "We'll  see  how  well  it  is  accepted," 
>ayuutz  says.  "No  design  direction  lasts 
!  i)  forever." 

•  The  success  of  Art  &  Science  will  de- 
-jj'oend  in  large  part  on  whether  it  wins 
:io  ;>ver  any  of  the  lost  baby-boomer  gen- 
euspration,  many  of  whom  have  never 
:bf)wned  an  American  car.  Although  com- 
fortably ensconced  in  what  should  be 
Difi-heir  prime  Cadillac-buying  years, 
Jlapoomers  can  be  vehement  in  their  re- 
nt jection  of  their  parents'  brand.  Robert 
nv  Pelzer,  a  47-year-old  corporate  attorney 
rsfki  Delaware,  is  a  good  example.  He  and 
111  lis  wife  have  test-driven  Caddies  a  few 
[i\|,imes  but  say  they  can't  compare  with 
;e(i.he  BMWs  they  now  drive.  "Every  time 
illajt's  been  a  disappointment,"  says  Pelzer. 
nio  'They  don't  seem  to  get  it  when  it 
adifomes  to  making  cars  for  people  who 
ike  to  drive."  And  Pelzer  is  a  relative 
rcK  success  story  for  Cadillac:  At  least  he 
jig  lias  been  in  a  showroom. 
dai  It  would  be  tempting  to  conclude  that 
•  Cadillac  could  simply  skip  the  baby 
Kipoomers  and  go  straight  to  their  chil- 
i  t  Iren,  but  that  generation  won't  be  in 
rei;.he  luxury-car  market  for  another 
j!  lecade  or  more.  While  Cadillac  can't  af- 
.,  ibrd  to  simply  give  up  on  the  boomers, 
t  could  take  until  the  succeeding  gen- 
ration  matures  before  the  brand  gains 
eal  momentum.  Wagoner  knows  that 
adillac  vdll  have  to  fight  hard  for  even 
small  slice  of  the  boomer  market.  "It's 
ilearly  not  a  one-  or  two-vehicle  tum- 
ound  plan,"  he  says.  "We  have  to  go 
roduct  by  product  and  stay  commit- 
ed  for  a  long  time." 

It's  unlikely  that  any  car  vdll  ever 

.gain  enjoy  the  hegemony  that  Cadillac 

Aeld  50  years  ago.  The  market  is  far 

e  digger  and  far  more  diverse  than  it  was 

Jack  then,  and  consumers  today  simply 

jfliemand  more  in  the  way  of  personal 

:hoice.  The  challenge  for  Cadillac  is  to 

ind  a  place  in  today's  complex,  ever- 

j  ihifting  marketplace.  If  it  can't,  Cadillac 

uiisks  living  on  only  in  our  memories 

i  ind  in  midcentury  newsreels  of  movie 

;tars  and  statesmen.  ■ 
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CHANGING     JOBS? 


Our  ROLLOVER  IRA  offers  you: 

Choice.  Value.  Service, 


Your  401  (k)  may  be  the  most  important 
savings  you  have,  so  make  sure  you  roll  it 
over  with  the  right  investment  company. 
At  T.  Rowe  Price,  our  broad  range  of 
no-load  mutual  funds,  unwavering  com- 
mitment to  customer  service,  and  over  60 
years  of  experience  mean  you  can  invest 
with  confidence. 


Choice:  For  Rollover  IRAs,  we  offer  over 
60  no-load  mutual  funds.  No  wonder 
Morningstar  called  T.  Rowe  Price  a  "great 
place  for  investors  to  build  a  diversified 
portfolio."* 

Value:  With  no  sales  charges,  commis- 
sions, or  12b-1  fees,  more  of  your  invest- 
ment works  for  you. 

Service:  Our  dedicated  Rollover  Specialists 
will  help  you  set  up  your  account,  from 
handling  paperwork  to  assisting  you  with 
your  investment  choices. 

For  more  information,  call  today  to  dis- 
cuss your  rollover  options  and  to  receive  a 
free  rollover  kit,  including  prospectuses 
or  profiles. 


100%  no-load  mutual 
funds  covering  a  wide 
range  of  investment 
strategies,  including: 

•  Value  Stock  Funds 

Capital  Appreciation 
Equity  Income 
Mid-Cap  Value 
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Blue  Chip  Growth 
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European  Stock 
International  Stock 
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*Morningslar  Fund  Family  Report,  June  30, 2001.  For  more  iniormalion,  including  lees,  expenses,  and  risks,  read  the  lund 
profile  or  prospectus  carefully  before  investing.  1.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRAR063630 
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The  Workplace 


COMMENTARY 


By  Aaron  Bernstein 

A  BLACK  EYE  FOR  LABOR 


The  labor  movement  is  being 
roiled  by  what  could  be  one  of 
its  worst  scandals  in  years.  The 
controversy  involves  millions  of  dol- 
lars of  profit  taken  by  a  dozen  union 
leaders  from  selling  stock  of  a  labor- 
owned  insurance  company  called  UL- 
Lico  Inc.  The  gains  came  from  a 
\Adndfall  the  insui'er  earned  from  eai*- 
ly  investments  in  Global 
Crossing  Holdings  Ltd.  The 
vmion  officials  got  a  dispropor- 
tionate share  of  the  profits,  al- 
legedly shortchanging  their 
o\\Ti  unions,  which  own  the 
bulk  of  ULLICO. 

The  profit-taking  has  at- 
tracted the  interest  of  a  Wash- 
ington grand  jury,  which  has 
subpoenaed  ULLico  officials 
and  others.  It's  not  clear  if 
there  were  illegal  acts  by  the 
30-plus  union  officials  on  ULLI- 
co's  board,  including  AFL-cio 
President  John  J.  Sweeney 
and  the  heads  of  about  12 
unions — among  them  the  car- 
penters' Douglas  J.  McCarron, 
the  football  players'  Eugene 
Upshaw,  and  the  hotel  work- 
ers' John  W.  Wilhelm.  While 
some,  including  Sweeney  and 
Wilhelm,  took  no  profits,  most 
voted  for  the  scheme,  ULLiCO 
documents  show. 

If  labor's  leaders  don't  try  to 
clean  up  the  mess,  the  entire 
labor  movement  could  be  tar- 
nished. Already,  critics  inside 
labor  are  pushing  Sweeney  and 
the  other  union  presidents  to 
kick  out  those  responsible  for 
setting  up  the  complex  stock 
plan.  Their  prime  target:  ULLi- 
co CEO  Robert  A.  Georgine,  a 
former  top  ATL-cio  official  for 
26  years,  who  stood  to  make 
by  far  the  most  out  of  the 
transactions.  Some  are  also  in- 
sisting that  the  union  leaders 
return  much  of  their  profit  to 
the  company.  "Let's  see  them  repay 
the  money  they  ripped  off,"  snaps 
one  labor  official  who  wasn't  involved 
"Unions  shouldn't  be  doing  this  stuff, 
even  if  it  was  legal."  ULLico  declined 
to  comment,  while  Upshaw  and  Wil- 
helm didn't  return  phone  caUs. 


To  his  credit,  Sweeney  knows  la- 
bor's credibihty  as  a  critic  of  corpo- 
rate greed  is  on  the  Une.  He  has  de- 
manded a  probe  by  an  outsider, 
citing  as  a  model  the  one  William  C. 
Powers,  dean  of  the  University  of 
Texas  law  school,  undertook  at  En- 
ron Corp.  On  Mar.  21,  Sweeney 
^^Tote  to  Georgine  insisting  on  this 


,sUiPthe_ 


Damage  Ahead 

Several  dozen  union  leaders  who  sil  on  I  he 
hoard  ofULIJC'O  Ine.,  a  laixtr-owned  insurer, 

are  under  fire for  lakiuff  millions  of  dollars 

in  sloek  fiains front  Ihe  ronipaufi 
Here's  how  Ihe  eonlrorersff  eonid  affeel  labor: 

ri  CPTinMQ  (onscivalivr  ^n)ii|>s  may  use  it 
lLlUI  lUHO  aj»aiiisl  imions  in  Ihe  lall 
(•()nj^n's.si«)nal  races.  liJilxtr  leaders  also  could 
l)e  di.stractcd  1  lying  lo  deal  with  (he  lalloul. 

Already,  Ihe  AFI.CIO  h:LS  pulled 
back  hu\\\  a  relbriu  cain|)aif{n 
directi'd  af^ainst  Knron  directors  for  fear  of 
heinj*  alUcked  lor  similar  behavior. 

DEODIIITilEUT  l'^i>ipl<*vei-s  will  be  able 
IfCUnUI  I  men  l    to  cite  lalmr  h'aders' 
act  ions  in  or,s«anizinj*  drives,  when  inanaj^einenl 
rr»«(|u«'ntly  accuses  unions  olseH-intere.sl. 

Data:  Business  Week 


after  Georgine  balked.  One  name 
fioated:  former  Labor  Secretary  John 
T.  Dunlop. 

Labor  must  move  fast  to  avoid  big 
damage.  If  it  doesn't,  conservative 
groups  could  point  fingers  at  unions 
as  labor  mounts  campaigns  in  the  fall 


congressional  elections.  Employers, 
too,  could  use  the  charges  to  cam- 
paign against  unions  in  organizing 
drives  at  companies  such  as  Honda 
Motor  and  Wal-Mart  Stores  Inc.  Al- 
ready, the  mess  has  undercut  the 
AFL-cio's  clout.  It  was  gearing  up  to 
push  for  corporate-governance  re- 
forms and  had  launched  a  campaign 
•v  T^i  '  with  the  machinists'  imion  to 
J  pressure  Lockheed  Martin 
•'  Corp.  not  to  renominate  Enron 
director  Frank 
SWEENEY:         Savage  to  its 
No  profits        own  board.  The 
we7it  to  the       day  the  federa- 
AFL-CIO         tion  started  get- 
president         ting  media  calls 

on  ULLICO, 

though,  AFL-cio  Secretary- 
Treasurer  Richard  L.  Trumka 
pulled  the  plug,  leaving  machin- 
ists to  lead  the  battle  on  their 
own.  "He  didn't  want  us  to 
look  like  hypocrites,"  says  one 
union  official  involved. 

The  chance  for  Georgine  and 
others  to  profit  arose  because 
of  the  peculiar  nature  of  ULLi- 
co, the  parent  of  Union  Labor 
Life  Insurance  Co.  The  compa- 
ny, which  sells  insurance  to 
union  members,  invested  $7.6 
million  in  seed  money  in  Global 
Crossing  in  1997.  ULLiCO  sold 
about  half  its  Global  shares  for 
a  $335  million  aftertax  profit. 
But  ULLICO  is  private,  so  its 
shares  don't  trade  publicly.  In- 
stead, the  company  sets  the 
price  for  the  upcoming  year 
every  Dec.  31,  based  on  its  pri- 
or year's  book  value. 

ULLICO  directors  gained 
handsomely  from  this  proce- 
dure. On  Dec.  17,  1999, 
Georgine  offered  to  sell  4,000 
shares  to  each  of  them  at  $54 
apiece,  the  1998  book  value — 
even  though  ULLico  already 
knew  its  Global  Crossing  prof- 
its had  lifted  its  stock  value  to  $146. 
The  union  p>ension  and  general  funds 
that  own  most  of  ullico's  shares 
weren't  given  the  same  offer,  or 
even  told  about  it,  officials  say. 
Georgine  himself  went  from  holding 
8,868  shares  in  1998  to  52,868  in 
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1999,  according  to  ULLico's  proxies. 

In  2000,  ULLico  directors  again 
took  advantage  of  the  lagging 
stock-valuation  system  to  cash  out. 
Before  the  Dec.  31  price  adjust- 
ment that  year,  ULLico  offered  to 
repurchase  shares,  as  it  had  done 
annually  since  1997.  The  tender,  at 
$146,  was  limited  to  205,000  shares 
out  of  7.9  million  outstanding.  AH 
shareholders  could  sell  a  prorated 
amount  based  on  their  total  hold- 
ing. Yet  those  with  fewer  than 
10,000  shares — mostly  the  direc- 
tors— could  sell  all  their  stock. 

The  result:  Georgine  and  other 
directors,  knowing  the  price  would 
be  cut  to  $75,  were  able  to  sell  at 
$146,  while  the  pension  funds  with 
much  larger  stakes  were  restricted 
in  how  much  they  could  sell.  Over- 
all, ULLico's  directors  sold  73,000 
of  their  120,000  shares,  AFL-CIO  of- 
ficials say,  giving  them  combined 
profits  of  at  least  $6.7  million. 

It's  not  clear  if  the  grand  jury 
win  find  anything  illegal  about  all 
this.  One  question  is  whether 
ULLico's  imion  directors  breached 
fiduciary  responsibilities  to  their 
union's  pension  and  general  funds. 
Even  those  who  took  little  or 
nothing  could  have  a  problem  if 
they  merely  approved  the  moves, 
insiders  say.  Still,  unions  hire  Wall 
Street  firms  to  manage  their  ULLI- 


In  scoring  fat  gains, 

union  officials  may 

have  shortchanged 

the  rank  and  file 


CO  holdings,  which  may  insulate  la- 
bor leaders  from  liabihty,  legal  ex- 
perts say. 

Liable  or  not,  ULLico  directors 
have  damaged  their  credibility  as 
union  leaders.  Nearly  all  of  the  in- 
surer's capital  comes  from  union 
members,  which  means  these  labor 
leaders  have  shortchanged  the 
very  people  who  voted  them  into 
office — ^at  least  pohtically. 

Bernstein  covers  labor  from 
Washington. 


BusinessWeek  online 


For  more,  see  the  news-breaking 

Mar.  14  story  on  the  Daily  Briefing 

at  www.businessweek.com. 


Environment 


MANUFACTURING 


INDUSTRIAL 
EVOLUTION 


Bill  McDonough  has 
the  wild  idea  he  can 
eliminate  waste.  Surprise! 
Business  is  listening 

Fabrics  you  can  eat.  Buildings  that 
generate  more  energy  than  they 
consume.  Factory  with  wastewater 
clean  enough  to  drink.  Even  toxic- 
free  products  that,  instead  of  ending  up 
as  poison  in  a  landfill,  decompose  as 
nutrients  into  the  soil.  No  more 
waste.  No  more  recycling.  And  no 
more  regulation. 

Such  a  world  is  the  vision  of  en- 
vironmental designer  William  Mc 
Donough.  You  might  think  he's 
half  a  bubble  off  level — until 
you    realize    that    he's 
working  with  power 


vou 


■ill'. 


irii 


r,;ains 


^% 


German 


/ 


houses  like  Ford,  15P,  DuPont,  Steelcase, 
Nike,  and  BASF,  the  world's  largest  pro- 
ducer of  chemicals,  to  make  it  happen. 
And  in  the  process,  he's  actually  helping 
them  produce  substantial  savings.  "This 
is  not  environmental  philanthropy,"  Ford 
Motor  Co.  CEO  WilUam  Clay  Ford  Jr. 
said  in  1999  when  he  hired  McDonough 
to  lead  the  $2  biUion  renovation  of  the 
Ford  Rouge  plant  outside  Detroit.  "It's 
soimd  business." 

Over  the  past  15  years,  McDonough, 
former  dean  at  the  University  of  Vir- 
ginia's architecture  school,  and  his  busi- 
ness partner  Michael  Braungart,  a  top 
European  chemist  and  a  founder  of 


Green  Party,  ha'  ^ 
been  busy  launc| 
ing  what  they  c 
a  new  industrial  re 
olution.  The  proble 
that    has    long    o 
sessed  them:  How  do  y 
manufacture    products    safe 
that  are  of  comparable  quality  as  t 
original  stuff  without  stifling  prodi 
tivity  or  cutting  profits?  Their  sol 
tions — which  have  already  had  sor 
remarkable  success — are  fast  turni 
front  man  McDonough,  51,  into  one 
Corporate  America's  leading  gurus 
green  growth.  His  and  BraungarH 
ideas  are  sure  to  spark  even  more  c   '[2 
bate  with  the  publication  this  mon   y_  ' 
of  their  new  book.  Cradle  to  Cradle 
Indeed,  there's  a  growing  awarent 
among  CEOs  of  the  unsustainability 
manufacturing  as  it's  done  today,  usi 
so  many  potentially  dangerous  cher 
cats  and  producing  so  much  toxic  was  1,. 
Nearly  every  item  you  use — from  t     '^i 
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ar  you  drive  to  the  computer  you  surf 
vith  to  the  CD  player  you  use  at  the 
^m — contains  chemicals  that  often 
laven't  been  tested  for  human  safety. 
^'Tien  these  substances  first  hit  the 
manufacturing  plant,  they  are  labeled 
IS  hazardous.  But  once  they  turn  into 
;onsumer  products,  the  warnings  disap- 
pear. The  average  mass-produced  water 
oottle  or  polyester  shirt,  for  example, 
pontains  small  amounts  of  antimony — a 
toxic  heavy  metal  known  to 

VJifJ»v    ^^"^^  cancer.  A  pair  of 
shoes  has  rubber  soles 
that  are  loaded  with 
lead.      You 


SOLE  FOOD: 

Nike  makes 

sneakers 
virtiiaUy  free 
ofPVCs  and 
is  developing 
one  that  can 
hiodegrade 
safely  into  soil 


hrow 

hoes       away, 
ut  their  environmental 
botprints  can  last  decades. 

Sure,  no  one  has  been  killed  by  a 
neaker.  But  McDonough  and  Braungart 
ave    been    devising    manufacturing 
)rocesses  in  which  factories  don't  con- 
ribute  to  greenhouse  gases  and 
'  insumer  products  don't  emit  car- 
mogenic  compounds.  Says  Peter 
If.  Pestillo,  chairman  of  auto-parts 
Inaker  Visteon  Corp.:  "Bill  is  get-    M 
1  ing  us  to  believe  that  if  we  start    J 
iearly  enough,  we  can  avoid  envi- 
"  "onmental  problems  altogether 
y  "ather  than  correcting  them  little 
'fe  jy  little." 

■ '     What's  more.  Cradle  to  Cradle, 

^^  he  duo's  manifesto  on  their  eco-ef- 

'"'  Active   strategies,   will   hit   the 

'f  stores  just  as  momentum  grows 

^^  >ehind  critical  new  regulation  in 

■''  Europe.  Two  years  ago,  the  Euro- 

^  sean  Union  passed  "end-of-life" 

■^  egislation,  which  requires  auto 

°  Tiakers  to  recycle  or  reuse  at  lea^t 

'"  ^%  of  their  old  cars  by  2006.  But 

*  ?nd-of-life  rules  won't  stop  wath 

'^  mtos  and  are  already  aimed  at 

'}  computers   and    electrical   gear. 

^i'  'Any  idea  which  takes  hold  in  Eu- 

^'  rope  is  less  than  a  generation 

i^  iway  from  taking  hold  here,"  says 

'  ^estillo,  who  is  working  with  Mc- 


Donough on  a  toxin-free  ca|  interior. 
Pressure,  too,  is  growing  j^n  execu- 
tives to  find  alternatives  to  the  stan- 
dard industry  practice  of  pumping  toxic 
waste  into  the  air,  junking  valuable  ma- 
terials in  landfills,  and  complying  with 
thousands  of  complex  regulations.  Mc- 
Donough believes  companies  can  inno- 
vate their  way  out  of  regulation.  He  has 
been  so  persuasive  that  Ford,  who  is 
trying  to  remake  the  auto  company  his 
great-grandfather  founded  into  a  model 
of  sustainable  business, 
has  put  him  in  charge 
of  transforming  the  car- 
maker's hulking  Rouge 
plant.  McDonough  is  at- 
tempting to  turn  this 
icon  of  dirty  manufac- 
turing into  a  showcase 
clean  factory,  flooded 
^\'ith  natural  light, 
topped  with  a  grass 
roof,  and  surrounded  by 
reconstructed  wetlands  that 
keep  storm  water  from  go- 
ing into  the  public  sys- 
tem. These  wetlands 
alone  will  save  the 
company  up  to  $35 
million.  "It's  not 
about  doing  things 
that  don't  make  eco- 
nomic sense,"  says  Timo- 
thy O'Brien,  Ford's  vice-president  for 
real  estate.  "These  things  are  saving  us 
money.  We're  already  at  work  on  estab- 
lishing Bill's  guidelines  in  the  rest  of 
our  real  estate  portfolio." 


McDonough  and  Braungart  have  also 
helped  develop  a  material  for  Nike 
sneakers  whose  soles  safely  biodegrade 
into  soil.  Already  on  the  market  are 
Nikes  that  are  virtually  free  of  PVC  and 
volatile  organic  chemicals.  The  pair  have 
also  helped  BASF  devise  the  concept  for  a 
new  nylon  that's  infinitely  recyclable. 
And  for  Steelcase  Inc.,  they  have  creat- 
ed a  fabric  with  the  company's  Design- 
tex  Inc.  subsidiary  that  is  so  free  of  tox- 
ins that  you  can  eat  it  (table).  Lufthansa 
is  now  putting  the  fabric  on  the  seats  of 
its  planes. 

One  of  McDonough's  first  achieve- 
ments was  in  Zeeland,  Mich.,  where  he 
built  a  nearly  transparent  factory  for 
Herman  Miller  Inc.  that  is  bathed  in 
sunlight  and  whose  solar  heating-and- 
cooling  system  helps  cut  energy  costs 
by  30%.  McDonough  says  productivity 
at  the  factory  is  up  24%,  enabling  the 
company  to  increase  annual  sales  by 
$60  million  a  year  with  the  same  num- 
ber of  employees.  And  the  factory  only 
cost  $15  million  to  build.  Herman  Miller 
is  taking  McDonough's  ideas  one  step 
further  this  year  by  implementing  a 
protocol  whereby  its  engineers  will  be 
required  to  use  materials  in  new  furni- 
ture that  have  either  very  low  or  zero 
toxicity. 

Certainly,  the  movement  toward  sus- 
tainable business  practices  is  just  be- 
ginning. And  there  are  plenty  of  compa- 
nies that  genuinely  work  at  changing 
but  merely  wind  up  replacing  one  harm- 
ful practice  with  another.  The  obstacles 
to  moving  toward  McDonough's  meth- 


FABRIC  YOU  CAN  EAT 

Steelcase  subsidiary  Designtex  wanted  to  make  an 
ecologically  safe  fabric  and  hired  environmental 
designers  McDonough  and  Braungart  to  tackle  the  ef- 
fort. Highlights  of  the  project: 


•  60  chemical  companies  were  invited  to  join  the 
project.  All  declined  except  for  one,  Ciba-Geigy. 

•  Ciba-Geigy's  4,500  dye  formulas  were  evaluated 
for  heavy  metals,  toxins,  and  carcinogens. 

•  16  passed  the  test — enough  to  make  the  fabric. 

•  Under  the  new  manufacturing  process,  which 
turns  the  textile  mill  into  a  water  filter,  the  effluent 
is  safe  enough  to  drink. 


•  Fabric  trimmings,  which  before  were  labeled 
hazardous  waste,  are  now  used  as  mulch. 

•  McDonough  and  Braungart  are  opening  the 
new  manufacturing  secrets  to  any  company  that 
wants  them. 

Data:  Susan  Lyons,  William  McDonough  &  Partners,  and  Michael  Braungart 


BusinessWeek  /  April  8,  2002  71 


Environment 


ods  are  monumental.  Experts  note  it's 
often  difficult  to  determine  up  fi-ont  the 
business  case  for  doing  such  things.  Of- 
ten, it  requires  companies  to  make  a 
leap  of  faith  that  changing  will  not  only 
be  good  for  the  environment  but  actual- 
ly save  them  money.  And  of  course, 
many  attempts  can  and  do  fail.  "It's  ab- 
solutely legitimate  skepticism,"  says 
Sloan  School  of  Management  professor 
Peter  Senge.  StUl,  given  the  world's  de- 
pleting resources  and  the  specter  of  reg- 
ulation, Senge  believes  it's  not  a  matter 
of  if  companies  will  turn  more  in  this  di- 
rection, but  when.  "There's  a  growing 
awareness  that  we  are  on  a  path  that 
can't  continue.  Do  we  really  think  a  bil- 
lion and  a  half  Chinese  are  going  to  gen- 
erate a  ton  of  waste  every  two  weeks 
Uke  Americans  do?  It  will  never  hap- 
pen. There's  no  place  to  put  it." 

McDonough's  system  tackles  these 
problems  by  creating  two  maniifacturing 
loops.  In  the  first,  carcinogens  are  de- 
signed out  of  the  process  in  favor  of 
safe  ingredients  that  can  become  bio- 
logical nutrients.  The  second  loop  allows 
the  use  of  potentially  harmful  sub- 
stances— ^what  McDonough  calls  "tech- 
nical nutrients."  But  in  contrast  with 
current  practices,  McDonough  designs 
systems  that  allow  these  technical  nu- 
trients to  be  disassembled  or  reused  in- 
definitely— so  they  never  enter  the 
ecosystem.  Taking  nature  as  the  inspi- 
ration for  his  operating  system,  waste 
becomes  food — either  literally  for  the 
soil  in  the  first  loop,  or  figuratively  for 
new  products  in  the  second. 

As  it  functions  today,  says  McDo- 
nough, industry  is  based  on  a  linear,  cra- 
dle-to-grave model  that  creates  un- 
necessary waste.  In  fact,  90% 
of  materials  extracted  for 
durable      goods      become 
garbage  almost  immediately. 
By  completely  remaking  the 
industrial  process — ^fi-om  the 
way  factories  are  built  to  the 
choice  of  materials — McDo- 
nough is  showing  companies 
how  to  reinvent  pro- 
duction from  "cra- 
dle to  cradle."  By 
following  nature's 
laws,  growth  can 
be  good,  McDo- 
nough believes. 
A  system  cen- 
tered on  deple- 
tion and  pollu- 
tion    can     be 
transformed 
into  one  based 
on  regen- 
eration 
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and  nutrition.  "I  don't  care  if 
you  drive  aroimd  in  a  car 
visible  from  the  moon," 
says  McDonough.  "If  it's 
all  made  of  reusable  mate- 
rials and  tires  that  become 
safe  food  for  worms,  and  it 
is  powered  by  solar  energy — then  hey, 
no  problem." 

Until  recently,  the  reigning  solution 
to  environmental  iUs  has  been  recycling, 
but  McDonough  beUeves  doing  less  of 
a  bad  thing  doesn't  make  it  good.  Recy- 
cled products  are  still  fuU  of  toxic  chem- 
icals. "We  feel  good  when  we  recycle 
plastic  bottles  containing  heavy  metals 
and  carcinogens  into  clothes,"  says  Mc- 
Donough. "But  guess  what — ^you're  still 
wearing  cancer." 

That's  not  to  mention  another  down- 
side: Recycling  still  creates  waste.  Mc- 
Donough calls  it  "downcycling" — that  is, 
turning  waste  into  a  different  product  of 
lower  quality.  But  that  product,  too,  even- 
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tually  vvonds  up  in  a  iandiUl.  It  all  adds  up 
to  a  costly  way  of  doing  business.  Com- 
plying with  federal  environmental  regu- 
lations alone  eats  up  an  estimated  2.6% 
of  gross  domestic  product,  according  to 
the  Environmental  Protection  Agency. 

A  few  companies  are  already  escaping 
some  regulation  by  using  McDonough's 
loop.  BASF,  for  example,  has  designed  a 
carpet  called  Savant  that  the  company 
will  take  back  and  make  into  new  car- 
pet when  you're  done  with  it — with  a 
guarantee  that  it  won't  be  tossed  into 
a  landfill.  In  McDonough  parlance, 
the  carpet  is  a  "product  of  serv- 
ice." Explains  Ian  Wolsten- 
holme,  BASF's  sales  and 
marketing     manager 
for  carpets:  "It's  like  an 
ice      cube. 
We      can 
freeze 
and  unfreeze 
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it  as  many  times  as 
we  like."  And  the 
carpet  has  the 
added  advantage  of 
giving  BASF  a  poten- 
tially lifelong  link  to 
customers. 

Perhaps  part  of 
McDonough's    suc- 
cess with   CEOS   is 
that  he  doesn't  bash  them.  He  has  th 
more  charitable  view  that  most  execu- 
tives, Uke  technophobes  at  the  birth  o: 
the  Internet,  suffer  from  environmen 
illiteracy.  Patagonia  Inc.  Chairman  Yvo; 
Chouinard  recalls  that  he  didn't  know 
that  the  polyester  the  outdoor  outfitte: 
used  in  its  clothing  contained  antimon; 
imtil  McDonough  told  him  so  in  the: 
first  meeting  three  years  ago.  Chouinart 
thought  he  had  been  doing  the  noble 
thing  by  avoiding  cotton,  which  is  full  o~ 
pesticides.  "Society  is  going  along  sort  o    ^! 
ignorant  of  the  damage  we're  doing,  so  it  ^~! 
takes  somebody  Uke  McDonough,  whc   ' 
is  asking  the  questions  and  seeking  the 
answers,  to  offer  people  the  choice,'* 
Chouinard  says.  Patagonia  is  now  de- 
veloping clothing  with  a  new,  antimony 
free  polyester. 

Chouinard  and  others  credit  McDo^ 
nough  with  fusing  two  seemingly  oppos-  ^ 
ing  world  views — environmentalism  anc  J"!" 
capitalism.  As  a  person,  he's  also  a  seem-  ^1 
ing  contradiction — preppy  and  crunchj  ^' 
at  the  same  time.  At  a  recent  opening  oi  ^ 
a  documentary  about  his  and  Braun-  ''  '"' 
gart's  work.  The  Next  Industrial  Revo-  ^ 
lution,  McDonough  ascended  the  stage  ,''  ^ 
at  New  York's  Guggenheim  Museum  like  "?  ^^ 
a  Zen  master  in  a  bow  tie,  staring  in  si-  '"^^  *" 
lence  at  the  crowd  for  several  minutes  "^ 
before  speaking.  When  he  does  speak  '™™ 
his  sentences  often  sound  Uke  haikus  ^^ 
"What  do  you  want  to  grow?"  asks  Mc  "J® 
Donough.  "Health  or  sickness?  Stupiditj  *^^ 
or  intelligence?  Do  you  want  to  love  ''^ 
children  for  aU  time  or  destroy  them?"    '"""i 

For  years,  many  environmentaUsts  ^ 
thought  the  answer  to  that  question  wai  *' 
to  restrain  growth  by  scolding  peopk  '1*8 
about  their  wasteful  ways.  But  even  a!  > «" 
they  did  so,  it  seemed  as  if  suvs  ant  '-^tii* 
subdivisions  just  kept  proliferating.  I  Hi 
McDonough  is  right,  conspicuous  con  ^'"A 
svmiption  may  even  one  day  turn  out  tc  '  '^d: 
be  poUtically  correct.  [^  -ns 

By  Michelle  Conlin  and  Paul  Roe  "■^=' 
bum  in  New  York  '■ 
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HE  SOUND  AT  NAPSTER: 
nCK,  TICK,  TICK... 

.  boardroom  battle  may  add  to  the  company's  financial  stress 


if! 


of! 


t  just  keeps  getting  worse  for  war- 
weary  Napster  Inc.  The  online-mu- 
sic pioneer,  already  paralyzed  by  as- 
lults  from  the  recording  industry,  now 
,ces  a  nasty  conflict  within  its  ranks, 
n  one  side  is  an  early  backer  of  the 
j»mpany.  On  the  other  side  is  Napster 
id  two  board  members.  If  they  don't 
"lisolve  their  dispute,  it  could  derail 
buyout  offer  by  Bertelsmann  AG, 
aving  the  onetime  Internet  high- 
er in  dire  financial  straits. 
According  to  a  lawsuit  filed  on 
ar.  25,  board  member  John  Fan- 
ng,  who  helped  finance  Napster 
its  early  days  and  is  the  uncle  of 
apster  co-founder  Shawn  Fanning, 
suing  fellow  directors  John  Hum- 
er  and  Hank  Barry.  His  claim:  The 
vo  venture  capitalists  are  no  longer 
;rectors  because  shareholders  voted 
iem  out  on  Mar.  24.  Fanning  also 
aims  that  Napster's  preferred 
ock,  which  Hummer  and  Barry 
lild,  was  converted  into  common 
ock  on  Mar.  11.  If  that's  true — an 
■isertion  the  company  disputes — ^it 
ould  put  Fanning  on  equal  foot- 
g  for  a  payout  should  Bertelsmann 
ly  the  company. 

In  the  unusual  lawsuit,  Fanning 

Rks     the     Delaware     Court     of 

"  hancery  to  validate  the  new  board 

•  it  can  consider  pressing  issues 

1  cing  Napster,  including  a  buyout 

fer.  BusinessWeek  has  learned 

at  Bertelsmann  has  made  a  $15 

'.  ilUon  bid  for  the  company,  accord- 

g  to  an  insider  and  a  record-in- 

astry  exec.  The  media  giant,  which 

^jready  has  loaned  Napster  $85  mil- 

,)n,  wants  to  buy  the  company  to 

lin  full  control  before  committing 

ly  more  money,  say  the  sources. 

A  new  cash  infusion  is  critical 

Napster,  since  the  startup  is  run- 

"  ng  low  on  cash,  says  an  insider 

tiat's  one  reason  why  Fanning  is 

,|ishing  into  court.  His  complaint 

ates:  "Any  delay  in  determining 

le  validity  [of  the  new  board] 

ireatens  irreparable  harm." 

That  time  is  of  the  essence  is 

16  sole  thing  the  two  sides  agree 


on.  Napster  CEO  Konrad  Hilbers  rejects 
Fanning's  claims  that  the  board's  make- 
up has  changed  and  the  preferred  stock 
was  converted.  "The  allegations  in  the 
lawsuit  are  legally  groundless,"  says 
Hilbers  in  a  statement.  Napster  declines 
further  comment.  Bertelsmann  refuses 
comment.  Hummer,  Barry,  and  John 


CASH  CRUNCH  The  online-music  site  is 
running  low  on  cash  and  needs  to  raise  more 
money  to  avoid  further  cutbacks. 

BUYOUT  OFFER  Sources  say  partner  Bertels 
mann  has  made  an  offer  to  buy  Napster  for 
about  $15  million.  The  media  giant  already 
has  loaned  $85  million  to  the  company. 


FEUDING  BOARD 
MEMBERS 

Director  John  Fanning  is  suing 
two  other  board  members 
and  asking  a  Delaware  judge 
to  recognize  two  new  board 
members. 


JOHN 
FANNING 


Fanning  did  not  respond  to  calls  or  e- 
mails  seeking  comment. 

One  thing  that's  clear  is  the  dispute 
could  prompt  Bertelsmann  to  abandon 
its  buyout  offer.  Instead,  the  music  giant 
may  choose  to  call  the  $85  million  note, 
which  could  prompt  Napster  to  consider 
radical  steps,  including  bankruptcy  pro- 
tection, say  analysts,  bmg  has  been  hop- 
ing to  avoid  a  public  and  costly  bank- 
ruptcy proceeding.  But  it  may  prefer 
that  outcome  to  becoming  embroiled  in 
an  internal  war  at  Napster.  "With  all  the 
online  services  being  laimched  right  now, 
Bertelsmann  is  imder  immense  pressure 
to  make  its  Napster  deal  pay  off,"  says 
one  record-industry  executive. 

Exactly  who  capitalizes  on  a  buyout  is 
at  the  heart  of  the  dispute.  If  Napster 
goes  into  bankruptcy,  the  company's  in- 
vestors and  founders,  including  the 
Fannings,  could  end  up  with  zUch. 
Typically,  the  last  investors  in  a 
startup  get  their  money  back  first 
because  they  pay  a  higher  price  for 
a  smaller  share  of  the  company.  By 
contrast,  the  earUest  investors  get 
paid  back  last  because  they  receive 
a  lot  of  stock  on  the  cheap.  At  Nap- 
ster, venture  firms  Hummer  Win- 
blad  Venture  Partners  and  Angel 
Investors  LP  put  in  about  $15  mil- 
lion in  May,  2000.  Since  that  was 
the  last  financing,  they  may  well 
be  entitled  to  most  of  the  $15  mil- 
Uon  Bertelsmarm  is  offering.  Fan- 
ning's class  of  stock  is  likely  among 
the  last  in  line. 

And  that's  the  rub.  According  to 
his  lawsuit,  all  of  Napster's  pre- 
ferred stock  has  been  converted 
into  common  stock,  which  would 
put  Fanning  alongside  other  share- 
holders when  they  divvy  up  any 
proceeds  from  a  buyout. 

Ronald  C.  Conway,  a  foimder  of 
Angel  Investors,  says  Fanning  has 
contributed  little  to  Napster,  unlike 
other  investors.  "In  my  opinion, 
Fanning's  lawsuit  is  motivated  by 
the  ugly  trait  of  greed,"  says  Con- 
way, who  put  ahnost  $2  million  into 
Napster. 

This  latest  conflict  comes  at  a 
terrible  time.  Napster  is  making 
progress  in  settling  its  beefs  with 
the  record  labels.  And  the  company 
is  testing  a  new  online  subscription 
music  service  that  would  be  under- 
mined if  the  fracas  dragged  on. 
Worse,  now  it  looks  like  Napster's 
undoing  could  come  down  to  a  few 
million  dollars  instead  of  anything 
related  to  the  company's  business. 
By  Linda  Himelstein  in  San  Ma- 
teo, with  Tom  Lourry  in  New  York 
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LUCENT:  ONE  STEP  FORWARD, 
TWO  STEPS  BACK 


As  sales  slip,  the  prospect 
of  profitability  recedes 
further.  And  more 
investors  are  bailing  out 

The  year  began  on  a  strong  note  for 
Lucent  Technologies  Inc.  On  Jan. 
22,  the  telecom-equipment  maker 
reported  $3.5  billion  in  revenue  for 
its  first  fiscal  quarter,  ended  in  December. 
It  exceeded  Wall  Street  estimates  for 
the  first  time  in  two  years,  after  missing 
analysts'  estimates  at  least  three  times 
during  that  period.  Chief  Financial  Offi- 
cer Frank  A.  D'AmeHo  predicted  rev- 
enue for  the  second  fiscal  quarter  would 
rise  as  much  as  15%,  to  about  $4  billion, 
over  the  previous  quarter.  The  forecast 
was  aflBrmed  by  Chief  Executive  Patricia 
F.  Russo  on  Feb.  20,  and  by  Chairman 
Henry  B.  Schacht  on  Feb.  26. 

Then  the  Lucent  cycle  of  disappoint- 
ment began  anew.  On  Mar.  12,  Lucent 
said  phone  companies  had  suddenly  cut 
back  on  orders  earlier  in  the  month.  It 
warned  that  revenues  for  the  second  fis- 
cal quarter,  ending  in  March,  would  rise 
only  5%  to  10%.  D'AmeUo  said  the  com- 
pany's return  to  profitability,  which  was 
supposed  to  take  place  in  fiscal  2002, 
would  "sUp"  into  fiscal  2003.  Its  shares 
slid  31%,  to  an  all-time  low  of  $4.30  by 
Mar.  19,  compared  with  a  high  of  $70  in 
December,  1999. 

Lucent  insists  it  will  deliver  on  its  lat- 
est promise.  Russo  vows  the  company 
will  report  a  profit  in  at  least  one  quarter 
during  the  company's  fiscal  2003,  which 
ends  on  Sept.  30  of  next  year.  Analyst 
Paul  Sagawa  of  Sanford  C.  Bernstein  & 
Co.  says  Lucent  "absolutely"  will  meet  its 
goal.  But  others  on  Wall  Street  are  wor- 


STATIC  FOR  LUbbHl 

Tlie  telecom-gear  maker  has  lost 
$5.5  billion  since  the  start  of  fiscal 
2001.  It  insists  it  will  return  to 
profitability  by  2003,  but  analysts 
see  losses  of  $2  billion  in  2002  and 
$750  million  in  2003.  Here's  why: 


ried  Lucent  will  come  up  short  again — a 
development  that  could  hurt  its  credit 
rating,  raise  borrowing  costs,  and  leave 
the  once-proud  company  vulnerable  to  a 
takeover.  "We  do  not  believe  that  gross 
margins  or  operating  expense  cuts  will  be 
nearly  sufficient  to  drive  this  company  to 
profitability  in  2002  or  2003,"  says  analyst 
Ken  Leon  of  ABN  Amro  Inc. 

Despite  Lucent's  considerable  prog- 
ress in  the  past  15  months,  there's  reason 
to  be  concerned  about  its  ability  to  reach 
profitability  in  fiscal  2003.  Lucent's  major 
customers — ^the  giant  phone  companies — 
have  cut  way  back  on  purchases  because 
they're  laden  with  debt  and  excess  net- 
work capacity.  Merrill  Lynch  &  Co.  ex- 
pects capital  spending  on  telecom  equip- 
ment \\t11  fall  11%  in  calendar  2002  and 
3%  in  calendar  2003.  That's  expected  to 
push  down  Lucent's  revenues  some  30% 
this  fiscal  year,  to  $14.8  biUion.  At  the 
same  time,  prices  on  telecom  gear  have 
fallen  30%  a  year  in  recent  times.  That's 
weighing  heavily  on  Lucent's  gross  mar- 
gins, which  are  about  21% — ^better  than 
the  nadir  of  11.5%  reached  in  the  fourth 
quarter  of  last  year,  but  far  below  the 
30%  level  necessary  to  put  the  company 
into  the  black. 

Not  becoming  profitable  on  its  2003 
timetable  could  have  serious  implications 
for  Lucent.  For  starters,  a  poor  second 
quarter  means  Lucent  won't  be  allowed 
to  spin  off  its  remaining  58%  stake  in 
Agere  Systems  Inc.,  which  makes  com- 
puter chips  and  other  parts  for  optical 
communications  systems.  Bank  covenants 
require  Lucent  to  post  an  operating 
profit  before  it  can  distribute  stock  in 
Agere  to  its  shareholders.  Although  that 
doesn't  affect  Lucent's  cash  position, 
since  it  doesn't  stand  to  reap  anything 
from  the  distribution,  it  would  arouse 

CAPITAL  SPENDING  DECLINES 

The  telephone  companies  that 
purchase  Lucent  gear  have  too  much 
debt  and  too  much  network  capacity, 
so  they  are  slashing  costs.  Industry 
spending  on  equipment,  which  is  key 
to  profitability,  is  expected  to  drop 
11%  in  2002,  and  3%  in  2003. 


the  ire  of  long-suffering  shareholder 
Worse,  it  could  prompt  credit-ratin 
agencies  to  downgrade  Lucent.  Alread 
the  company's  credit  rating  is  in  the  mi< 
die  of  the  junk  tier — BB-  at  Fitch  Inc 
for  example.  Delaying  the  Agere  spin-o 
past  June,  coupled  with  the  ongoing  los 
es,  could  push  the  company's  credit  ra 
ing  to  the  low  end  of  the  junk  tier.  " 
Lucent's  operating  targets  are  n^ 
achieved  in  the  near  term,  further  neg; 
tive  rating  actions  are  likely,"  Fitch  s; 
in  a  report  on  Mar.  12.  Although  t 
company's  liquidity  is  not  a  concern,  sin( 
it  doesn't  have  to  repay  any  substanti; 
long-term  debt  until  2006,  a  credit-rai 
downgrade  would  raise  Lucent's  bo 
rowing  costs  yet  again. 

That  sort  of  downward  spiral  co 
turn  Lucent  into  takeover  bait.  Lai 
year,  the  company  held  merger  tali: 
with  France's  Alcatel,  before  the  de 
collapsed  at  the  last  moment.  Now  L 
cent's  market  cap  is  $15  billion,  less  th; 
what  it  was  throughout  2001. 

Russo  is  pushing  hard  to  get  Lucei| 
back  on  track.  The  49-year-old  Trenti 
(N.J.)  native  has  deep  roots  at  the  coi 
pany,  having  spent  19  years  at  AT&T 
then  Lucent  when  it  became  an  ind^ 
pendent  company  in  1996.  She  retumi 
as  CEO  in  November  after  an  eigh 
month  stint  as  chief  operating  officer  ;| 
Eastman  Kodak  Co.  And  she  has  t 
around  experience:  Before  taking  hej 
current  post,  Russo  was  best  known  ; 
Lucent  for  improving  the  fortunes  at  th 
unit  that  sold  communications  gear  i 
corporations,  now  an  independent  con 
pany  known  as  Avaya  Inc.  "As  someor 
who  was  with  the  company  and  left  ar  t 
came  back,  I  can  tell  you  this  is  a  vei 
different  place.  Tferrific  progress  has  be< 
made,"  she  says. 


'II 
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PRICES  ARE  FALLING 

The  price  of  telecom  equipment 
dropping  by  30%  a  year.  That's  c 
major  reason  why  Lucent's  reven  t 
expected  to  plummet  30%  in  20 
to  $14.8  billion.  And  gross  marg 
which  peaked  at  40%  in  2000,  ^ 
to  13%  last  year. 
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_||y|  A  p  II QX  Shares  of  Lucent  Technologies  have  tumbled 
'     IIIU  rilO  I  from  a  high  of  70  in  December,  1999, 
\iik  of  the  telecom  boom,  to  a  low  of  4.30  on  Mar  19,  2002 


There's  no  debate  there.  Staff  cuts  un- 
oiHer  former  CEO  Henry  Schacht  have 

liminated  $2  billion  in  operating  ex- 
aikenses.  Capital  expenses  have  been 
erilashed  from  $1.9  billion  in  fiscal  2000  to 
eefl.4  billion  in  2001,  and  are  expected  to 

it  a  maximum  of  $750  million  in  2002. 

-CUTTING  EASES  OFF 

t  has  slashed  its  workforce 
000  employees,  down  from  a 
us  106,000.  Furthermore,  It  cut 
]Ofl  outlays  from  $1.4  billion  in 
to  $750  million  in  2002. 
onal  cost  cuts  will  be  tough 
Jt  losing  key  talent. 


The  company  reduced  its  working  capital, 
a  measure  of  accounts  receivable  and  in- 
ventory, by  $3  billion,  beating  its  target 
of  $2  billion.  Schacht  also  launched  new 
products,  which  led  to  the  recapture  of 
lost  optical  share. 

Russo  says  the  turnaround  will  con- 


CREDIT  RATING  AT  RISK 

Lucent's  credit  rating  is  already  in  the 
middle  of  the  junk-bond  tier.  Several 
credit  rating  agencies  still  have  a  nega- 
tive outlook  on  the  company's  debt.  If 
it  doesn't  return  to  profitability  soon, 
they  could  lower  their  ratings  again,  in- 
creasing Lucent's  borrowing  costs. 


tinue  even  if  the  markets  for  telecom 
equipment  don't  reboimd  much.  "There's 
a  lot  more  we  can  do  that  wiU  have  huge 
leverage  on  the  bottom  line,"  she  says. 
Russo,  D'Amelio,  and  Robert  C.  Holder, 
executive  vice-president  for  product  or- 
ganizations, are  meeting  with  Lucent's 
other  managers  to  size  up  prospects  for 
the  business  through  2003.  Based  on  that 
review,  scheduled  to  conclude  within 
weeks,  they  are  expected  to  cut  up  to 
5,000  more  jobs,  lower  capital  spending 
and  operating  expenses,  and  possibly  sell 
more  assets.  They  believe  those  steps 
will  boost  margins  to  about  35%.  Execs 
decline  to  specify  exactly  how  they  will 
reach  that  target. 

Can  they  find  enough  cost  cuts  to  re- 
store the  company's  profitability  during  a 
market  downturn?  It's  doubtful.  Leon  of 
ABN  Amro  thinks  Lucent  can  raise  mar- 
gins to  24%  by  yearend,  based  on  cur- 
rent market  conditions.  But  to  get  mar- 
gins back  to  the  30s,  which  is  necessary 
for  it  to  be  profitable,  Lucent  needs  an 
influx  of  orders  from  its  customers.  And 
a  market  rebound  is  nowhere  in  sight. 

Lucent  is  making  progress  with  some 
of  its  new  products.  The  company  boost- 
ed its  share  of  the  optical-equipment 
market  to  18%  last  year,  from  14%  in 
2000.  But  the  overall  optical  market 
shrank  32%  last  year,  to  $15.6  billion, 
and  is  expected  to  drop  an  additional 
20%,  according  to  market  researcher  Del- 
rOro  Group.  In  optical  switching,  one  of 
the  only  growth  segments  of  that  mar- 
ket, Lucent's  share  is  a  mere  3%. 

Even  Lucent's  wireless  business,  the 
strongest  part  of  the  company  in  recent 
quarters,  is  showing  signs  of  weakness. 
The  company  is  the  leading  supplier  of 
wireless  network  gear  in  North  America. 
But  it  is  No.  4  globally  because  it  lags  in 
Global  System  for  Mobile  Communica- 
tions (gsm)  technology,  which  is  the  stan- 
dard in  Europe  and  accounts  for  56%  of 
the  world's  wireless  networks,  according 
to  Deutsche  Bank.  More  worrisome,  U.S. 
giants  AT&T  Wireless  and  Cingular  Wire- 
less are  switching  to  gsm  gear  because 
it's  cheaper.  "We  are  enjoying  all  the 
cost  savings  of  having  moved  into  the 
technological  mainstream,"  says  AT&T 
Wireless  CEO  John  Zeglis. 

Lucent's  recovery  is  still  some  time 
away.  "Right  now,  this  industry  is  like 
an  endurance  race.  We  are  in  this  for 
the  long  run,"  Russo  says.  Still,  Lucent's 
inability  to  return  to  profitabihty  this 
year  is  a  serious  setback.  And  if  the 
company  can't  reach  its  profit  target  in 
2003,  Lucent  faces  an  even  more  difBcult 
road  ahead. 

By  Steve  Rosenbush  in  New  York, 
unth  Roger  O.  Crockett  in  Chicago 
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Variable  Life  Insurance  Variables 

Watch  out!  The  policy  might  ''blow  up''  and  leave  you  empty-handed 
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BY  GEOFFREY 
SMITH 


ESTAIEPUUmimi 


Life-insurance  policies,  along  with  wills, 
are  bedrock  components  of  many  estate 
plans.  But  variable  life  insurance,  the 
best-selling  form  of  life  insurance  since 
1999  when  measured  by  dollars  paid,  may 
be  anything  but  a  solid  foundation. 
The  reason?  Variable  life  pohcies  link  a 
death  benefit  to  an  investment  account.  That 
means  many  policies  sold  in  the  late  1990s 
have  been  so  decimated  by  the  falling  stock 
market  that  the  cash  value  of  the  policy 
is  either  too  low  to  maintain  the  value 
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only  recently  moved  front  and  center.  Thes    ^ 
policies  became  popular  during  the  bull  ma 
ket  because  they  were  sold  as  a  way  to 
ceive  a  guaranteed  death  benefit  while  buildiiBo'Jf 
a  nest  egg  that  could  grow  tax-free.  If  the  i 
vestment  produced  large-enough  returns,  po 
cyholders  could  increase  their  death  benefit  U^ 
take  out  excess  cash  to  pay  for  retirement  (    ^ 
other  expenses. 

A  bear  market  can  derail  all  of  thlB"''''' 

Consider  the  case  of  a  Wiscons 

couple  in  their  30s  with  young  ch    f^^ 

dren  who  bought  a  variable  life  p<    ^' 

icy  in  1997  with  a  death  benefit 

$620,000.  Their  scheduled  premiu 

payments  have  risen  this  year  fro 

$676  a  month  to  $905.  They've  put 

total  of  $57,000  into  the  policy,  but  tlpe  th 

combination  of  high  fees  and  the  po 

performance  of  their  investments,  whi<    '^ 

were  split  between  large-cap  and  mid-c: 

equity  funds,  have  left  the  policy 

^^        cash    value    at    $28,000,    sa; 

^b^T^^*^.^      Thomas  Batterman  at  Vij 

*"         Trust  &  Financial  Advocai 

in  Wausau,  Wis.,  a  financi 

adviser  the  couple  hired  to  evj 

uate  the  policy. 

Batterman  is  advising  the  coup 

to  let  the  poUcy  lapse.  He  says  th   fryot 

should  stop  pajang  the  premiur   iren 

and  consider  another  type  of  i 

surance.  By  letting  it  laps 

the  remaining  cash  val 

dealktto 


fioo 
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enefit  for  three  or  four  more  years.  If  they 
arrendered  the  policy  immediately,  they  would 
et  the  existing  cash  value  minus  a  surrender 
enalty  of  $6,300  and  they  would  have  to  pay 
ixes  on  the  remaining  $21,700.  "The  risks  of 
lese  policies  are  very  hard  to  imderstand,"  Bat- 
arman  says. 

Indeed,  variable  life  is  full  of  twists  and  turns. 
Tiere  are  two  kinds  of  policies:  variable  whole- 
fe  and  the  more  popular  variable  universal  life. 
-  '.oth  let  you  invest  part  of  your  premium  in 
eifiutual  fund-like  investment  pools  called  sub- 
ccounts,  which  often  include  a  broad  selection  of 
r,  ^mds  from  major  fund  companies.  The  key  dif- 
lerence  is  that  variable  whole-life  policies  re- 
i  iuire  fixed  premiums,  while  variable  universal  life 
i  olicies  let  you  vary  your  payments. 

Consumers  can't  always  detect  the  dangers 

jf  variable  Ufe  when  brokers  show  them  illus- 

rations  of  how  the  policy  works.  Most  brokers 

ti:|se  marketing  materials  illustrating  how  the  pol- 

y  would  perform  if  the  investment  returns 

)ijj|anged  anywhere  from  0%  to  12%,  says  Keith 

ixlaurer,  an  insurance  specialist  with  Low  Load 

fisurance  Services  in  Tampa.  Low  Load  helps  fi- 

lancial  planners  buy  low-cost  insurance  for  their 

lients.  To  make  it  look  attractive,  many  bro- 

ers  show  a  10%  to  12%  annual  rate  of  return. 

tlMiile  this  is  within  the  ballpark  of  the  long- 

lOprm  average  annual  return  of  10.7%  for  the 

(ii(  [tandard  &  Poor's  500-stock  index,  the  market 

i^3|oesn't  move  in  neat  10%  steps.  A  bear  market 

iian  make  those  projections  worthless. 

A  policy  can  end  up  in  a  squeeze  if  its  in- 
estments  have  a  negative  return  over  a  period 
i|f  years.  MortaUty  charges  rise  as  policyhold- 
rs  grow  older,  taking  a  larger  bite  out  of  the  in- 
estment  account.  If  the  cash  value  of  the  policy 
alls  too  low  and  premium  payments  are  also 
jplfK)  low,  you  might  not  add  enough  each  year  to 
lijpver  your  insurance  costs  in  future  years.  Your 
jujisurer  will  start  to  draw  down  your  cash  bal- 
'iince  to  cover  its  costs.  When  this  happens,  your 
pvfolicy  will  eventually  "blow  up,"  meaning  there 
jjif^on't  be  sufficient  funds  in  your  investment  ac- 
ount  to  cover  your  annual  insurance  costs,  and 

you  will  lose  your 
death  benefit  (table). 
That's  why  Cohen  rec- 
ommends to  clients 
who  can  afford  it  to 
pay  higher-than-re- 
quired  premiums  to 
build  a  cushion  into 
their  pohcies. 

Insurance  companies 
try  to  avoid  these 
blowups.  Some  time 
before  it  happens,  they 
will  mail  you  a  warn- 
ing of  trouble  ahead.  If 
you  receive  one  of 
these  letters,  you  have 
three  options:  Do  noth- 
ing and  hope  the  in- 
vestment returns  rise 


he  bear  market 
las  exposed 
be  risks  of 
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Jbicb  link  a 
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When  Variable  Life  Works... 

The  following  example  is  based  on  a 
hypothetical  $1  million  variable  universal 
life  policy  for  a  45-year-old  male 
nonsmoker.  The  policy  has  a  guarantee  that 
the  death  benefit  will  be  maintained  as 
long  as  the  policy  is  sufficiently  funded.  It 
assumes  annual  premiums  of  $8,763  and 
an  annual  investment  gain  of  10% — which 
is  actually  8.7%  after  charges. 


YEAR 


PREMIUMS 
PAID 


VALUE  OF 

CASHED-IN 

POLICY 


END-YEAR 

DEATH 

BENEFIT 


20 

30 
40 


172,260 

"262,890' 
350^520 


266,618 

646^330' 


Imil. 

imir 

ijmiL 


sharply — ^realizing  that  if 
they  don't  rise,  the  poK- 
cy  will  lapse;  pay  a 
higher  premium;  or  re- 
duce the  death  benefit. 
The  last  option  can  be 
costly  because  you  may 
have  to  pay  steep  sur- 
render penalties,  espe- 
cially if  you've  only  had 
the  policy  a  few  years. 

Another  problem  with 
these  policies:  They  de- 
mand multiple  fees.  Be- 
sides mortality  charges, 
they  typically  include  a 
broker's  sales  charge, 
which    can   be    4%    or      \  %Z,1^Z  $0  $1  mil. 

more  at  the  time  of  piu--      •"■ Voo'ic 07  ocq 1 -i 

chase;  an  administrative      ^ Z^^°}1 ^b^^. L^!': 

fee;   state   and   federal       10  87,630  80,903  1  mil. 

premium  taxes;  and  fund 
management  fees.  These 
charges  often  eat  up  the 
entire  first  year's  premi- 
um and  much  of  the  sec- 
ond year's  as  well.  "It's 
such  a  confusing  type  of 
contract,  I  don't  think 
even  some  lawyers  un- 
derstand how  it  works," 
says  George  Gushing,  a 
Boston  estate  lawyer. 

Variable  life  policy- 
holders can  take  their 
policy  to  their  insurance 
agent  and  ask  for  an  up- 
dated analysis  of  its  per- 
formance, along  with  its 
chances  of  blowing  up. 
For  a  second  opinion,  it's 
a  good  idea  to  hire  an 
independent  financial 
planner  to  review  your 
policy  with  an  eye  to- 
ward damage  control. 
The  National  Association 
of  Personal  Financial 
Advisors  (1  800  366-2732 
or  WAvw.napfa.org)  can 

give  referrals.  Another  option  is  the  Gonsumer 
Federation  of  America,  which  has  an  insurance- 
evaluation  service  run  by  James  Hunt,  former 
Vermont  state  insurance  commissioner.  It  costs 
$50  for  the  first  policy.  Details  are  available  at 
www.consumerfed.org. 

Some  insurance  professionals  say  variable  life 
has  advantages  for  the  right  person.  It's  often 
recommended  to  wealthy  individuals  who  have 
made  the  maximum  contributions  to  other  tax- 
deferred  retirement  programs  and  are  looking  for 
further  tax  savings.  The  insurance  industry  take  is 
that  the  tax  savings  from  the  policies  more  than 
makes  up  for  the  higher  fees.  That  may  be  true. 
But  first,  you  have  to  make  sure  your  poUcy  isn't 
undermined  by  bad  investments.  ■ 


II 


...And  When  It  Doesn't 

What  happens  if  the  same  policy  loses 
20%  a  year  in  the  first  three  years 
and  earns  just  5%  a  year  after  that?  By  age 
74,  the  cash  balance  would  be  insufficient 
to  maintain  the  death  benefit  and  the 
policy  would  lapse. 


YEAR 


PREMIUMS 
PAID 


VALUE  OF 

CASHED-IN 

POLICY 


END-YEAR 

DEATH 

BENEFIT 


1            $8,763 

$0           $1  mil. 

5           43,815 

7,796             1  mil. 

10          87,630 

32,740             1  mil. 

20         172,260 

63,838             1  mil. 

28         242,364 

4,149             1  mil. 

29        251,127 

0                   0 

Data:  Hypothetical  data  provided  by  Robert  Cohen,  Cohen  Financial  Group, 
Framingham,  Mass. 
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For  more  on  estate  plan- 
ning, seethe  Apr.  8  issue 
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Foundations,  but  with 
Juicier  Tax  Breaks 

Supporting  Organizations  are  gaining  fans 


BY  ANNE  TERGESEN 


ESTATE  PLANNING 


^. 


Philanthropists' 
Choice 

A  look  at  the  trade-offs  of  different 
types  of  Supporting  Organizations: 


TYPE! 


ADVANTAGES  Tax  break  is  equivalent  to 
direct  donation;  no  annual  payout  required 
TRADE-OFFS  You  must  give  a  majority  of 
board  seats  to  charities 


TYPE  III 


ADVANTAGES  Tax  break  is  equivalent  to 
direct  donation;  the  donor  can  select  both 
family  and  independent  board  members 

TRADE-OFFS  It  must  fund  10%  of  a 
charity's  budget  or  underwrite  a  big  part  of 
a  project;  must  distribute  85%  of  its 
income  annually — one-third  to  primary 
charity;  beneficiaries  can  force  open  books 

(Type  II  is  generally  used  by  institutions,  not  individuals.) 
Data:  BusinessWeek; 
Jeffrey  Davine,  Mitchell  Silberberg  &  Knupp 


or  many  philanthropists,  creating  a 
family  foundation  is  the  ultimate 
goal.  With  a  fotmdation,  you  are  as- 
sured that  your  name  and  philan- 
thropic vision  will  Uve  on.  In  addi- 
tion, foundations  often  wield  more 
influence  than  even  benefactors  who 
write  big  checks.  But  before  telling  your 
lawyer  to  draft  a  foundation,  consider 
this:  You  get  better  tax  benefits  from  just  hand- 
ing a  check  to  a  charity. 

As  philanthropists  have  wised  up  to  this 
dow^nside  of  foundations,  a  similar  charitable 
vehicle  that  boasts  better  tax  benefits,  the  Sup- 
porting Organization,  has  become  more  popular. 
An  so  doesn't  have  as  much  flexibility  as  a 
foundation  does  to  change  beneficiaries.  That's 
because  it  must  channel  its  money  to  one  or 
more  charities  that  the  donor  names  up  front  in 
the  so's  charter.  Also,  a  donor  is  not  permitted 
to  control  an  so's  board.  But  in  return  for  giving 
outsiders  a  bigger  role,  the  Internal  Revenue 
Service  gives  you  better  tax  breaks. 

An  so  has  much  of  the  ap- 
peal of  a  foundation.  You  can 
name  it  after  yourself  or  your 
family;  you  can  even  call  it  a 
foimdation.  You  can  also  wield 
influence  over  funding  decisions 
by  naming  relatives  to  the 
board  and  requiring  that  the 
seats  stay  in  the  family. 

As  is  the  case  with  founda- 
tions, establishing  and  main- 
taining an  so  can  be  expensive, 
so  unless  you  have  $500,000  or 
more  to  donate,  it  won't  pay. 

The  tax  benefits  are  com- 
pelling. For  cash  gifts,  you  can 
deduct  an  amount  equal  to  50% 
of  your  adjusted  gross  income, 
vs.  30%  for  foundations.  If  you 
donate  stock  or  real  estate,  you 
can  deduct  the  equivalent  of 
30%  of  income,  vs.  20%  for  a 
foundation.  (If  your  gift  exceeds 
these  thresholds,  you  can  carry 
over  deductions  in  up  to  five 
subsequent  years.)  Moreover,  in 
calculating  your  deduction,  you 
can  use  the  fair  market  value  of 
any  appreciated  stock  or  real  es- 
tate. With  a  foundation,  publicly 


^^ 


traded  securities  can  be  deducted  at  market  valu 
But  the  deduction  for  all  other  assets — ^privat 
stock,  real  estate — ^is  based  on  what  you  paid. 

The  so  itself  also  enjoys  better  tax  treatmen 
Whereas  a  foundation  pays  an  excise  tax — gei 
erally  2% — on  its  investment  income,  sos  have  r 
such  requirement,  sos  can  be  more  flexible,  ta 
Foundations  must  distribute  5%  of  their  assei 
each  year.  But  an  so  has  more  leeway  to  tri] 
payouts  if  investment  returns  head  south. 

The  biggest  dowTiside  to  an  so  is  that  yc«— 
have  less  control  over  how  your  money  is  ii  ''*■ 
vested  and  distributed.  Those  who  fund  S( 
have  to  fill  a  majority  of  board  seats  with  ind 
pendent  directors.  Depending  on  which  type  > 
so  you  create — there  are  three — that  can  me< 
ceding  control  to  a  charity  (table).  But  dono; 
can  maintain  influence  by  appointing  frienc 
and  charitable  administrators  with  whom  tht 
have  relationships. 

sos  also  have  less  freedom  to  change  benefi< 
aries  than  foundations,  which  can  do  so  at  wi 
sos  are  limited  to  the  charities  or  causes  in  the 
charters.  Still,  you  can  name  several  charitii 
and  decide  whether  to  fund  all,  some,  or  ju 
one  each  year.  Or,  if  you  select  a  communii 
foimdation  that  funds  an  array  of  charities,  y( 
can  choose  which  to  support.  "Legally,  they  arei 
giving  me  total  freedom.  But  in  practice,  there 
ahnost  total  freedom,"  says  Randy  Fertel,  who 
so.  The  Fertel  Family  Foundation,  benefits  Tl 
Greater  New  Orleans  Foundation. 

Like  foundations,  sos  can  be  expensive  to  ru 
Accountants'  fees  for  annual  tax  forms  can  run 
$5,000 — and  expenses  rise  if  you  hire  staff.  But 
you  team  with  a  community  foundation,  it  mig 
take  care  of  the  paperwork.  Be  prepared  to  p; 
$10,000  to  $20,000  to  file  startup  forms.  If  the  I 
contests  your  appUcation — and  it  has  hiked  i 
scrutiny  of  Type  III  sos — the  figure  could  1 
$50,000,  says  Laura  Peebles,  a  director  at  E 
loitte  &  Touche  in  Washington,  D.  C.  It  soun 
daunting,  but  creating  a  sustained  legacy  with  i 
rious  tax  breaks  makes  sos  worth  exploring. 
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frhere's  a  Way- 
iWiere  There's  a  Will 

ithout  one,  your  heirs  may  end  up  poorer 


f  LARRY 
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PSTATE  PLANNING 
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ace  it:  It's  tough  to  own  up  to 

your  mortality.  Most  of  us 

haven't  done  so.  Only  41%  of 

all  Americans  have  a  will,  and 

only  a  third  of  those  with 

children   have   bothered   to 

draw  one  up,  according  to  a 
survey  last  year  by  FindLaw,  a  le- 
gal Web  site.  Even  fewer  have  tak- 
en the  time  to  do  a  full-fledged  es- 
tate plan  aimed  at  shielding  heirs 
from  the  court  costs,  executors' 
fees,  and  estate  taxes  that  death 
almost  always  triggers. 

Of  course,  you  already  have  a 
default  estate  plan,  of  sorts.  It's  a 
one-size-fits-all  mishmash  that 
varies  according  to  where  you 
live — and  almost  certainly  won't 
result  in  what  you  intended.  Think 
all  of  your  property  will  be  trans- 
ferred naturally  to  your  spouse 
when  you  die?  In  some  states,  only 
30%  to  50%  goes  to  your  spouse, 
and  the  rest  is  divvied  up  among 
other  relatives.  Some  may  go  to 
your  kids — yes,  even  the  financial- 
ly irresponsible  one.  Some  may  go 
to  your  siblings,  or  even  your  par- 
ents, whether  they  need  it  or  want 
it,  or  whether  you  want  them  to 
have  it. 

If  you  don't  have  a  plan,  now's  a 
good  time  to  get  started.  Last  year, 
Congress  overhauled  the  estate  tax 
law,  with  an  eye  toward  repealing 
it,  so  you  can  at  least  reasonably 
predict  that  liabiUty  for  the  next 
few  years  (table).  The  new  law 
gradually  increases  the  estate  tax 
exemption — the  amoimt  that  can  be 
passed  along  \\athout  paying  estate 
tax— to  $2  miUion  in  2006  and  $3.5 
million  in  2009.  The  law  repeals  the  tax  in  2010 
but  snaps  it  back  to  this  year's  $1  million  ex- 
emption in  2011 — inviting  a  future  Congress  to 
make  the  repeal  permanent. 

The  tax  law  also  raises  the  gift-tax  exemp- 
tion to  $1  million.  Gift  and  estate  taxes  are 
linked:  It  doesn't  matter  whether  you  give 
away  your  wealth  before  or  after  you  die;  it's 
going  to  be  taxed  at  the  same  rate.  Every 
year,  however,  you  can  give,  tax-free,  up  to 


$11,000  apiece  to  as  many  people  as  you  like. 
Let's  say  you  don't  have  a  will.  If  you've  pre- 
pared your  latest  income-tax  return,  you've  prob- 
ably gathered  up  most  of  the  paperwork  that 
you'll  need  to  figure  out  how  much  of  an  estate 
plan  you  should  have.  Add  up  the  value  of  your 
house,  investments,  and  retirement  accounts,  and 
throw  in  the  face  value  of  your  insurance  policies 
and  pension  plans.  You  may  be  surprised  at  what 
you're  worth.  If  you're  getting  close  to  or  topping 
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Ifyou'reinyour 
30s  or  40s  and  in 
good  health,  you 
can  stick  with  the 
lies:  a  will  for 


your  possessions 
and  a  living  will 
and  power  of 
attorney  to  state 
how  medical  issues 
are  to  be  decided 


the  $1  million  mark  ($2  million  for  a  couple), 
where  estate  taxes  kick  in  this  year,  it's  time  to 
hire  a  lawyer. 

Avoiding  taxes  isn't  the  main  reason  for  estate 
plans,  just  a  nice  bonus.  In  fact,  if  you're  in 
your  30s  or  40s  and  in  good  health,  you  may 
want  to  stick  with  the  basics:  a  will  for  yovir 
possessions,  and  a  living  vidll  and  health-care 
power  of  attorney  to  specify  how  medical  deci- 
sions, such  as  ending  life  support,  are  to  be 
made  if  you  become  incapacitated.  It  should  cost 
$500  to  $1,000. 

The  most  pressing  reason  to  write  a  will  is  to 
take  care  of  minor  children  in  case  you  and  your 
spouse  die  simultaneously,  or  if  you're  a  single 
parent.  You'll  want  to  name  a  guardian  to  bring 
them  up — the  probate  court  will  do  so  if  you 
don't — and  perhaps  someone  else  to  oversee  the 
finances  this  wiU  require.  You'll  have  to  name  an 
executor,  too,  to  handle  the  estate's  distribution. 
And  your  will  must  spell  out  as  specifically  as 
possible  how  you  want  your  property  divided. 

If  you  know  you'll  keep  putting  it  off,  you 
can  draw  up  a  simple  will  in  an  evening  using 
Quicken  Lavi^er  2002.  This  includes  the  soft- 
ware formerly  known  as  WillMaker  from  Nolo 
($42  at  nolo.com).  It  also  includes  forms  for  living 
wills  and  medical  powers  of  at- 
torney. Or  you  can  download 
the  right  forms  for  your  state 
at  partnershipforcaring.org. 

That  will  cover  the  basics, 
at  least,  as  long  as  you  sign 
everything  and  have  your  sig- 
nature properly  witnessed  and 
notarized.  (Witnesses  should 
not  be  family  members  or  ben- 
eficiaries, and  you'll  need  two 
or  three,  depending  on  state 
law.)  Even  if  you  know  you 
should  see  a  lavi^^er — ^you  have 
a  substantial  estate,  say,  or 
children  from  more  than  one 
marriage — Quicken's  question- 
and-answer  technique  can  help 
you  sort  through  the  options. 
That  way,  when  you  finally 
make  an  appointment 
your  attorney,  you'll  have  the 
important  decisions  already  re- 
solved and  can  save  a  bundle 
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le  Disiviiearing 
DeathM  • 

Starting  this  year,  the  estate- 
tax  and  gift-tax  exemptions 
rise  from  $675,000  to 
$1  million.  The  estate-tax 
exclusion  mounts  gradually  to 
$3.5  million  in  2009,  and 
then  disappears — but  only  for 
one  year.  The  gift-tax  exemp- 
tion remains  at  $1  million. 


YEAR 


ESTATE  TAX 
EXEMPTION 

MILUONS 


2002 
2003 
2004 


$1 


10%  of  the  estate's  assets  in  administrative  fe( 
With  a  living  trust,  you  can  change  the  ten 
while  you're  hving,  and  your  successor  trusti 
usually  a  family  member,  distributes  the  prop< 
ty  without  court  interference  when  you  die 

Living  trusts  are  a  must  if  you  own  proper 
in  more  than  one  state,  since  your  heirs  will  r 
be  subjected  to  multiple  probate  proceeding 
Unlike  wills,  which  become  public  as  soon 
they  are  filed  with  the  probate  court,  livi 
trusts  are  private  documents.  They  can  be  han 
for  other  situations  as  well,  such  as  disinheriti 
estranged  family  members.  The  biggest  mista 
made  in  estate  planning?  You  sign  the  doc  W 
ments  setting  up  the  trust,  but  don't  folL 
through  with  the  tedious  task  of  retitUng  all 
your  property,  such  as  real  estate,  stocks  a 
bonds,  and  bank  accounts,  in  the  specific  name 
the  trust 

If  you  simply  want  to  avoid  the  time  a 
costs  of  probate,  other  ways  work  just  as  w« 
and  they're  virtually  free.  Life-insurance  p( 
cies  pay  the  beneficiaries  directly,  often  withii 
few  weeks.  You  should  name  beneficiaries 
your  retirement  accounts,  such  as  iras  and  401 
plans,  as  well.  For  brokerage  and  bank  accouri 
you  can  turn  them  into  pay-on-death  accoui 
that  transfer  the  assets  to  yc 
beneficiaries  outside  of  proba 
A  few  states  will  let  you  ti 
your  car  this  way,  too. 

The  most  common  proba 
avoidance  technique  is  jo 
ownership.  You  and  yc 
spouse  probably  own  yc 
house  as  joint  tenants,  and  j 
may  own  cars  jointly  w 
your  children.  But  there 
be  pitfalls.  A  joint  owner 
legally  wipe  out  your  savir 
account,  for  example.  Or  jo 
ownership  can  deprive  yc 
heirs  of  a  valuable  tax  bre 
If  they  want  to  sell  any  ; 
predated  assets  that  they 
herit,  such  as  stocks  or  r 
estate,  they'll  pay  capital-ga 


If 
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MAXIMUM  Gin/ 
ESTATE  TAX  RATE 


with      ..,^.*'.''' Zt °.. taxes  based  on  the  value  wl 


1 
L5 


49 
48 


you  died  rather  than  on  1 
price  you  originally  paid, 
they  are  co-owners  with  y 

in  fees.  9nnii 1  R Al ^^^^  won't  receive  that  st 

In  the  past  several  years,      ..._..?. ...".? ^1 up  in  basis  on  their  part 

many  people  have  opted  for  a  2006              2                 46  ^^^  assets. 

hving  trust  instead  of  a  will,      Only  two  percent  of  Am«    Hfi 

or  in  addition  to  one.  But  bare-  2007              2                 45  cans  pay  any  estate  tax  at 

bones  living  trusts,  which  start       nnnn n *r But  don't  be  fooled  into  thi 

at  $1,000,  are  overhyped  and       ._':|' t .i i^ig  that  estate  planning  is  o 

often  misunderstood.  They  do  2009              3  5              45  ^  rich-person's  concern  or  t 

not,  for  example,  bypass  estate     ■• the  new  laws  make  it  unn 


taxes  or  protect  you  fi'om  cred- 
itors. What  they  do  is  avoid 
probate — which,  in  states  such 
as  Florida  and  California,  can 
drag  on  for  a  couple  of  years 
and  eat  up  as  much  as  5%  or 


2010 


** 


1 


55 


Ul 


*No  estate  tax  **lncome  tax  rate  (gift  tax  only) 
Data:  Internal  Revenue  Service 


essary  for  you  to  address 
important  issues  in  advar 
Without  the  basics  in  pla 
your  even-modest  estate  co 
easily  become  a  big  probl 
for  your  family  and  heirs. 
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ifhe  Virtues  and  Values 
)( an  Ethical  Will 
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iti  t  offers  spiritual  wealth  and  helps  estate  planning 


my  KATE  MURPHY 


TO 


TATE  PLANNINCI 


Before  taking  a  trip  to  Cal- 
ifornia shortly  after  Sep- 
tember 11,  Kkn  Payfrock, 
42,  wrote  letters  to  her 
two  sons  and  two  step- 
sons, ages  11  to  17.  The  let- 
ters expressed  her  love  for 
them  as  well  as  her  joys  and 
regrets  in  life.  "I  was  nervous 
about  flying  and  wanted  them 
to  open  the  letters  if  anything 
happened  to  me,"  says  Pay- 
frock,  who  is  an  activity  coor- 
dinator at  an  assisted  living 
community  in  Minneapolis. 
"This  was  a  way  to  leave  them 
my  thoughts,  to  give  them  a 
part  of  my  self." 

Payfrock  didn't  know  it  at 
the  time,  but  she  had  written 
each  of  her  children  an  ethical  will.  Whereas  le- 
gal wills  bequeath  material  wealth,  ethical  wills 
dispense  emotional  and  spiritual  wealth.  "It's  a 
way  to  pass  on  your  values,  share  lessons 
learned,  express  love,  and  address  any  regrets," 
says  Barry  Baines,  the  medical  director  of  a  hos- 
pice in  Minneapolis  and  author  of  Ethical  Will: 
Putting  Your  Values  on  Paper  (Perseus  Pub- 
Hshing,  $13).  Preparing  such  a  document  is  not 
easy,  since  it  requires  earnest  self-examination. 
But  writers  and  recipients  of  ethical  wills  say  the 
result  is  an  invaluable  legacy. 

Ethical  wills  go  back  to  Biblical  times.  Today, 
there's  renewed  interest  in  leaving  heirs  a  tes- 


Bequeathing  More  Tlian  Money 

Although  ethical  wills  vary  widely,  here  are  some  topics 
they  often  address: 

VALUES  AND  BELIEFS  What  you  think  is  most  important  in  hfe 

^LESSONS  LEARNED  What  life  has  taught  you 

oJlOVE  for  survivors  What  your  family  and  friends  have  meant  to  you,  and 
iTWhat  you  hope  for  them  in  the  future 

forgiveness  What  you  would  like  to  forgive — and  be  forgiven  for 

^EXPLANATIONS  Why  you  made  the  choices  you  did 

;o  ANECDOTES  Stories  about  important  moments  that  enriched  or  shaped  your  life, 
bi  or  humorous  events  you  want  preserved  as  family  lore 


III 


tament  of  values,  due  in  part  to  September  11. 
Although  ethical  wills  vary  widely  in  content, 
people  who  write  them  usually  relate  what  they 
value  most  in  life  (table).  They  often  express 
love  for  their  survivors  and  tell  them  not  to 
grieve.  Some  explain  past  actions  or  recount 
formative  events.  Many  dispense  advice.  An  ex- 
ample is  a  now-deceased  doctor  who  wrote  that 
he  regretted  giving  up  medical  research  for  a 
more  lucrative  career  as  a  surgeon.  "There's  no 
greater  compensation  than  being  happy  in  your 
work,"  he  wrote  to  his  children. 

There  is  no  single  right  way  to  draft  an  ethical 
win.  "Just  make  sure  it  comes 
from  the  heart,"  says  Baines, 
who  also  has  a  Web  site,  ethi- 
calwall.com.  And  don't  malign 
your  heirs.  "There's  a  tempta- 
tion to  try  to  criticize,  cause 
gmlt,  or  tell  people  how  to  be- 
have," says  Jack  Riemer,  a  rabbi 
and  co-author  of  So  That  Your 
Values  Live  On:  Ethical  Wills 
&  How  to  Prepare  Them  (Jewish 
Lights  PubUshing,  $17.95). 

Ethical  wills  range  in  length 
from  a  short  paragraph  to  a 
bound  volume.  No  matter  how 
long  it  is,  think  about  using 
archival,  acid-free  paper  and 
fade-resistant  ink  so  the  docu- 
ment won't  deteriorate  over 
time.  For  more  tips,  you  can 
check  out  a  helpful  online  brochure  co-authored 
by  Robert  Flashman,  a  professor  at  the 
University  of  Kentucky  at  Lexington 
(www.ces.ncsu.edu/depts/fcs/pub/1998/wills.html). 
People  who  have  trouble  expressing  themselves 
in  writing  may  opt  to  record  theu'  ethical  will 
on  audiotape  or  videotape,  though  a  transcript  is 
a  good  idea.  You  can  also  get  professional  help. 
"A  lot  of  people  don't  have  the  time  or  they 
may  need  help  figuring  out  what  they  want  to 
say,"  says  Marcia  Brier,  whose  company,  Fami- 
ly Legacy  Services  in  Needham,  Mass.,  helps 
clients  write  ethical  wills,  starting  at  $2,500. 

Ethical  wills  are  not  legally  binding,  but  many 
attorneys  encourage  chents  to  write  them  as 
codicils  to  their  regular  wills.  They  help  with 
estate  planning,  says  James  Carolan,  a  trust  and 
estates  attorney  in  Port  Huron,  Mich.,  because 
they  clarify  "what's  important  and  what  they 
really  want  to  do  with  their  money."  The  wills 
also  allow  attorneys  to  personalize  clients'  legal 
documents  by,  say,  incorporating  text  that  indi- 
cates the  motivation  for  setting  up  a  trust. 

Most  important,  says  Flashman,  the  ethical 
will  "is  a  way  to  leave  something  behind  that 
goes  way  beyond  any  financial  resources  you 
may  have."  Indeed,  Baines  reads  his  father's 
every  year  on  the  anniversary  of  his  death. 
One  of  its  messages:  "No  father  could  be  as 
proud  as  your  father  is  of  you.  You  have  more 
than  exceeded  my  greatest  expectations."  For 
most  people,  a  bequest  like  that  is  more  pre- 
cious than  gold.  ■ 
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Tiptoeing  Back 
Into  Mutual  Funds 

Investors-und  managers-are  cautiously  optimistic 


BY  MARA 

DER  HOVANESIAN 


mall  gains,  less  pain.  It's  not  much,  but 
[it's  something  mutual-fund  investors  can 
be  grateful  for  these  days.  Despite  the 
early  March  stock  market  rally,  the  aver- 
jage  U.S.  equity  fund  ended  up  where  it 
[began  the  year  three  months  ago — a  big 
comedown  from  the  previous  quarter's 
14.8%  surge.  Microscopic  as  the  less-than-1% 
gain  may  be,  it's  a  darned  sight  better  than  the 
beating  investors  took  a  year  ago:  a  13%  de- 
cline that  turned  out  to  be  the  prelude  to  a 
lousy  year.  "It  has  basically  stopped  getting 
worse,"  says  Dan  Veru,  portfolio  manager  of 
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AMERICAN  HERITASE 

75.00% 

OPPENHEIMER  GOLD  1  SPECIAL  MINERALS  A 

24.01% 
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FIRST  EAGLE  SOfiEN  fiOLO 

41.95 

FRANKLIN  GOLD  1  PRECIOUS  MHALS  ADV. 

22.93 
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U.S.  GLOBAL  INV.  GOLD  SHARES 

41.03 

VANGUARD  PRECIOUS  MHALS 

21.92 
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TOCQUEVILLE  GOLD 

39.41 

IVY  GLOBAL  NATURAL  RESOURCES  ADV. 

20.33 
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VAN  ECK  INTL.  INVESTORS  GOLD  A 

37.57 
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GABELLI  GOLD 

36.43 

JSNARES  MSGI  MEXICO  INDEX 

18.33 

i 

i 

FRONTIER  EQUITY 

35.40 

SELIGMAN  EMERGING  MARKETS  GROWTH  A 

17,50 

i 

i 

MONTEREY  OCM  GOLD 

34.76 

POLARIS  GLOBAL  VALUE  INVESTOR 

17.10 

i 

1 

USAA  PRECIOUS  METALS  A  MINERALS 

32.67 

FIRST  AMERICAN  EMERGING  MKTS.  RET.  A 

16.76 

1 

1 

THIRD  MILLENNIUM  RUSSIA 

31.91 

PRUDENTIAL  NATURAL  RESOURCES  Z 

16.76 

1 

m. 

AMERICAN  CENTURY  GLOBAL  GOLD  INV. 

31.70 

U.S.  GLOBAL  ACCOLADE  REGEVT  EASTERN  EURO. 

16.63 

i 

B 

EVERGREEN  PRECIOUS  METALS  HOLDINGS  1 

30.23 

TOCQUEVILLE  INTERNATIONAL  VALUE 

16.36 

1 

» 

MATTHEWS  KOREA 

30.17 

PHOENIX  ABERDEEN  NEW  ASIA  A 

16.11 

i 

m 

FIDELin  SELECT  GOLD 

29.78 

INVESTED  ASIA  FOCUS 

15.70 

i 

B 

ISHARES  MSCI  SOUTH  KOREA  INDEX 

29.68 

USAA  EMERGING  MARKHS 

15.30 

1 

ra 

MIDAS 

28.42 

QUANT  FOREIGN  VALUE  INSTL 

14.84 

i 

B 

ING  PRECIOUS  METALS  A 

28.30 

OPPENHEIMER  INTL  SMALL  COMPANY  A 

14.81 

i 

B 

ING  RUSSIA  A 

28.23 

CGM  REALTY 

14.77 

i 

m 

VAN  ECK  TROIKA  DIALOG  A 

28.23 

DRIEHAUS  EMERGING  MARKETS  GROWTH 

14.77 

M 

R 

INVESCO  GOLD  INV. 

28.07 

VAN  ECK  GLOBAL  HARD  ASSETS  C 

14.66 

H 

B 

AXP  PRECIOUS  MHALS  Y 

27.83 

WASATCH  SMALL  CAP  VALUE 

14.63 

i 

B 

FIDELITY  ADVISOR  KOREA  A 

27.49 

BABSON  ENTERPRISE 

14.58 

i 

B 

RYDEX  PRECIOUS  MCTALS 

27.21 

MFS  EMERGING  MARKETS  EQUITY  A 

14.56 

i 

1 

SCUDDER  GOLD  S  PRECIOUS  MHALS  S 

25.04 

GARTMORE  EMERGING  MARKETS  IS 

14.56 

1 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  1  through  Mar,  22,  2002 
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Data:  Standard  &  Poor's 
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$1.2  billion  in  small-cap  value  assets,  including  the 
GE  Small  Cap  Value  Equity  Fund. 

When  is  it  finally  going  to  get  better?  Good- 
question.  For  now,  the  market  skeptics  stiU  pre- 
side. Fearful  of  worldwide  economic  turmoil,  gold 
bugs  flocked  to  precious-metals  funds,  which  are 
up  30%  and  the  best-performing  group.  Sure, 
there  are  some  unusual  stock  fund  standouts 
this  quarter:  The  No.  1  American  Heritage  Fund 
and  the  No.  7  Frontier  Equity  Fund  are  peren- 
nial losers  run  by  managers  with  a  taste  for 
risk.  The  American  Heritage  Ftmd,  up  a  gar- . 
gantuan  75%  for  the  quarter  through  Mar.  22,  for 
instance,  has  lost  30%  a  year  on 
average  since  1998. 

The  good  news  is  that  as  the 
economy  starts  to  recover,  the 
reign  of  worryw^arts  may  be  end- 
ing. Short  funds,  regulars  among 
top-performing  funds  for  the  past 
18  months,  are  conspicuously  ab- 
sent this  year.  And  investors  are 
more  upbeat:  The  estimated  $60 
billion  of  net  inflows  into  equity 
funds  in  the  first  quarter  is  the 
largest  in  two  years,  according  to 
Strategic  Insight,  a  New  York  re- 
search firm.  Scanty  bank-deposit 
and  money-market  yields,  which 
sank  to  record  lows  in  March,  are 
driving  increasingly  confident  in- 
vestors back  into  mutual  funds. 

Fund  managers,  too,  are  confi- 
dent they  can  beat  the  market 
averages  this  year.  But  their  op- 
timism is  still  tinged  with  caution: 
Many  hold  a  lot  of  cash  as  a 
hedge  against  sudden  market  de- 
clines. Others  are  sticking  to  Old 
Economy  favorites  or  cash-rich 
companies  with  squeaky  clean 
balance  sheets.  These  are  cush- 
ions smart  managers  are  using 
"just  in  case  we're  not  out  of  the 
woods,"  says  John  Carey,  fund 
manager  for  the  $7.23  biUion  Pio- 
neer Fund.  The  fund  is  up  3% 
this  year  thanks  to  Carey's  pen- 
chant for  buying  investments  in 
dividend-paying  stocks  such  as 
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The  Big  Funds 


FUND 

NET  ASSETS 
(BILLIONS) 

TOTAL 
RETURN* 

nDELHY  MASELUIN 

$75.4 

-1.22% 

VANGUARD  500  INDEX 

70.9 

0.34 

INVESTMENT  COMPANY  OF  AMERICA  A 

59.3 

2.09 

WASHINGTON  MUTUAL  INVESTORS  A 

49.2 

3.35 

fiMIWnt  FUND  OF  AMHttA  A 

35.5 

-0.59 

HDELITY  fiROWTN  I  INCOME 

33.5 

0.99 

HDEinY  CONTRAFUND 

31.7 

2.36 

STANDARD  i  POORS  DEPOSITIRV  RECEIPn 

27.6 

0.06 

IKW  PERSPECTIVE  A 

27.1 

1.89 

EUROPACIFIC  GROWTH  A 

26.5 

1.34 

AMERHMN  CENniRV  ULTRA  INV. 

25.6 

-0.90 

JANOS 

23.8 

0.28 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before 

taxes,  Jan.  1  through  Mar.  22,  2002 

Data:  Standard  &  Poor's 


Alcoa,  PPG  Industries,  and  General  Motors. 

The  measured  approach  to  stock-picking  will 
likely  continue  to  favor  value  stocks  for  the  rest 
of  the  year.  Although  their  two-year  runup  has 
narrowed  the  valuation  gap  between  them  and 
grovii:h  stocks,  they're  still  edging 
out  the  competition.  Small-cap  val- 
ue funds,  for  instance,  have  gained 
6.3%  so  far  this  year,  the  best  per- 
formance among  diversified  equity 
funds.  Normally,  growth  funds 
would  begin  to  take  center  stage  at 
the  start  of  an  economic  recovery. 
Why  isn't  this  happening  yet? 
Rosanne  Pane,  director  and  mutual- 
fund  strategist  at  Standard  & 
Poor's,  says  it's  because  of  what 
she  calls  "new-value"  managers — a 
rising  class  of  stock-picker  with  a 
more  "pragmatic"  style.  "They  don't 
just  buy  stocks  because  they're 
cheap,"  says  Pane.  "They  buy  them 
because  they  see  some  catalyst  that 
will  make  the  stock  grow." 

Their  strategy  aims  to  find  dy- 
namic companies  in  otherwise 
stodgy  industries.  For  example,  co- 
manager  Gail  Bardin,  of  the  $35 
million  Hotchkis  and  Wiley  Large 
Cap  Value  fund,  favors  insiirance 
and  health  care.  Despite  the  recent 
economic  weakness,  both  sectors 
have  instead  enjoyed  rising  demand 
and  the  freedom  to  raise  prices. 
The  fund's  top  10  holdings  include 
Allstate  and  Metropolitan  Life  In- 
surance, which  contributed  in  part 
to  a  6%  gain  so  far  this  year.  "The 
key  is  having  low  expectations," 
she  says.  "It's  that  basic." 

Small-cap  funds  are  still  crushing 
larger  cap  funds,  too.  Inundated  by 


torrents  of  new  cash,  many  small-cap  man- 
agers have  closed  their  ftinds  to  new  in- 
vestors to  preserve  their  solid  returns.  The 
Columbia  Small  Cap,  Wasatch  Small  Cap 
Growth,  and  MainStay  Small  Cap  Value 
funds,  among  others,  have  recently  shut 
their  doors.  It's  no  surprise  that  small  com- 
panies tend  to  perform  well  in  the  early 
part  of  a  recovery.  But  many  managers  be- 
lieve that  if  the  recovery  is  sluggish,  this 
stage  of  the  cycle — and  their  time  in  the 
sun — could  be  more  prolonged  than  usual. 
Also,  a  meager  calendar  for  initial  public 
offerings  will  spotlight  small  firms  that  are 
thriving  now.  "There  are  so  many  existing 
small  companies  that  have  been  beaten 
down,"  says  Michael  Balkin,  who  manages 
$200  million  in  small-cap  stocks  for  William 
Blair  &  Co.  "We'd  rather  focus  on  them." 

Technology  funds  have  been  battered, 
losing  7.5%  on  average  in  the  last  three 
months,  vs.  a  heady  36%  gain  in  the  pre- 
ceding quarter.  That  makes  them  the  sec- 
ond-worst group  this  year,  behind  telecom 
funds,  which  were  dovvTi  14.5%.  Tech  proponents 
say  there  are  survivors  among  the  carnage  of  the 
first  quarter:  Semiconductor  companies  are  up  al- 
most 60%  since  the  broad  market  bottomed  on 
Sept.  21.  "Semiconductors  are  the  first  to  lead," 


Managers 
are  looking 
for  dynamic 
Gompanies- 
but  ones 
in  stodgy 
industries 
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Tech,  biotech,  and  telecom  get  battered,  again 
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TOTAL  RETURN* 

TOTAL  RETURN* 

$ 

FIRSTHAND  COMMUNICATIONS                     -26  13% 

iSHARES  D.J.  U.S.  TCLECOM.  SCTR.INDEX 

-15.84% 

fe 

-•'>■ 

-•i) 

FIDELin  SELECT  WIRELESS                        -25  97 

MONTEREY  MURPHY  NEW  WORLD  TECH. 

-15.62 

(i.-: 

:■') 

VAN  WA60NER  EMERGING  GRDWTN               -24.61 

GRAND  PRIX  A 

-15.56 

'(<■; 
'((■': 

■■■>) 

INVESCO  TCLECOMMUNICATIONS  K                -24.37 

FIDELITY  ADVISOR  DEVELOPING  COMM.  T 

-15.19 

'('■: 

■■') 

VAN  WAGONER  POST-VENTURE                     -23.90 

POTOMAC  INTERNH  PLUS  ADV. 

-15,07 

-'■'<) 

AMERINDO  HEALTH  A  BIOnCH  A                    -23  57 

DEUTSCHE  FLAG  COMMUNICATIONS  A 

-15.07 

('■; 

-■A 

'-ill' 

ING  GLOBAL  COMMUNICATIONS  B                  -22  96 

LINDNER  COMMUNICATIONS  INV. 

-15.06 

'(<■: 

:•>) 

VAN  WAGONER  TECHNOLOGY                        -22.71 

DUNCAN-HURST  TECHNOLOGY  R 

-15.01 

('■-. 

:■>) 

FIRSTHAND  TECHNOLOGY  INNOVATORS           -22.44 

REGMMAL  OPPORT.  OHIO-INDIANA-KENTUCKY  B 

-14.72 

'(<:-. 

iSHARESGOUNNAN  SACHS  IffTWORiONG  INDEX   -20.81 

FIDELITY  SELECT  nLECOMMUNICATIONS 

-14.52 

('■; 

■('■: 

■■') 

OPPENHEIMER  EMERGING  TECHNOLOGIES  A     -20  00 

REYNOLDS 

-14.18 

i 

■■■'<) 

RYDEX  HLECOMMUNICATIONS  INV.               -19  30 

THURLOW  GROWTH 

-14.17 

i 

:■>) 

HARTFORD  GLOBAL  COMMUNICATIONS  A         - 1 9  1 1 

SIT  SCIENCE  A  TECHNOLOGY  GROWTH 

-13.89 

'(<■: 

•■■>) 

MONTEREY  MURPHY  NEW  WORLD  BIOTECH.     -18  81 

DESSAUER  GLOBAL  EQUITY 

-13.88 

(':- 
(>•: 

■■'} 

NEVIS                                                   -18.21 

TCW  GALILEO  SMALL  CAP  GROWTH  1 

-13.57 

(<■•: 

'■■) 

FOUNTAINNEAD  SPECIAL  VALUE                    -17  91 

ORBITEX  EMERGING  TECHNOLOGY  A 

-13.53 

('•: 
'(<•: 

■■■) 

FIDELITY  SELECT  DEVELOP  COMMUNICATIONS-17  83 

SMAR  ALGER  TECHNOLOGY  A 

-13.43 

('••. 

BUCK  OAK  EMERGING  TECHNOLOGY              -17  22 

VAN  WAGONER  MID-CAP  GROWTH 

-13.34 

'(i-i 

'■') 

AMIDEX35  MUTUAL                                     -17.15 

RS  INFORMATION  AGE  A 

-13.21 

i 

:■;) 

J.P.  MORGAN  HAQ  TECHNOLOGY  B                  -16.89 

BERGER  NEW  GENERATION  INSTL 

-13.10 

1 

^ 

ORBITEX  MEDICAL  SCIENCES  A                      -16.81 

ELITE  NEW  OPPORTUNITY 

-12.83 

1 

■-■■) 

PROFUNDS  ULTRAOTC  PROFUND  INV.               -16  63 

MONETTA  SELECT  TECHNOLOGY 

-12.78 

<':M 

'■■■> 
■■1) 

WORLD  GEN0MICSFUND.COM                        - 1 6  5  9 

MFS  GLOBAL  TELECOMMUNICATIONS  A 

-12.70 

8 

■:') 

MUNDER  BI0(TECH)2  Y                                -15  97 

iSHARES  SAP  GLBL.  TCLECOM.  SECTOR  INDEX 

-12.70 

1 

FIRSTHAND  TECHNOLOGY  VALUE                    -15.95 

NAVELLIER  MILLENNIUM  Ul  CAP  GROWTH  B 

-12.54 

i 
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The  Best  Bond  Funds 
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■                            TAXABLE  FUNDS                       ■ 

I                            TAX-FREE  FUNDS                       ■ 

TOTAL  RETURN* 
PWEWX-GOOOWM  QKRfiiW  HCTS.  BOH  A       9.06% 

TOTAL  R 
NWEEN  WGN  YIELD  MUNL  BOND  R 
PNCO  MDNKrAL  BOND  D 

ETURN* 

2.29% 
1.78* 
1.69 
1.62 

AUMNCE  QERGMG  MMKETS  DEBT  A 

8.94 

SGWOER  EMERGMG  MARKETS  WCaC  S 

8.78 

STRONG  mERMEBUTE  MUM.  BONO  HV. 
LORD  ABSEH  MKN.  TAX-FREE  INCOME  A 

GMO  EMERfiMG  COUNTRY  DEBT  IV 
FEDERATED  INTERNATIONAL  IflfiH  INC.  A 
SEI  EKRGMG  MARKETS  DEBT  A 
MAMSIAT  GLOBAL  IMN  YEU  A 

8.64 
7.11 
6.95 
6.60 

ALLIANCE  MUNI.  INCOME  NEW  YORK  A 

1.59 

IVTNAM  NEW  YORK  TUC-EXBVT  amMTUNmES  A  1.56         | 

ALLIANCE  MUM.  MCOME  OHM  A 

1.55 
1.49 

PMCO  EtCRfiMG  MARKETS  BOND  ADMM. 

6.56 

ISRRIU.  LTNCH  EMERGING  MARKETS  DEBT  B       6.54          GOLDMAN  SACKS  MGH  YIELD  MUM.  INSIL 

MS  MSTL  EMERGING  MARKETS  DEBT  A               6  44          SELIGMAN  MUNKilPflL  GEORGU  A 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes.  Jan.  1  through  Mar.  22,  2002 

Data:  Standard  &  Poors 

1.49 
1.48 

Small  companies, 
which  tend  to 
perform  well  early 
in  a  recovery,  are 
having  their  day  in 
the  sun, 

particularly  since 
there  aren't  many 
IPOs  on  the  radar 


followed  by  other  tech  sectors  some  18  months 
later,  explains  Robert  Turner,  chief  investment  of- 
ficer of  Turner  Investment  Partners  in  Ben\yn, 
Pa.,  which  manages  $9  bilhon  of  equities,  30%  of 
it  in  tech.  "It's  not  going  to  be  straight  up,  but 
the  bias  is  in  the  right  direction." 

Biotechs  are  in  the  tank,  too.  The  sector  has 
made  attempts  to  rally,  but  returns  to  the  same 
bottom.  Diehards  insist  it's  only  a  matter  of  time 
before  the  industry  busts  loose:  Liana  Mous- 
satos,  manager  of  $400  miUion  in  biotech  assets 
for  UBS  Global  Asset  Management,  notes  that 


The  Fund  Averages'    -  If 
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Defensive  and  value  strategies  pay  off 

1 

CATEGORY 

TOTAL  RETURN* 

CATEGORY                       TOTAL  RETURN*      ^ 

ntECHXS  METALS 

30.20% 

EUROPE 

1.04%    1 

DIVERSIFIED  EWRGING  MARKETC  11.72 

WORLD 

0.86       1 

MCIFIC/ASIA  EX-JAPAN 

9.46 

INnRNATIONAL  HYBRID 

0.83       ra 

NATURAL  RESOURCES 

8.36 

ALL  CAP 

^'^^       m 

LATIN  AMERICA 

1.11 

LARGE-CAP  BLENB 
UTILITIES 

Teo  -  1 

REAL  ESTATE 

6.67 

SMALL-CAP  VALUE 

6.32 

LARGE-CAP  GROWTH 

-2.15       H 

DIVERSIFIED  PACIFIC/ASU 

5.90 

MID-CAP  GROWTH 

-2.29       g 

MID-CAP  VALNE 
FINANCIAL 

4.78 

SMALL-CAP  GROWTH 

-2.65       H 

4.49 

HEALTH 

-6.28       B 

SMALL-CAP  BLENB 

2.63 

TECHNOLOGY 

-7.51       H 

LARGE-CAP  VALUE 

1.87 

COMMUNICATIONS 

-14.49       1 

MID-CAP  BLEW 

1.63 

ALL  EQUmr  AVERAGE 

0.70       g 

FOREIGN 

1.50 

SAP  500  WITH  DIVIDENDS 

0.31       B 

JAPAN 

1.43 

U.  S.  DIVERSIFIED  FUNDS 

0.19       B 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes. 
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biotechs  raised  $33  bilhon  in  20( 
more  than  they  did  in  the  prexao 
decade.  WeU-capitalized  compani 
such  as  Celera  Genomics  Group  ai 
Human  Genome  Sciences  "are  s 
ting  pretty,"  she  says. 

So,  for  that  matter,  are  emergin 
market  funds,  which  soared  neai 
12%  on  average  in  the  latest  quart 
Managers  such  as  Arjun  Divecl 
lead  manager  of  the  $1.7  bUhon  g; 
Emerging  Markets  Fund  III,  like 
minimize  their  risks  by  focusing 
countries  where  local  demand  for 
dustrial  materials  and  consum 
durables  is  accelerating.  His  fund 
up  19.7%  so  far  this  year,  driven 
investments  in  Thailand,  Indones 
the  PhUippines,  and  Russia.  Mai 
emerging  countries  have  learned  k 
sons  from  the  financial  debacle 
1998  and  responded  by  lowerii 
their  debt  and  improving  corpora 
governance.  "They're  much  mo 
friendly  to  minority  shareholden 
adds  Divecha.  "They  realize  that  when  you  a 
trading  at  five  times  earnings,  the  way  you  g 
rich  is  by  paying  dividends,  putting  foreigne 
on  your  board,  and  being  transparent." 

By  contrast,  bond  funds  have  dwindled  aft 
two  years  in  the  limelight.  So  far  this  year,  t 
average  taxable  bond  fund  is  dovvn  .02%.  Lc 
year,  bonds  vvith  a  short  duration  ralhed  as  t 
Federal  Reserve  cut  rates.  But,  says  PIMCO  mui 
bond  manager  Mark  V.  McCray,  who  runs 
billion  in  muni  bonds,  "vvith  the  Fed  on  hold 
tightening,  that  is  Ukely  to  be  reversed  to  a  d 

gree."  Some  high-yie 
bond  funds  have  been 
exception,  though  the  se 
tor  is  Uttered  with  mir 
fields  left  primarily  by  t 
telecom  industry  (pa; 
88).  Observers  say 
vestors  aren't  yet  gettii 
paid  enough  to  take 
the  market  risk.  For  tho 
uith  the  nerve,  Ga 
Arne,  managing  direct 
of  s&p's  Advisor  Service 
recommends  offerin 
from  the  Janus  a) 
T.  Rowe  Price  grouf 
both  up  more  than 
this  year.  Says  Arr 
"They  have  larger  crec 
staffs  and  experienc 
managers." 

Most  investors  have) 
had  a  big  appetite  f 
risk.  And  they  aren't  lit 
ly  to  get  it  back  until  t 
market  and  their  muti 
funds  keep  moving  in  t 
right  direction,  even  if 
is  only  1%  at  a  time. 
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For  some  companies,  long  term  planning  means  an  annual  plan... 
...at  Omron,  we  just  finished  our  decade  plan. 


It's  called  Grand  Design  2010.  And  it's  our  roadmap 
for  developing  and  applying  our  core  competencies  in 
sensing  and  confro/ technologies  toward  the  needs  of 
21"  century  society.   It's  not  a  crystal  ball,  but  a  tool  to 
focus  our  vision  of  creating  a  better  tomorrow,  today. 
In  manufacturing,  healthcare,  automotive  systems, 
security  and  electronic  components,  Omron  is 
harnessing  the  power  of  intelligent  information 
sensing,  networks  and  controls  to  deliver  innovative 
solutions  that  offer  greater  comfort,  convenience, 
safety,  productivity  and  quality  and  enhance  the  way 
we  live  and  work. 


Omron  is  a  $5  billion  global  technology  leader  with 
nearly  70  years  of  experience  in  developing 
innovative  products  and  services.  With  operations  in 
nearly  every  part  of  the  globe  we  can  work  closely 
with  our  local  customers  while  providing  global 
expertise.  Odds  are  that  an  Omron  product  has 
touched  your  life  today  -  and  made  it  better. 
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Putting  tomorrow's  technology 
within  your  reach. 


Sensing  Tomorrow 


f¥'^ 


1 
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omRon 


www.omron.com 


Industrial  Automation 

Omron  Electronics  LLC 
800-55-OMRON 


Electronic  Components 

Omron  Electronics  LLC 
800-55-OMRON 


Healthcare 

Omron  Healthcare,  Inc. 
847-680-6200 


Automotive 

Omron  Automotive  Electronics, 
248-539-4700 


Social  Systems 

Omron  Transaction  Systems,  Inc 
847-843-0515 
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WHY  JUNK  BONDS 
SUDDENLY  L 
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BY  ROBERT  BARKER 

rb@businessweek.com 

An  economic  rally 
already  is 
under  way. 
A  Junk-bond  fund 
could  be  the  best 
way  for  investors 
to  ride  it 


Everyone  calls  high-yield  bonds  junk. 
Since  late  2000,  when  I  first  moved  some 
money  their  way,  I've  also  called  them 
promising,  puzzling,  exasperating,  disap- 
pointing, and  another  name  or  two  unfit  for 
print.  It's  not  that  they  lost  money  last 
year.  Junk  funds  yielded  about  10.5%,  so 
even  with  prices  of  their  underlying  bonds 
falling,  they  returned  1.8%  on  average, 
according  to  Momingstar.  Yet  they  in  no 
way  anticipated  the  economy's  recovery,  as 
they  did  so  gloriously  in  1991,  when  the 
average  fund  leapt  nearly  37%.  They  stum- 
bled into  2002,  losing  1%  through  February. 

Right  now,  though,  I  suspect  my  luck  in  junk 
is  changing.  Signs  of  a  stronger  economy,  from 
higher  factory  output  to  lower  jobless  claims 
and  the  Federal  Reserve's  more  buUish  outlook, 
keep  coming.  With  them,  the  prices  of  junk 
bonds  are  jumping.  "We've  had  a  big  advance," 
Martin  Fridson,  Merrill  Ljmch's  chief  high-yield 
strategist,  told  me.  He  noted  that  in  the  first  19 
days  of  March,  Merrill's  high-yield  bond  index  re- 
turned almost  2.5%.  Annualized,  that  comes  to 
59%.  Are  junk  funds  again  bound  for  glory? 

No,  at  least  not  on  the  order  of  1991's  re- 
turns. Back  then,  junk-bond  prices  got  a  huge 
boost  from  faUing  interest  rates.  Now,  the  gen- 
eral level  of  rates  is  rising.  Yet  three  big  reasons 
suggest  the  rest  of  2002  should  be  much  friend- 
lier to  junk-bond  investors.  First,  average  yields 
on  junk  remain  between  6  and  7  percentage 
points  above  those  on  comparable  Treasuries. 
That's  high,  since  the  historical  average  is  closer 
to  5  percentage  points  and  has  dipped  below  3. 
As  business  improves  and  credit  risks  lessen, 
the  gap  should  narrow,  sending  junk  prices  up. 

Second,  it's  likely  that  as  the  record  volume  of 
bonds  issued  in  1998 — the  shakiest  recent  vin- 
tage— matures,  the  rate  of  defaults  will  top  out. 
"We  think  the  peak  A\all  be  vrithin  three  months 
or  so,"  said  Earl  McEvoy,  portfolio  manager  of 
the  nation's  largest  junk  fund.  Vanguard  High- 
Yield  Corporate  Bond.  Finally,  there's  the  possi- 
ble onset  of  a  virtuous  cycle,  with  higher  junk- 
bond  prices  drawing  more  investor  cash  into  the 


Junk  Bonds 
For  Die 
Cautious 


FUND  /  SYMBOL  /  PHONE 

CURRENT 
YIELD 

TOTAL  RETURN*         EXPENSE 
1-YR.           5-YR.          RATIO 

COLUMBIA  HIGH  YIELD 

CMHYX 

800  547-1707 

7.0% 

3.3% 

6.1%     0.85% 

T.  ROWE  PRICE 
HIGH  YIELD  PRHYX 
800  638-5660 

9.0 

2.4 

5.0       0.84 

VANGUARD  HIGH 
YIELD  CORP.  VWEHX 
800  662-7447 

8.6 

-0.8 

4.3       0.27 

*Annual  averages  through  Mar.  20 

Data:  Morningstar,  BusinessWeek 

market,  driving  prices  still  higher.  In  mid-March, 
junk  funds  posted  the  heaviest  inflows  since 
1997,  according  to  Areata  (Calif.)-based  AMG  Data 
Services.  Such  mega-investors  as  Cahfomia  Pub- 
he  Employees'  Retirement  System,  or  CalPERS 
also  are  vastly  expanding  junk  portfolios. 

It's  only  the  richest  and  most  motivated  indi 
viduals  who  can  sensibly  trade  junk  bonds  di 
rectly.  The  market  is  overwhelmingly  dominate 
by  institutional  investors.  The  rest  of  us  hav^ 
m.utual  funds — 140  of  them  at  Momingstar's  last 
count.  You  only  need  one  good  one,  though.  I'vi 
picked  three  possibilities  (table),  each  on  th 
conservative  side.  That  is,  these  funds  buy  bonds! 
of  somewhat  better  credit  quality  than  the  av-| 
erage  junk  fund.  That  makes  them  less  suscep 
tible  to  defaulted  bonds  but  a  bit  less  promising 
too.  "If  high-yield  has  a  real  strong  run  this 
year,"  Columbia  High  Yield  Fimd  Co-manager 
Kurt  Havnaer  warned  me,  "some  of  the  riskier 
funds  vrill  put  up  bigger  numbers." 

Two  more  bits  of  advice:  Before  buying  a  junk 
fund,  know  how  long  you  can  commit  your  cash 
You  may  have  to  wait  more  than  a  year  or  twc 
to  see  a  payoff.  Know,  too,  what  to  look  for  as 
signs  that  the  rewards  of  junk  are  being  eclipsed 
by  the  risks.  One  is  the  spread  in  yields  be- 
tween jimk  bonds  and  Treasuries.  As  it  shrinks 
below  four  percentage  points,  it's  time  to  see  il 
other  investment  options  offer  better  prospects 

Another  clue  is  the  default  rate  on  junk 
tracked  monthly  by  Moody's  Investors  Service 
(http://riskcalc.moodysrms.com/us/research/mdr) 
In  February,  it  dipped  to  10.5%.  Over  the  long 
term,  the  rate  has  averaged  3%  to  5%.  Below 
3%,  Fridson  told  me,  start  worrying.  "Peopk 
will  say,  'You're  crazy,  the  world  is  great!'  But  i 
more  sensible  thing  is  to  say  at  that  point:  We've 
had  a  great  ride.'"  That's  for  later.  Right  now 
my  money  says  this  ride  is  just  revving  up. 
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"We  told  KPMG  Consulting: 

we  need  a  web-based 

enrollment  system  so  simple..." 


"We're  delighted  that  we  surprised  MetLlfe  with 
how  quicl<ly  we  were  able  to  help  them  design 
and  build  their  new  on-line  system. 

"But  we're  even  happier  that  the  system  helped 
them  become  an  even  more  successful  company. 

"After  all,  that's  the  reason  we're  in  business." 


"...that  our  MetLife  customers  can  more  easily 
manage  their  financial  future. 

"The  MetLife  mission  is  to  build  financial  freedom 
for  our  customers.  KPMG  Consulting  worked  with 
us  to  design  and  build  an  on-line  system  faster 
than  we  had  thought  possible.  The  new  system 
gives  our  customers  a  single  site  for  enrollment, 
product  information,  and  performance. 

"Our  customers  and  our  own  employees  are 
very  happy  with  their  'new  freedom.'  Customer 
satisfaction  scores  are  up,  and  so  are  employee 
productivity  and  our  operating  earnings." 


YOU  CAN  HEAR  THEIR  STORY  @  www.kpmgconsulting.com/results 


BUSINESS  SYSTEMS:     STRATEGY     IMPLEMENTATION     RESULTS 


>^002  KPMG  Consulting,  inc.  All  hghts  reserved   KPMG  Consulting.  Inc.  is  an  independent  consulting  company 


Consulting 
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Survival  of  the  Fif  tyest. 

A  list  of  industry  leaders  that  doesn't  merely  look  at  total  revenue  or 

market  capitalization.  It  takes  into  account  dynamism  and  growth— which, 

after  all,  make  a  successful  company.  For  a  closer  look,  tap  into  our  online 

resources  such  as  an  interactive  scoreboard,  videos,  and  more. 
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WILL  MERCK  PERK  UP? 


GENE  &  MARCIAL 

Iromising  new 
jrugs  may  end 
lerck's  doldrums, 
lome  warn  that  a 
layboy  TV  arm 
ould  "unravel." 
ross  Media's 
pods  are  selling 
ke  hotcakes 


The  market  has  treated  Merck  (mrk),  one  of 
the  world's  top  pharmaceutical  houses,  like 
an  ailing  tech  outfit.  Its  shares  have  skid- 
ded from  100  in  2000  to  57  on  Mar.  27.  Flat 
earnings  and  a  perception  that  its  pipehne  is  al- 
most empty  have  dampened  interest.  And  re- 
cent worries  over  two  major  drugs — painkiller 
Vioxx  and  second-generation  anti-arthritis  drug 
Arcoxia — have  added  to  investors  worries. 

But  now,  some  value  players  think  Merck  is  a 
compelling  buy.  Before  long,  investors  wiU  view 
Merck  as  a  "premier  drugmaker  trading  at  a  sig- 
nificant discount,"  says  John  Maloney,  who  heads 
M&R  Capital  Management,  a 
New  York  hedge  fund. 
Based  on  his  estimated  2002 
earnings  of  $3.15  a  share, 
the  stock  trades  at  a  price- 
earnings  ratio  of  18,  vs.  25 
for  Pfizer  and  22  for  the 
Standard  &  Poor's  500-stock 
index,  notes  Maloney,  who 
has  accumulated  Merck 
shares.  The  money  pro  says 
that  Merck,  which  spends 
biUions  on  research,  has  several  new  drugs  coming 
up  that  will  be  huge  sellers,  such  as  oral  medicine 
for  depression,  and  compounds  for  treating  dia- 
betes and  AIDS.  Recent  reports  linking  Vioxx  to  10 
cases  of  aseptic  meningitis  are  still  "inconclusive," 
he  says,  and  they  haven't  changed  his  stance  on 
Merck.  He  sees  the  stock  rising  to  75  in  two  years. 
Merck's  stock  fell  from  63  to  59  on  Mar.  15,  when 
the  company  pulled  its  new-drug  application  for  Ar- 
coxia from  the  Food  &  Drug  Administration,  so 
that  it  could  resubmit  with  additional  efficacy 
data — ^to  broaden  the  drug's  use  for  chronic  pain 
caused  by  inflammation  of  the  spine.  Analyst 
Charles  Butler  of  Lehman  Brothers  says  this  was 
a  smart  move.  He  expects  Merck  to  refile  by  the 
end  of  the  second  quarter  and  lavmch  Arcoxia  in 
2003's  second  period.  He  retains  his  2003  earnings 
figure  of  $3.53  a  share  and  strong-buy  rating. 

PLAYBOY  EARNINGS 
MAY  GET  SCANTY 
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Post-Enron,  analysts  have  been  trying 
to  flush  out  anything  that  could 
cause  trouble  at  companies  they  fol- 
low. So  Dennis  McAlpine  of  McAlpine  As- 
sociates, long  a  bull  on  Playboy  Enter- 
prises (pla),  has  downgraded  the  stock 
fi'om  a  buy  to  a  hold.  The  reason:  Play- 
boy's 20%-ovmed  Playboy  TV  Internation- 
al "is  in  danger  of  unraveling,"  he  says. 
Playboy  TV,  formed  in  1999  through  a 
joint  venture  with  Cisneros  Group,  has 
exclusive  rights  to  operate  TV  networks 
using  the  Playboy  brand  outside  the  U.  S. 


and  Canada.  In  return.  Playboy  TV  will  pay  Play- 
boy $100  million  over  six  years,  of  which  $42.5  mil- 
lion had  been  paid  by  2001.  Playboy  TV  posted 

2001  revenues  of  $33.7  million  and  a  $19.9  million 
loss.  In  2001,  Cisneros  formed  Claxson  Interactive 
Group,  in  Buenos  Aires,  by  merging  various  media 
assets.  Claxson,  which  provides  Spanish  and  Por- 
tuguese programming,  succeeded  Cisneros  as  80% 
oMTier  of  Playboy  TV.  Claxson  posted  a  $84.4  mil- 
lion loss  in  2001  and  in  its  annual  report  said 
that,  unless  it  gets  help,  auditors  will  probably  ex- 
press a  troubling  "going  concern  opinion"  about  its 
operations.  That  means  Playboy  may  not  get  the 
next  payment  of  $7.5  million  from  Playboy  TV. 
McAlpine  figures  Playboy's  earnings  could  be  re- 
duced by  150  to  20<2  a  share,  pushing  it  to  post  a 
loss  for  2002,  instead  of  a  projected  profit  of  10<2. 
Last  year.  Playboy  lost  $1.37  a  share.  Its  stock  has 
climbed  from  11.56  on  Sept.  19  to  17  on  Mar.  27. 
McAlpine  says  Playboy  may  be  asked  to  cut  its 
fee,  or  Cisneros  could  help  by  injecting  cash  into 
Claxson.  "Playboy  and  Cisneros  are  in  talks  to 
come  up  with  a  solution,"  says  Mark  Boyar,  a 
large  Playboy  holder.  He  says  he  isn't  worried 
since  the  problem  "is  fixable."  But  to  McAlpine, 
"it's  bothersome  because  so  many  things  covild  go 
wrong."  He  continues  to  rate  Playboy  a  buy  for 
the  long-term  based  on  its  assets.  Playboy  wasn't 
available  for  comment. 

HOW  CROSS  MEDIA 
MOVES  MERCHANDISE 

Cross  Media  Marketing  (xmm)  Chairman  and 
CEO  Ron  Altbach  isn't  bashful  when  it  comes 
to  talking  about  company  prospects.  The  ex- 
singer/songwriter,  producer,  and  keyboard  player 
for  the  Beach  Boys  in  the  1970s  says  Cross  Media 
vdU  double  its  revenues,  to  $200  million,  in  2002. 
He  also  forecasts  a  jump  of  20%  a  year  in  each  of 
the  following  years.  Cross  Media  sells  magazine 
subscriptions,  club  member- 
ships, exercise  gear,  and  col- 
lectibles to  32  million  sub- 
scribers. It  uses  various 
marketing  channels,  includ- 
ing e-mail,  direct  mail,  and 
Web  campaigns.  Analyst 
Luis  Martins  of  Taglich 
Brothers,  a  research  bou- 
tique, thinks  it'll  be  a  cinch 
to  hit  Altbach's  goals.  He 
sees  sales  of  $205  million  in 

2002  and  earnings  of  $1.25  a  share,  up  from  860  in 
2001.  For  2003,  Martins  forecasts  sales  of  $236.5 
million  and  earnings  of  $1.70  a  share.  Little  won- 
der that  Cross  Media's  stock  is  on  a  roll,  flying 
from  4.65  on  Apr  16,  2001,  to  12.49  on  Mar.  27. 
Martins'  12-month  stock  price  target:  25  a  share. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

atternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:30  p.m.  est  on  CNNfn's  The  Money  Gang. 
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Figures  of  the  Week 
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Week      date 


Last  12 
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GLOBAL  MARKETS 
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1120 
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S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 


1144.6 

10,426.9 

1826.8 

539.3 

248.3 

10,746.6 


-0.6 
-0.7 
-0.3 
0.5 
1.5 
-0.4 


-0.3 
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-6.3 
6.1 
6.9 
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-3.2 
4.8 
-7.4 
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20.1 
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S&P  Euro  Plus  (U.S.  Dollar)         1066.7      -1.2      -1.' 


:  1144.6 


1130 


1115 


COMMENTARY 

Despite  upbeat  housing  and  consumer 
confidence  news,  the  market  ended 
down  for  the  week.  The  main  culprit: 
concerns  that  first-quarter  corporate 
profits  will  be  sluggish.  Also,  investors 
fear  that  an  improving  economy  may 
ultimately  spur  higher  interest  rates. 
The  Dow  was  down  0.7%,  the  S&P 
500  lost  0.6%,  and  the  Nasdaq  Com- 
posite index  fell  0.3%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


SECTORS 

BusinessWeek  50* 

708.1 

-0.7 

-3.0 

-14.4 

BusinessWeek  Info  Tech  100** 

385.5 

-1.6 

-8.1 

-17.1 

S&P/BARRA  Growth 

586.7 

-0.6 

-1.3 

1.0 

S&P/BARRA  Value 

555.9 

-0.7 

0.7 

-7.4 

S&P  Energy 

230.1 

0.4 

8.9 

1.2 

S&P  Financials 

367.0 

0.5 

3.3 

3.5 

S&P  REIT 

100.0 

0.9 

7.1 

15.8 

S&P  Transportation 

218.5 

0.7 

10.9 

9.4 

S&P  Utilities 

149.4 

2.1 

2.4 

-23.5 

GSTI  Internet 

96.1 

-0.5 

-8.4 

-23.6 

PSE  Technology 

674.8 

-1.1 

-1.8 

-5.5 

London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
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*Mar.  19,  1999  =  1000 


*Feb.  7,  2000=1000 


S&P  500  Dividend  Yield                      1.38%  1.34%  | 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    61.5  63.1 

S&P  500  P/E  Ratio  (Next  12  mos.)*       20.8  21.4 

First  Call  Earnings  Revision*            -0.70%  -0.52%  | 
•First  Call  Corp. 

TECHNICAL  INDICATORS       Mar  26  Wk   ago 

S&P  500  200-day  average              1 142.9  1 145.8 

Stocks  above  200-day  average           69.0%  71.0% 

Options:  Put/call  ratio                       0.68  0.70 

Insiders:  Vickers  Sell/buy  ratio          3.33  2.85 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Multi-Utilities  28.3 

Internet  Software  22.8 

Oil  &  Gas  Drilling  19.9 

Hotels  16.4 

Health-Care  Supplies  16.2 


Metal  &  Glass  Containers  81.1 

Trading  Cos.  &  Distribs.  54.2 

Trucking  53.5 

Gold  Mining  52.2 

Office  Electronics  50.8 


Airlines  -10.5 

Wireless  Services  -8.9 

Homebuilding  -4.7 

Home  Furnishings  -3.4 

Home  Improvement  Stores    -3.0 


Multi-Utilities 
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Mutual  Funds 


Week  ending  Mar.  26 
■  S&P500    ■  U.S.  Diversified    BAH  Equity 

4-week  total  return 


%       1        2        3        4        5        6 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Japan  8.0 

Natural  Resources  6.8 

Small-cap  Value  6.5 

Latin  America  6.5 
Laggards 

Health  1.2 

Domestic  Hybrid  1.6 

International  Hybrid  2.4 

Large-cap  Growth  2.4 


52-week  total  return 

Leaders 

Precious  Metals 
Small-cap  Value 
Real  Estate 
Mid-cap  Value 
Laggards 
Communications 
Japan 

Technology 
Utilities 


62.0 
22.9 
20.0 
13.1 

-32.6 
-26.2 
-21.6 
-16.4 
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Week  ending  Mar  26 
■  S&P  500    ■  U.S.  Diversified    ■  All  Equity 

52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%     -3-2-1        0        1        2 
Data:  Standard  &  Poor's 


Leaders 

Jacob  Internet  15.2 

Weitz  Hickory  15.1 

Matthews  Japan  13.7 

ICM/lsabelle  Sm.  Cap  Val.  13.6 
Laggards 

Reg.  Opport.  Oh.-lnd.-Ky  B  -13.5 

American  Heritage  Growth  -11.1 

Potomac  Internet  Short  -10.0 

Van  Wagoner  Emerging  Gr.  -8.8 


Leaders 

Matthews  Korea  101.7 

First  Eagle  SoGen  Gold  87.9 

ING  Russia  A  82.5 

USAA  Prec.  Mets.  &  Mins.  82.4 
Laggards 

ING  Global  Communs.  A  -55.1 

INVESCO  Telecomms.  Inv.  -53.6 

Firsthand  Communications  -53.2 

Orbitex  Emerging  Tech.  A  -49.0 


Interest  Rates 


KEY  RATES 


Mar.  27    Week  ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 
2-YEAR  TREASURY  NOTES 
10-YEAR  TREASURY  NOTES 
3D-YEAR  TREASURY  BONDS 


1.55%       1.56% 


1.79 
3.58 
5.34 


5.76 


30-YEAR  FIXED  MORTGAGEt       7.15 

tBanxQuote.  Inc. 


1.83 
3.67 
5.41 
5.82 


7.10 


BLOOnffiERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  mi 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bond     30 
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GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.55% 


6.50 


H\ 


INSURED  REVENUE  BONOS 
TAXABLE  EQUIVALENT 


4.67 
6.67 


I  THE  WEEK  AHEAD 


PURCHASING  MANAGERS'  INDEX  Monday,  Apr. 
1,  10  a.m.  EST>  The  Institute  for  Supply 
Management's  March  index  of  industrial 
activity  is  forecast  to  remain  virtually  un- 
changed at  54.5%,  according  to  the  me- 
dian forecast  of  economists  surveyed  by 
Standard  &  Poor's  MMS,  a  unit  of  The 
McGraw-Hill  Companies.  In  February,  the 
index  jumped  to  54.7%. 

CONSTRUCTION  SPENDING  Monday,  Apr.  1, 
10  a.m.  EST>  Building  outlays  probably 
increased  by  0.5%  in  February. 


FACTORY  INVENTORIES  Tuesday,  Apr.  2,  10 
a.m.  EST^  Manufacturing  inventories 
during  February  probably  fell  0.4%.  Dur- 
ing January,  inventories  slipped  0.6%, 
the  12th  consecutive  monthly  decline. 

EMPLOYMENT  Friday  Apr  5,  8:30  a.m.  est 
►  Nonfarm  payrolls  in  March  are  project- 
ed to  have  grown  by  75,000  jobs,  after 
adding  66,000  positions  in  February, 
says  the  S&P  MMS  survey.  Manufactur- 
ers, however,  likely  pared  payrolls  by  an 
additional  25,000  jobs  in  March.  The 


unemployment  rate  probably  inche( 
up  to  5.6%,  after  declining  to  5.5° 
February.  The  average  workweek  pn 
increased  to  34.2  hours,  from  34.] 
hours  in  February. 
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INSTALLMENT  CREDIT  Friday  Apr  5,  3 
EST  ►  Consumers  probably  took  on  . 
ditional  $5.6  billion  of  debt  in  Feb 
In  January,  consumer  debt  swelled 
$12.9  billion,  as  stronger-than-exp 
vehicle  and  home  sales  caused  nor 
volving  debt  to  jump  by  $11.7  billi 
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communications  companies  took  their  toll  on  the  BW  50  this  week,  down  0.7%.  AOL  Time  Warner 
atter  it  said  it  would  take  the  biggest  corporate  write-otf  in  history — $54  billion  in  goodwill.  Ver- 
»mcast  were  down  5.3%  and  3.4%,  respectively.  In  the  plus  category  was  Providian  Financial,  up 
^iping  21.7%  atter  settling  a  lawsuit  involving  allegedly  excessive  fees.  Two  analyst  upgrades  followed. 
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COMPANY  PERFORMANCE 

%  change 


%  change 


mpany 


Week 


Since 
3/1/01 


]  an  Brothers  Holdings 

1  Laboratories 
Boston  Financial 
n  Technology 

ada  Hess 
Energy 

telecommunications 

3l  One  Financial 

3S  Petroleum 
g  g  Devices 

tesources 
4  nal  Health 


-4.8 
-1.8 
-0.9 
-7.7 

1.9 

21.7 

0.8 

0.6 

-0.1 

0.7 

-2.2 

4.3 

0.0 

-2.5 

-3.6 

1.5 

-1.0 

3.1 

3.1 

7.8 
2.8 
-0.5 
-0.8 
0.6 
2.3 


-40.2 
-10.2 
-71.0 
-37.1 

14.7 
-85.5 

20.9 
6.8 

-3.0 
-40.9 

-7.0 
-74.0 
-83.3 

20.5 

-13.7 
-8.1 
-5.4 
10.1 
-9.1 

-63.8 

14.6 

17.2 

6.8 

-6.8 

5.8 


Since 

Rank     Company 

Week 

3/1/01 

26     Verizon  Communications 

-5.3 

-6.0 

27     Citigroup 

1.5 

2.8 

28     Sun  Microsystems 

1.4 

-56.8 

29     Merck 

-1.2 

-28.0 

30  El  Paso  -0.6  -36.2 

31  Altera  -3.2  -15.2 

32  Marsh  &  McLennan  1.3  6.9 

33  Household  International  -0.2  -1.5 

34  ChevronTexaco  0.8  4.2 

35  SBC  Communications  -3.5  -17.3 

36  Mercury  Interactive  3.2  -36.4 

37  AOL  Time  Warner  -6.3  -46.4 

38  Washington  Mutual  0.5  -0.8 

39  General  Dynamics  1.3  41.9 

40  Comcast  -3.4  -27.9 

41  Morgan  Stanley  Dean  Witter       -0.2  -10.9 

42  Tellabs  -0.5  -76.1 

43  Exxon  Mobil  1.0  8.0 

44  Scientific-Atlanta  2.3  -50.8 

45  U.S.  Bancorp  0.8  -2.5 

46  Paychex  -3.3  -2.8 

47  Merrill  Lynch  -0.1  -8.4 

48  Bed  Bath  &  Beyond  4.6  34.3 

49  Texas  Instruments  -1.2  2.2 

50  Teradyne  0.5  22.6 


-Production  Index 


Change  from  last  week:  0.0% 
Change  from  last  year:  -10.0% 


INDUSTRIAL  OUTPUT 


Mar.  16=158.9  1992=100 


"♦•^  :tion  index  held  steady  during  the  latest  pe- 
e  calculation  of  the  four-week  moving  aver- 
dex  also  remained  unchanged  at  158.9.  Af- 
jbl  adjustments,  steel,  rail-freight  traffic,  and 
i  efining  ended  higher.  Truck  assemblies  were 
,|)i  i  stronger-than-expected  sales  and  invento- 
ng  are  expected  to  push  March  production 
inal  projections.  Only  two  components,  coal 
finished  lower. 

each  of  the  index  components  is  at  www.business- 
V  production  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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See  Inside 


BusinessWeek  TV,  on-air 

Sunday  mornings. 
Check  your  local  listings. 

For  integrated  advertising  opportunities,  contact 
Mark  Flinn,  VP  Advertising  Sales  Director,  BusinessWeek 
TV  at  21?-512-2045  or  mark_flinn@businessweek.com. 

www.bus1nessweektv.com 
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BusinessWeek 


Marketplace 


Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


EB  University  of 

xir  Leicester 

Prestigious  British  University 
World  Leader  in  Distance  Learning 

no  GMAT  required 
Local  support  center 
Flexible  Education  Financing 
available 

Work  experience  &  qualifications 

considered 

Member  of  the  Association  of 

Business  Schools 

Accredited  by  the  Association  of  PIBAs 

Offered  under  Royal  Charter 


800-874-5844 

email:  info@rdi-usa.com 

www.rdl-usa.com 


rdi 


Discount  Travel 


UisVegas/NewYork 

Disiount  Hotel  Rdfi 

upfoes%om 

■  _  ■      ■•      took  Onlino  ^     _ 

hotelaiscouiit.com 

h800-SI0'482K4 

1  TO  Cities         "^^^fflifJ 


Distance  Learning 


BA,  MBA,  MA,  Doctoral  Degrees 
Business,  Psychology  and  Law 

Southern  California  University 
for  Professional  Studies 

'1840  E.  17th  Street,  Santa  Ana.  CA  92705 
^-*^  Since  1978 

^^^  Education  Loans  Available 
(800)  477-2254  WWW.SCUPS.EDU 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


EARN  YOUR  LAW 
DEGREE  ONLINE 

For  a  FREE  Catalog  Log  onto: 

www.concordlawschool.com 

or  Call:  1-800-439-4794 

A  Kaplan  Inc.  /Washington  Post  Company 


Advanced  Education 


TheTransnational 

MBA 


"THE  FORDHAM  MODEL.  For  a 
good  blend  of  face-to-face  schooling 
and  Net  learning,  one  model  for  the 
future  may  be  Fordham  University's 
Transnational  MBA  Program." 

—  Business  Week 

With  meetings  one  weekend  a  month,  the 

Fordham  Transnational  MBA  Program  encourages  business 

professionals  from  around  the  world  to  earn  a  fully  accredited 

MBA  in  just  over  two  years. 

In  between  classroom  weekends,  students  use  Net  technology 

to  maintain  contact  with  each  other  and  with  their  professors. 

This  enables  attendees  to  keep  their  full-time  jobs  while 

earning  a  premier  MBA.  All  courses  in  the  Transnational 

MBA  Program  focus  on  international  business  themes,  while 

the  executive-style  format  attracts  a  diverse  audience  from 

many  countries. 

For  more  information,  call  (212)  636-6200 
or  visit  our  web  site  listed  below. 

FORDHAM 

GRADUATE    SCHOOL    OF    BUSINESS 


www.bnet.fordham.edu    tmba  @  embanet.com 


Business/Career  Opportunities 


Become  a 


Arrange 
equipment  leases  •  Factoring  •  Business 
loans  of  ALL  types  •  No  experience  needed 

SEE  FOR  YOURSELF! 
Visit  us  at  www.viewTLC.com  where  making 
money  is  as  easy  as  receiving  your  E-mail' 

RECEIVE  A  COLOR  INFO  KIT 
AND  FREE  VIDEO  SEMINAR 

The  Loan  Consultants,  In^ 

since  1983 


CALL      ~ 
800-336-3933 


my  Didn't  I  Think  Of  M? 


The  most  exciting  business  oppt'y 
ever  advertised  in  this  magazine. 
$2000  a  day  earning  potential. 
Yes,  we  said  per  day! 
Only  $12,900  Investment  Required. 


SIX  FIGURE  POTENTIA 

FROM  HOME  (part/full  time! 

26-year-old  international, 

multi-billion  dollar  technology 

company  with  5A1  D&B  rating. 

For  details  on  our  internet  base 

marketing  approach,  visit: 

www.myautomaticbiz.com/bg 


Men's  Footwear 


MEN:    BE   TALLER!! 


Tired  of  being 
short'  Try  our 
quality  footwear 
HIDDEN    height- 


increasing  feature 
INSIDE  shoe    No 


OVERSIZED 


HEELS!  Will  make 
vou  rr  TAIUR  deoendro  on  stvte  OVEH  100  STYLES  WAIU 
Extremely  comfortable.  Sizes:  5-12  Widths  B-EEE.  in  bus"! 
over  55  years  MONEY-BACK  GUARAWTEE.  Call  or  writ| 
FREE  cotor  calalog, 

ELEVATORS*  B 

RICHLEE  SHOE  COMPANY,  OEPT  BVBW24 
PO  BOX  3566  FREDERICK   MD  21705 


1-800-290-TALL 


Business  Services 


Sales  Leads  &  Mailing  Lists 


Business  Lists-14  nnillion  businesses. 

Select  by  geography,  sales  volume,  business  type, 
contact  name,  credit  rating,  and  more. 

Consumer  Lists-266  million  consumers. 
Select  by  age,  income,  home  value,  buying 
behavior,  geography  and  more. 

800-555-5335  „.„,.„ 


in/oUSAj^l. 


eMailMarketin 


Advanced  Email  Newsletter  Campaigns 

•  High  powered  delhrery  system 

•  Easy  Online  Interface 

•  Detailed  Reporting  and  Tracking 

1-866-362-4522 


Need  a  LxDgol 


«iy^ 


Visa/  MC/Amex 

Toll -Free: 


Get  a  Professiol 

Custom  Desigrl 

LOGO  TODaI 

1-888-869-56* 


w\A/w.  1  SOOmylogo.con 


Business  Credit  Repoit 


In-depth  detailed  infomdation  on  14 

million  businesses  -  virtually  every  U.Sl 

&  Canadian  business.. .on/y  $5  eachi 

Click  or  Call  now. . .  Your  First  Report  is  FREi 

BusinessCredltUSA.i 
Toll-Firee:1 -888-274-5325, 


ADVERTISE  IN  THE 

BUSINESSWEEK  MARKETPLACE 

AND  REACH  OVER  4.6  MILLION 

RESPONSIVE  READERS!! 

The  next  Marketplace  section 

closing  date  is  April  15  for  the 

May  27,  2002  issue. 

For  rates  and  information  contact: 

BusinessWeek  Marketplace 

500  North  Michigan  Avenue 

Suite  2010 

Chicago,  IL  60611 

email:  jprovol@classifiedinc.com 
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r  Ad  Rates  and  Information  For  more  advertiser  information,  log  onto 
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tomshare.com/bw 


Visit  our  website  to  receive  a  copy  of  our  white  paper 

or  sign  up  for  a  free  online  seminar. 


budget 


"leport 


Analyze 


Success  today  depends  on  your  ability  to 
quickly  respond  to  change.  That  requires 
accurately  nneasuring  performance,  identify- 
ing trouble  spots,  and  having  the  flexibility  to 
adjust  budgets  and  plans  as  needed.  It's  an 
ongoing  process  calling  for  a  constant  flow  of 
timely,  accurate  data.  Is  your  current  business 
information  system  up  to  the  challenge? 

Comshare  offers  a  single  software 
application  to  help  you  implement, 
execute,  measure  and  adjust  your 
plans  and  actions  faster  and  more 
effectively.  Comshare  enables  you  to 
model  multiple  business  scenarios  with  the 
click  of  a  mouse,  use  that  information  to 
allocate  resources  in  support  of  strategic 
initiatives,  and  analyze  online  data  and 
results  immediately  for  quick  adjustments 
in  response  to  emerging  business  conditions. 


800.922.7979 


O  COMSHARE 


I® 


Software  to  help  companies  implement  and  execute  strategy. 
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Editorials 


DON'T  TURN  THE  BIG  FIVE  INTO  THE  BIG  FOUR 


Time  is  running  short  for  troubled  accounting  giant 
Arthur  Andersen.  In  the  aftermath  of  the  firm's  in- 
dictment by  the  government  on  obstruction  of  justice 
charges,  major  Andersen  clients  are  jumping  ship  left  and 
right.  Many  Andersen  partners  and  foreign  affiliates  are 
looking  to  follow.  At  a  time  when  public  trust  in  corporations 
is  low,  it's  difficult  for  any  company  or  individual  to  justify 
being  associated  with  an  accounting  firm  facing  criminal 
charges. 

Nevertheless,  it  is  important  that  Andersen  survive  as  an 
independent  firm.  The  Justice  Dept.  decision  to  indict  the  en- 
tire firm,  rather  than  just  the  managers  responsible  for  the 
Enron  Corp.  auditing  disaster,  never  made  a  lot  of  sense, 
and  makes  less  sense  now.  Indeed,  new  revelations  by 
BusinessWeek  (page  32)  show  in  detail  just  how  the  combi- 
nation of  lax  oversight  by  managers  in  the  national  office  in 
Chicago,  combined  with  excessively  aggressive  behavior  by 
the  Enron  audit  team  in  Houston,  could  allow  the  Enron 
mess  at  Andersen  to  develop.  It's  simply  wrong  to  punish 
the  rest  of  the  people  in  the  firm  for  the  sins  of  a  few  top 
managers  in  the  Houston  and  Chicago  offices. 

More  important,  allowing  the  criminal  indictment  to  put 
Andersen  out  of  business  would  serve  no  useful  social  pur- 
pose. Under  the  plan  proposed  by  Paul  Volcker,  the  former 
Federal  Reserve  chairman  brought  in  to  help  rescue  the 
firm,  Andersen  would  have  the  opportunity  to  develop  as  a 
"best-practices"  accounting  firm.  Volcker  has  proposed  sep- 
arating the  auditing  business  from  consulting  and  tax  serv- 


ices, and  requiring  auditors  to  be  regularly  rotated  to 
ferent  clients.  If  carried  out,  the  Volcker  plan  could  t 
rejuvenated  Andersen  into  a  role  model  for  the  rest  of 
accounting  industry. 

That  doesn't  mean  the  firm  should  get  off  lightly.  U 
Volcker,  we  believe  Andersen  should  plead  guilty  to 
felony  count  of  obstructing  justice,  since  documents  were 
stroyed.  Then  the  firm  should  purge  itself  of  the  culpable 
managers  and  remake  itself  along  the  lines  of  the  Vole! 
proposal.  The  Mar.  26  resignation  of  Andersen  Chief  Exi 
utive  Joseph  F.  Berardiho  is  only  the  first  step  in  this 
rection.  A  much  more  thorough  shakeup  of  Andersen's  le: 
ership   is   needed   in   order  to   demonstrate   the   fir; 
commitment  to  genuine  change. 

On  the  government  side,  the  Justice  Dept.  should  focus 
indicting  the  individuals  at  Andersen  who  allowed  this  d 
aster  to  happen.  They  are  the  ones  responsible  for  the  deC' 
of  investors,  not  the  firm  as  a  whole.  At  the  same  time,  t 
Securities  &  Exchange  Commission  and  state  regulato 
agencies  should  make  it  clear  that  Andersen's  admission 
guilt  on  one  felony  coimt  would  not  bar  the  firm  from  cc  ^ 
tinuing  to  function  as  an  auditor. 

Nobody  wants  the  Big  Five  accounting  firms,  alread}^ 
small  number,  to  become  the  Big  Four.  That  would  mel 
less  competition,  less  pressure  to  change  troublesome  pr;| 
tices,  and  ultimately  a  poorer  quality  of  information  for 
vestors.  Andersen  should  be  encouraged  to  reform  itsel 
not  be  put  out  of  business. 


WHY  BEIJING  MUST  SATISFY  WORKERS 


There's  little  doubt  that  China  is  one  of  the  great  eco- 
nomic success  stories  of  the  past  decade.  Despite  well- 
founded  criticism  of  China's  official  statistics,  it  is  indis- 
putable that  living  standards  have  improved  dramatically 
for  many  Chinese.  Exports  have  risen,  and  the  technological 
capabilities  of  Chinese  factories  have  grown  as  well.  China 
was  also  one  of  the  few  Asian  co\mtries  able  to  overcome  the 
financial  crisis  of  1997. 

But  long-forecast  tensions  between  the  country's  in- 
creasingly market-based  economy  and  its  autocratic  political 
system  are  beginning  to  surface.  Across  much  of  China, 
workers  are  protesting — blocking  roads,  rallying  outside 
factory  gates,  and  besieging  government  offices  (page  50). 
Their  complaints  range  from  shuttered  factories  to  unpaid 
wages  to  insufficient  unemployment  benefits  to  corruption 
among  top  managers. 

These  protests  represent  a  major  challenge  to  China's 
government,  but  they  also  are  a  major  opportunity  to  move 
the  country  forward  to  a  more  sustainable  political  and  eco- 
nomic structure.  The  old  combination  of  economic  reform 


and  top-down  politics,  successful  for  years,  doesn't  work 
well  now.  Joining  the  World  Trade  Organization  means  t. 
much  of  China's  old  industrial  sector  is  facing  foreign  co 
petition  that's  already  forcing  plant  shutdowns  and  wi 
spread  layoffs. 

Meanwhile,  economists  are  anticipating  that  China  w| 
have  trouble  generating  enough  jobs  to  satisfy  the  expand! 
workforce,  with  an  estimated  seven  million  new  workers  1: 
ing  added  annually,  ^thout  the  safety  valve  of  political  pt 
ticipation,  worker  dissatisfaction  is  going  to  be  aimed  dire 
ly  at  the  government,  with  potentially  explosive  results. 

Beijing  is  aware  of  the  dangers,  and  it  is  already  encoi 
aging  grassroots  political  reform  in  some  areas  to  redu 
corruption.  But  that  won't  be  enough  if  the  divergence  1: 
tween  worker  expectations  and  reality  continues  to  gro 
More  and  more,  it  will  be  necessary  to  give  ordinary  Chine 
a  real  voice  in  their  government.  Not  easy.  But  such  a  trs 
sition,  if  the  current  and  next  Beijing  regime  can  manage 
offers  the  best  way  to  build  a  solid  foundation  for  the  ne 
stage  of  China's  economic  miracle. 
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:st  Full-Size  Car  in  Initial  Quality.  The  2001  Chrysler  Concorde  was  the  highest-ranked  Full-Size  Car  in  J  D  Power  and  Associates  2001  Initial  Quality  Study.  Study  based  on  a 
al  of  54.565  consunner  responses  indicating  owner-reported  problems  during  the  first  90  days  of  ownership,  www.jdpower.com. 
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It  does  the  Internet. 
It  does  digital  music. 
It  does  digital  movies. 
It  does  digital  photography. 
It  burns  CDs  and  DVDs. 
It  even  runs  Microsoft  Office.* 


And  because  its  flat  screen 
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position  you  want,  it  does  it 
all  more  personally  than  any 
other  personal  computer 
in  the  world. 
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We*ve  developed  innovative  pharmaceuticals  for  the  treatment  of  allergies. 


So  that  everyone  can  have  pleasant  feelli  lui 


ii 


For  most  of  us,  enjoying  nature  is  wonderful.  But  millions  of  people  around  the  world 
experience  nature  very  differently.  They  suffer  from  allergies.  At  Aventis,  one  of  the  world's  leading  pharma- 
ceutical companies,  we  already  offer  doctors  highly  effective  treatments  for  patients  with  allergies.  We  also 
are  developing  other  new,  innovative  pharmaceuticals  in  a  number  of  therapeutic  areas  by  utilizing  our 
in-depth  know-how,  and  the  possibilities  offered  by  new  technologies. 

Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,   www.aventis.com 
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SMOOTHING  THE  WAY 
FOR  SEGWAY 

WHEN  IN\TNTOR  DEAN  KAMEN 

unveiled  his  new  human- 
transport  machine  in  Decem- 
ber, he  predicted  it  would 
change  the  world.  Well, 
change  is  on  the  way.  Most 
states  had  laws  banning  mo- 
torized devices  from  side- 
walks. But  now,  thanks  to 
some  high-powered  arm- 
t-wisting  by  Kamen's  compa- 
ny, Segway,  state  legislators 
are  rushing  to  loosen  side- 
walk laws  across  the  country. 
The  top-down  lobbying 
campaign  is  extraordinary: 
Segw^ay  has  already  persuad- 
ed 13  states  to  rewrite  side- 
walk laws  to  permit  "self-bal- 
ancing" devices  with  "two 
non-tandem  wheels"  to  zip 
along  at  up  to  12  mph.  New 
Jersey,  New  Mexico,  and 
North  Carolina  were  among 
the  first.  Five  more  gover- 
nors are  poised  to  sign  Seg- 
way-friendly  bills  into  law, 
and  similar  measures  are 
gliding   effortlessly   so    far 


SCOOTER:  O.K.  for  sidewalks 

through  18  other  statehous- 
es.  That's  36  down;  14  to  go. 
Matt  Dailida,  government 
affairs  manager  at  Segway's 
headquarters  in  Manchester, 
N.  H..  says  he  recruited  top 
lobbyists  in  each  state  but 
the  device  is  selling  itself. 
"It's  unique,  and  it  deserv'es 
its  own  regulatory  frame- 
work," he  says.  Without  the 
law  change,  the  scooters 
would  have  little  public  ap- 
peal when  they  hit  the  mar- 
ket later  this  year.  Pedestri- 
an advocate  groups  say 
they've  been  able  to  do  little 
to  resist.     Lon-aine  WoelleH 


TREND-SPOTTING 

SUDDENLY,  THE 
SCARLET  LEATHER 

what's  with  the  red  shoes? 
NBA  players  sport  them  on 
the  courts.  Sarah 
Jessica     Parker 
wore  them  to  the  ▼ 
recent  VHi  Music  ^ 
Awards.    Jeremy 
Irons  showed  up  in  them 
on  Late  Night  tvith  Conan 
O'Brien.  Annika  Sorenstam 
won  the  first  major  LPGA 
tournament  of  the  season 
in  them.  And,  heck,  we're 
spotting  half  a  dozen  peo- 
ple a  day  walking  around 
Manhattan     with     red 

i    shoes  on.  The  question, 

I    though,  is:  Why? 

I    

:    IN  RED:  Sorenstam 


Well,  for  one,  there  seems 
to  be  a  desire  to  brighten  our 
wardrobes  in  grim  economic 
times.  Nike  is  using  red  to 
accentuate  the  heel  of  its  new 
Shox  athletic  shoe,  and  Pra- 
da's  casuals  have  a  red  stripe 
running  up  the  heel.  It's  not 
just  shoes:  Purses  by 
Coach,  Kate  Spade,  and 
some  London  design- 
ers this  spring 
also  sport  red 
patterns. 

"There's  a  lot 
of     black     and 
white  and  classic 
simplicitv"  in  the 
spring  fashion  tem- 
plate, says  Tom  Julian, 
trend  analyst  for  Fal- 
lon  Worldwide,    "so 
the  red  plays  off  very 
well  in  that." 

Gerry  KJiennmich 


TALK  SHOW  ''I  have  ajaded  view  of  these  transactions." 

— Andersen  partner  Carl  Bass,  in  e-mail  last  year  to  a  superior 
in  Chicago,  protesting  Enron 's  off-balance-sheet  partnerships 


CHINA  WATCH 

OUT  OF  THE  FRYING 
PAN,  INTO  THE  FIRE 

LAST      YEAR,      HONG      KONG 

media  mogul  Jimmy  Lai  relo- 
cated to  Taiwan  to  escape  the 
increasing  political  heat  since 
the  Chinese  government  took 
over  Hong  Kong  in  1997. 

But  as  it  turns  out,  he 
ended  up  jumping  from  one 
roiling  cauldron  into  another. 
Taiwan  authorities  recently 
raided  Lai's  offices  in  Taipei, 
confiscated  160,000  copies  of 
his  magazine,  Taiwan  Next, 
arrested  a  reporter,  and 
charged  him  with  treason, 
which  carries  the  death  pe- 
nalty. The  reporter  had  writ- 
ten about  an  alleged  $100 
million  political  slush  fund 
used  to  promote  Taiwan's 
diplomatic  image  abroad.  Au- 
thorities said  the  article 
threatened  national  security. 

When  Lai  moved  to  Taipei, 
he  had  proclaimed  that  the 
future  of  Chinese  democracy 
was  in  Taiwan.  Now,  the  un- 
flappable Lai  shrugs  off  the 
events  as  a  mere  'transition- 
al adjustment"  on  the  bxunpy 


road  to  democracy.  Indee< 
Lai  quickly  turned  to  anotht    i 
printer  and  cranked  up  t\  J 
print  run  to  320,000  copies-  ^ 
an  all-time  high — which  k 
says  nearly  sold  out,  after  ai 
thorities  failed  to  get  an 
jvmction  to  prohibit  the  ma 
azine's  sale.  "The  fact  that 
were  able  to  distribute 


'S 


ANTAGONIZING  TAIPEI:  Lai 


sell  a  record  number 
copies  proves  that  the  sy: 
tem  works,"  he  says.  An: 
he's  pushing  ahead  with  pi 
for  a  daily  Taiwan  newsp 
per  at  the  end  of  this  yeal 
After  all,  says  Lai,  "this  : 
the  democratization  process 
Mark  L.  Cliffor 


THE  LIST   WOULD  YOU  LIKE  THAT  IN  TWENTIES?; 


AOL  Time  Warner  recently  announced  it  would  take  a  record 
$54  billion  write-off.  That  number  is  so  big  that  it  will 
put  the  S&P  500's  quarterly  earnings  into  the  red  for  the 
first  time  since  1926.  So  how  much  money  is  $54  billion? 


U.S.  EDUCATION 
DEPT.  ANNUAL 
BUDGET 

BILL  GATES'S 
NET  WORTH 


NEW  ZEALAND 
GROSS  DOMESTIC 
PRODUCT 


billion 


MARKET 
CAPITALIZATION 
OF  MERRILL  LYNCH 

INSURERS' 
ESTIMATED  9/1 1 
RELATED  LOSSES 


$54 

53 
50 
46 
34-56 


Data:  fii/AOKsNM  Avtes 
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INSTRUMENTS    FOR    PROFESSIONALS 

Breitling  has  a  single-minded  commitment  to  building 
ultra-precise  and  ultra-reliable  wrist  instruments  intended 
for  the  most  demanding  professionals.  Our  obsession 
is  quality.  Our  goal  is  performance.  Day  after  day,  we 
consistently  enhance  the  sturdiness  and  functionality  of 
our  chronographs.  And  we  submit  all  our  movements  to 
the  merciless  testing  procedures  of  the  Swiss  Official 
Chronometer  Testing  Institute  (COSC).  One  simply  does 
not  become  an  aviation  supplier  by  chance. 

Gdrigieve 

KNOW  THE  WONDER 

Fine  Jewelry  and  Watches 
731  SW  Morrison  •  Portland, OR*  503-223-7121 
WWW.BREITLING.COM 
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LIGHTING  UP 

AT  RISK  FROM 
SMOKING:  YOUR  JOB 

SMOKERS  HAVE  BEEN  BANNED 

from  lighting  up  on  airplanes, 
at  work,  and  in  restaurants. 
Now,  a  nicotine 
habit  could  cost  a 
smoker  a  job.  As 
of  Mar.  25,  St. 
Cloud,  Fla.,  (pop. 
19,000),  requires 
applicants  for  city 
jobs  to  swear 
they've  been  to- 
bacco-free for  a 
year.  New^  hires 
can't  smoke  or 
dip  and  can  be 
tested  to  make 
sure  they're  not 
cheating.  (Current  employees 
are  exempt.) 

Other  Florida  cities  have 
similar  laws,  but  none  go  as 
far:  North  Miami  bans  smok- 
ers from  applying  for  city 
jobs,  too,  but  relents  after 
they're  hired;  Coral  Gables 
won't  let  smokers  be  cops. 

Boosters  say  the  restric- 


NO-NO  in  Florida  cities 


tions  mean  fewer  lost  work- 
days, higher  productivity,  and 
lower  health-insurance  costs. 
Eric  Nieves,  St.  Cloud's  hu- 
man-resources director,  says 
6%  to  12%  of  the  $1.3  milUon 
the  city  spends  on  health  in- 
surance is  tobacco-related. 

But  civil-rights 
advocates  say 
saving  money  is 
not  worth  the 
loss  of  privacy. 
Smoking  is  a 
health  risk,  "but 
so  is  high  blood 
pressure  and 
cholesterol,"  says 
Angie  Brooks  of 
the  American 
Civil  Liberties 
Union,  which 
is  considering 
whether  to  file  suit.  "It's  a 
very  slippery  slope." 

And  some  say  the  law  will 
make  hiring  harder.  Says 
public  works  director  Bob 
MacKichan:  "I  could  have  the 
most  qualified  person  there 
is,  but  now  I  don't  even  get 
to  see  the  application." 
Kevin  Tse  atid  Dean  Faust 


NATIONAL  AVERSIONS 

THE  WAY  TO  REACH  AN  ITALIAN?  NOT  E-MAIL 

ITALIANS  ARE   FAMOUS  FOR  THEIR   MOBILE-PHONE   ADDICTION: 

More  than  80%  of  them  own  at  least  one.  But  an  aversion  to  e- 
mail  may  be  just  as  profound,  much  to  the  chagrin  of  Lucio 
Stanca,  the  former  head  of  IBM's  Eiiropean  operations.  As 
Italy's  new  technology  minister,  Stanca  must  automate  as 
many  government  procedures  as  possible.  Yet  he's  having 

trouble  just  getting  his  col- 
leagues to  log  on.  His  first 
report  recommends  the  gov- 
ernment adopt  across-the- 
board  Internet  communica- 
tion by  the  end  of  2003.  But 
it  was  sent  to  government 
offices  only  by  snaU  mail  be- 
cause Stanca  says  that,  from 
what  he  can  tell,  "no  one 
opens  their  e-mail"  in  Italy. 
Maybe  Stanca  could  learn 
a  few  tricks  from  Telecom 
Italia  Chief  Executive  Mar- 
co Tronchetti  Provera,  who  was  looking  to  gather  his  telecom 
managers  for  a  Mar.  6  meeting.  Rather  than  bother  with  e- 
mail,  Provera  sent  2,000  short  text  messages  to  their  cell 
phones.  The  result:  record  turnout.  Perhaps  Stanca  should 
learn  to  make  his  reports  shorter.  Kate  Carlisle 


STANCA:  Tough  job  ahead 


DRAWN  &  QUARTERED 


NONPROFIT  PROFITS 

MAKING  DOUGH  FOR 
THE  GIRL  SCOUTS 

EVER      EAT     A     THIN      MINT, 

peanut  butter  Do-si-do,  or 
a  shortbread  Trefoil  and 
wonder  where  Girl 
Scout  cookies  come 
from?  The  answer: 
From  three  giant  bak- 
eries that  keep  ^ 
cookie  sales  go-  » 
ing  year-round  • 
in  the  U.  S. 
Combined,  they 
make  2.4  billion 
cookies  annually,  or 
200  milhon  boxes. 

ABC  Bakers,  part  of  Inter- 
bake  Foods  in  Richmond, 
Va.,  is  the  biggest  of  the  trio, 
baking  about  40%  of  last 
year's  batch.  Consolidated 
Biscuit  in  Michigan  City,  Ind., 
and  Little  Brownie  Bakers 
in     Louisville — a     Keebler 


subsidiary — made  the  res  "' 
The  job  goes  beyond  ju  ['j 
stirring  the  batter.  The  baj 
ers  test  new  recipes  and  ke* 
baking  what  sells  well, 
dozen  variations  are  availabl 
but  year  in,  year  out,  Th: 
Mints  top  the  popularity  lis 
The   bakeries,   whic  ' 
work    on    contrac 
keep  up  to  a  thii 
of  the   $2.50  || 
$3.50  price  off 
j   box.  The  rest-J 
^   some  $300  mif 
^m    lion  a  year — go 
Jjr      to    local    troop] 
Good     money,     ycj 
cookie    sales    typicall] 
meet  less  than  half  a  troop 
annual  needs,  points  out  Ma 
sha  Johnson  Evans,  nation.! 
executive  director  of  the  21 
miUion  member  Girl  Scouts  <| 
the  USA.  For  the  rest  of  thj 
dough,  she  says,  the  troopl 
look  to  corporate  and  indivic] 
ual  donations.      Adam  AstoX 


THE  BIG  PICTURE 


HOW  COMFY  IS  YOUR  FINANCIAL  CUSHION? 

Percentage  of  managers  saying 
they  could  comfortably  afford  to 
be  unemployed  for: 


UP  TO    MORE  THAN 
A  YEAR      A  YEAR 

SURVEY  OF  725  PEOPLE  RECEIVING 
OUTPUCEMENT  ASSISTANCE,  WITH  INCOME 
OF$60,000-$150,OOO.JAN.  2002 

Data:  Lee  Hecht  Harrison 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upf  ront(«  businessweek.com 
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Ahhh,  pure  water.  We're  talking  car  emissions. 

But  only  a  car  equipped  with  a  tiydrogen  fuel  cell  system  from  UTC 

Fuel  Cells.  One  such  system,  compact  enough  to  sit  snugly  beneath 

the  rear  seat,  powers  this  engine-less  Hyundai  Santa  Fe.  Other  systems 

developed  by  UTC  Fuel  Cells  allow  fuel  cells  to  run  off  plain  old  gasoline 

Together,  they  are  writing  an  epitaph  for  the  internal  combustion  engine: 

the  only  by-product  of  a  hydrogen  fuel  cell  is  pure  water. 

At  United  Technologies  and  Its  engine  of  ideas  the  United  Technologies 

Research  Center,  intelligence  shared  is  intelligence  squared.  So  you  will 

www.utc.com    NYSE:utx 


find  the  same  revolutionary  lightweight  metal  in 
both  UTCFC's  fuel  cells  and  the  heat  exchanger 
of  a  Sikorsky  helicopter.  And  the  same  ultraviolet 
air  purifying  system  employed  by  both  Carrier  for 
buildings  and  Hamilton  Sundstrand  for  planes. 
The  goal  is  100%  clean  emissions. 
Because  United  Technologies,  Fortune  magazine's 
Most  Admired  aerospace  company,  knows  the 
most  vital  corner  of  aerospace  is  Earth. 


s^  United 
Technologies 


OTIS      O      CARRIER      O      PRATT    S.    WHITNEY      O      SIKORSKY      O      HAMILTON    SUNDSTRAND      O      UTC    FUEL    CELLS      O      NEXT    THINGS    FIRST 
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FINALLY,  A  TECHNOLOGY  CONCEPT 

THE  GUYS  UPSTAIRS  CAN  UNDERSTAND. 


INTRODUCING  E-BUSINESS  ON  DEMAND 
LHE  NEXT  UTILITY 


When  you  need  more,  just  turn  it  up.  It's  true  for 
heat,  light  and  every  other  utility  And  now  it's  true 
for  e-business.  Need  more  storage?  Enhanced 
procurement?  No  problem.  Just  tell  us  what,  where 

td  when.  With  e-business  on  demand"  we 
ndle  design,  implementation  and  integration.  And 
then  we  deliver  everything,  as  a  secure,  managed 
service,  via  the  Internet.  It's  The  Next  Utility."' 
It's  simple.  And  everybody  understands  simple. 
Visit  ibm.com 'e-business/ondemand  or  ask  for 
op  demand  at  800  IBM-7080. 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B.  Shepard 

MANAGING  EDITOR:  Mark  Morrison 

ASSISTANT  MANAGING  EDITORS: 

Joyce  Bamathan.  Frank  J.  Comes,  Robert  J.  Dowling,  G.  David  Wallace 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEFOFCORRESPONDENTS:James  E.  Ellis 

ONLINE  EDITOR:  Bob  Arnold 

EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

CHIEF  ECONOMIST:  Michael  J,  Mandel 

SENIOR  EDITORS:  James  C.  Cooper  (Bus  Outlook),  Neil  Gross,  Mary 

Kuntz,  Jeffrey  M.  Laderman,  Chnstopher  Power,  Kathy  Rebello,  Jane 

A.  Sasseen,  Ciro  Scotti,  John  Templeman,  Lee  Walczak  (Washington). 

Elizabeth  Weiner 

SENIOR  WRITERS:  Catherine  Arnst,  Robert  Barker,  Aaron  Bernstein, 

Anthony  Bianco,  John  A.  Byrne,  Peter  Elstrom,  Gene  G.   Marcial, 

Otis  Port,  Paul  Raeburn,  Gary  Weiss 

ECONOMICS:  Peter  Coy  (Economics  ed).   Kathleen   Madigan  (Bus. 

Outlook  ed.).  James  Mehring,  Margaret  Popper.  William  Wolman, 

Seymour  Zucker  (Sr.  contributing  ids.).  Christopher  Farrell,  Gene 

Koretz  (Contributing  eds.) 

INTERNATIONAL:  Patricia  Kranz  (European  Edition  ed.);  Michael  S. 

Serrill  (Sr.  ed.);  Robin  Ajello,  Pete  Engardio,  (Sr.  news  eds.);  Rose 

Brady  (Sr.  writer);  Cristina  Lindblad  (Europe),  John  Koppisch  (Int'l. 

finance) 

ASSOCIATE  EDITORS:  Dan  Beucke,   Diane  Brady,   Nanette  Byrnes, 

Amy  Dunkin,  Mike  France,  Toddi  Gutner,  Steve  Hamm,  David  Henry, 

Gerry  Khermouch,  Julia  Lichtblau,  Robert  McNatt,  Ira  Sager,  Eric 

Schine,  Marcia  Vickers 

PICTURE  EDITOR:  Larry  Lippmann 

MANAGING  ART  DIRECTOR:  Jay  Petrow 

SENIOR  ART  DIRECTOR:  Steven  Taylor 

INTERNATIONAL  ART  DIRECTOR:  Christine  Silver 

DEPARTMENT  EDITORS:  Books:  Hardy  Green.  Computers:  David  Rocks. 

E-Business:  Timothy  J.   Mullaney.  Finance  &  Banking:  Emily  Thornton, 

Heather  Timmons.  Industries:  Adam  Aston.  Internet:  Spencer  E.  Ante, 

Heather  Green  Managemetrt:  Louis  Lavelle  Maitets  &  Investments:  Mara 

Der  Hovanesian.  Media:  Tom  Lowry.  News:  John  Protos.  People:  Susan 

Berfield.  Personal  Finance:  Carol  Mane  Cropper.  Susan  Scheneik,  Anne 

Tergesen.  Scoreboards:  Frederick  F  Jespersen.  Telecommunkations:  Steve 

Rosenbush.   Up  Front:  Sheridan  Prasso  (Sr.  news  ed.)    Working  Life: 

Michelle  Conlm 

CONTRIBUTING  EDITOR:  Mark  Hyman  (Sports  business) 

STAFF  EDITORS:  Lewis  Braham,  Jeanette   Brown,  Jennifer  Merritt, 

Kimberly  Weisul 

COPY  EDITORS:  Prudence  Crowther,  Harry  Maurer,  Marc  Miller  (Deputy 

chiefs);  Jim  Taibi  (Asst.  chief);  Tim  Belknap,  Aleta  Davies.  Jack  Robbins, 

Doug  Royalty  (Sr.);  Giles  Blunt,  Joy  Katz,  Barry  Maggs,  Anne  Newman, 

David   Pengilly.   Malka  Percal,   Monica  Roman,   Lourdes  Valeriano. 

Researchers:  Maria  Chapin,  Gail  Fowler,  Aida  Rosario 

PRODUCTION  COPY  EDITORS:  Larry  Dark  (Chief);  Celine  Keating,  Robert 

J,  Rosenberg  (Deputy  chiefs);  Alethea  Black,  Sarah  B.  Davis,  Robert  S. 

Norman,  David  Purcell,  Victoria  Rubin 

ART:  Don  Besom,  Alice  Cheung,  Gary  Falkenstern  (Assoc,  dirs.);  Nigel 

Oxiickshank,  Jamie  Elsis,  Edith  Guticn-ez.  Ron  Plyman  (Asst.).  Graphics:  Joan 

Danaher  (Director);  Rob  Doyle  (Deputy  dir.);  Laurel  Daunis  Allen,  Joe 

Calviello,  Roger  Kenny,  Stephen  Kenny,  Alberto  Mena,  Ray  Vella;  Eric 

Hoffmann.  Imaging: James  Leone  (Mgr.),  Alan  Bomzer  (Asst),  Nita  L. 

Jansen,  Rich  Michiel.  Leo  Nieter,  Joseph  Rhames 

PHOTO  EDITORS:  Scott  MIyn.   Ronnie  Weil  (Deputies);  Anne  D'Aprix, 

Kathleen  Moore,  Andrew  Popper.  (Assoc.);  Lucy  Conticello,  Sarah  Greenberg 

Morse  (Asst.);  M.   Marganta  Eiroa  (Traffic  mgr.);  Burte  Hughes,   Mindy 

Katzman.  Lori  Perbeck  (Researchers) 

EDITORIAL  OPERATIONS:  Susan  Fingerhut  (Director);   Ken  Machlin- 

Lockwood  (Mgr.).  Karen  Butcher,  Francisco  Cardoza,  Thomas  R.  Dowd, 

Stephen  R.  Lebron,  Kim  Maenak,  Jose  L.  Martin,  Peter  K.  Niceberg,  Jane 

M.  Perkinson,  Karen  Turok.  Use  V.  Walton  (Edit  map  mgr.),  Mark  Lang 

EDITORIAL  TECHNOLOGY:  Thomas  L.  Morgan  (Director),  Y.  Steve  Ben- 

Ari.  Steven  McCarthy,  Anoop  Srivastava,  Craig  Sturgis,  Mauro  Vaisman 

ONLINE:  Michael  Mercuno  (Managing,  ed.),  Arthur  Eves  (Oeative  dir.),  A. 

Peter  Clem,  John  A.  Dierdorff,  John  Johnsrud;  Will  Andrews.  Heather 

Bany.  Jaime  Beauchamp,  Jane  Black,  Joleen  Colpa,  Tory  Oacolice.  Roger 

Franklin,   Brian  Hindo.   Brian  Kelly.  Olga  Khanf,   B.   Kite,  Matt  Kopit, 

Jessica  Loudon,   Karyn  McCormack,  Justin  McLean,  Tzyh  Ng,  Patncia 

O'&jnnell,  Suzanne  Robitaille,  Alex  Salkever,  David  Shook,  Amey  Stone, 

Joshua  Tanzer,  Amy  Tsao,  Kathy  Vuksanaj,  Eric  Wahlgren.  Heesun  Wee 

CORRESPONDENTS:  Atlanta:  Dean  Foust  (Mgr.).  Charles  Haddad,  Aixa 

Pascual-   Boston:  William  C.   Symonds  (Mgr.),   Faith  Keenan,  Geoffrey 

Smith.  Chicago:  Joseph  Weber  (Mgr.),  Michael  Arndt,  Robert  Berner, 

Roger  0.  Crockett,  Julie  Forsler,  Pallavi  Gogoi,  Darnell  Little.  Dallas:  Wendy 

Zellner  (Mgr),  Stephanie  Anderson  Forest,  Andrew  Park.  Detroit  Kathleen 

Kerwin  (Mgr.),  Joann  Muller,  David  Welch.  Los  Angeles:  Ronald  Grover 

(Mgr);  Lany  Amistrong,  Christopher  Palmeri  (Sr.  correspondents);  Arlene 

Weintraub.  Ptiiladelphia: Amy  Ban-ett  (Mgr).  Seattle: Jay  Greene  (Mgr), 

Stanley  Holmes,  Silicon  Valley:  Linda  Himelstein  (Mg-.),  Peter  Bunows,  Cliff 

Edwards.  Ben  Elgin.  Joan  OC.  Hamilton,  Robert  D.  Hof  (Sr.  corespondent), 

Jim  Kerstetter,  Louise  Lee.  Washington:  Paula  Dwyer  (Deputy  mgr),  John 

Carey  (News  ed.);  Rich  Miller  (Sr  writer);  Richard  S.  Dunham.  Howard 

Gleckman.  Mike  McNamee  (Sr.  correspondents);  Amy  Bonus,  Dan  Carney, 

Laura  Cohn.  Stan  Crock,  Paul  Magnusson,  Alexandra  Stan.  Stephen  H. 

Wildstrom  (Tech.  &  You).  Lorraine  Woellert,  Catherine  Yang;  Douglas 

Harbrecht  (Online:  Sr.  news  ed.),  Beth  Belton  (Online;  News  ed.).  Beijing: 

Dexter  Roberts  (Mgr).  Bombay:  Manjeet  Kripalani  (Mgr).  Frankfurt  Jack 

Ewing  (Mgr.),  David  Fairlamb,  Christine  Tiemey.  Hong  Kong:  Mark  L. 

Clifford  (Mgr.),   Fredenk  Balfour,   Bruce  Einhorn.  London:  Stanley  Reed 

(Mgr),  Kerry  Capell.  Mexk»  City: Gen  Smith  (Mgr).  Moscow: Paul  Starobin 

(Mgr.).  Paris: John  Rossant  (Mgr),  Stephen  Baker.  Carol  Matlack.  Andy 

Reinhardt.  Rome:  Gail  Edmondson  (Mgr.).  Seoul:  Moon  Ihlwan.  Singapore: 

Michael  Shah  (Mgr.).  Tokyo: Brian  Bremner  (Mgr),  Robert  Neff  (Contrib. 

ed).  Chester  Dawson.  Irene  M    Kunii 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman.  Business  Manager: 

Barbara  Boynton.  Communications:  Robert  Pondiscio  (Director),  Heather 

Carpenter,    Christine    Fountaine,    Andrew   Palladino,    Nancy   Sheed. 

Information  Senrices:  Jamie  B.  Russell  (Director),  Susann  Rutledge 

(Research  mgr.).  John  Cady  (Technology  mgr).  Lara  Christianson.  Fred 

Katzenberg,  David  Poiek,  Susan  Zegel.  Office  Managen  Roselyn  Kopit. 

Readers  Report:  Yvette  Hernandez.  Reprint  Permisskxi:  Nancy  Johnson 

Special  Asst.  to  Editor-in-Chief:  Christine  Summerson 


THE 

RELUCTANT 
REFJHiMER 


Readers  Report 


PUniNG  ACCOUNTABILin 

BACK  INTO  ACCOUNTING 

"The  reluctant  reformer"  (Cover  Sto- 
ry, Mar.  25)  focused  on  two  ways  for 
the  Securities  &  Exchange  Commis- 
sion to  punish  corporate  executives  in- 
volved in  financial-statement  fi-aud:  force 
them  to  return  their  ill-gotten  gains 

and  bar  them 
from  serving 
as  officers  or 
directors. 

If  we  truly 
want  to  get 
executives'  at- 
tention and 
prevent  abus- 
es, the  SEC 
must  work 
more  closely 
with  federal 
prosecutors.  Oui*  research  on  approxi- 
mately 200  cases  of  financial-statement 
fraud  between  1987  and  1997  indicated 
that  criminal  charges  were  filed  only  15% 
of  the  time,  and  we  found  evidence  of 
only  27  individuals  serving  jail  time. 
Even  if  SEC  Chairman  Harvey  Pitt's 
"ceo  misbehavior"  plan  is  implemented, 
the  penalties  for  committing  fraud  stUl 
pale  in  comparison  to  the  enormous  dam- 
age inflicted  on  the  investors,  employ- 
ees, and  other  stakeholders. 

Dana  R.  Hermanson 

Director  of  Research 

Corporate  Governance  Center 

Kennesaw  State  University 

Kennesaw,  Ga. 


Your  recent  editorial  (Don't  kill  An- 
dersen. Reform  it,"  Mar.  25)  was  pa- 
thetic. How  many  second  chances  does 
it  take  before  you  are  wiUing  to  admit 
that  an  organization  that  once  stood  for 
integrity  and  honesty  is  now  rotten  to 
the  core?  Are  you  prepared  to  hire 


Arthur  Andersen  as  your  auditors?  I 
didn't  think  so. 

Earl  R.  Washburn 
Placerville,  Cahf. 

What  Arthur  Andersen  is  alleged  to 
have  done  is  far  more  serious  and  dam- 
aging than  the  transgressions  of  Enron. 

David  Spirakis 
New  York 

A  SWEETER  ASSESSMENT 

OF  PERFUMANIA 

I  would  like  to  respond  to  your  as- 
sertion that  Perfumania  is  a  weak  ten- 
ant ("The  wrong  time  for  REITs?"  Fi- 
nance, "Mar.  11).  During  these  difficult 
times,  Perfumania  has  outperformed 
many  other  retailers  while  continuing 
to  improve  its  stores'  image,  customer 
service,  fragrance  assortment,  and  shop- 
pers' recognition.  Perfumania  finished 
February  with  sales  about  14.5%  above 
a  year  earlier,  and  we  are  implementing 
numerous  improvements  in  order  for 
this  positive  trend  to  continue.  The  com- 
pany has  approximately  250  stores  and 
will  be  opening  more  in  2002  and  2003. 

Jeffrey  Geller 

President  and  CEO 

Perfumania 

Miami 

LET'S  BE  FAIR 

TO  THE  CLINTON  PRESIDENCY 

As  a  longtime  subscriber,  I  am  not  in- 
terested in  right-wing  polemics  mas- 
querading as  book  reviews  ("A  squan- 
dered Presidency?"  Books,  Mar.  25). 
Richard  Dunham's  review  of  Joe  Hein's 
The  Natural  was  far  less  informative 
about  the  book  or  the  Clinton  Presi- 
dency than  it  was  about  Dtmham's  (and 
your?)  agenda  to  trash  Clinton. 

How  can  any  responsible  reviewer  in 
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en  the  hardest  things  are  simple  when  you  know  what  you're  doin 
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[CORRECTIONS  &  CUIRIFIGATIONS 

"Is  Bristol-Myers  take- 
over bait?"  (In  Business 
This  Week,  Apr.  1)  had 
the  wrong  photo.  Instead 
of  Peter  C.  Boylan  III,  the 
former  Co-President  of 
Gemstar-TV  Guide,  it 
should  have  shown  Peter 
R.  Dolan,  chairman  and 
chief  executive  officer  of 
Bristol-Myers  Squibb. 

In  "Can  GM  save  an  icon?"  (Cover  Story, 
Apr.  8),  the  man  pictured  with  his  Escalade 
SUV  was  Darrell  Wynn,  36,  of  Detroit,  the 
owner  of  the  Joint  Airs  record  label. 


business  publication  possibly  render  a 
jmmary  of  this  Presidency  without 
lentioning  that  it  included  the  longest 
istained  economic  expansion  in  modem 

merican  history?  That  Clinton  stood 
gainst  every  Republican  in  Congress  to 
aise  taxes  in  1993,  in  the  process  re- 
ersing  12  years  of  Republican  deficits? 
'hat  the  Dow  Jones  industrial  average 
lore  than  tripled  during  the  eight  years 


of  this  Presidency?  Or  that  Clinton  de- 
fied his  own  party  to  produce  a  signifi- 
cant reform  of  welfare? 

Robert  Freeman 
Palo  Alto,  Calif. 

CMS  HEALTH  BENEFITS 

ARE  FAR  FROM  PERFECT 

"Finally,  skid  control  at  gm"  (The  Cor- 
poration, Mar.  25),  said  General  Motors 
Corp.'s  money  woes  were  caused  in  part 
by  worker  benefits,  asserting  that  "gm's 
imion  workers  have  no  co-pay  for  health 
care."  As  an  active  employee  with  tra- 
ditional health  care,  I  still  pay  100%  for 
doctor's  office  visits  and  reqiaired  school 
physical  exams  and  a  co-pay  for  pre- 
scriptions and  a  portion  of  dental  bene- 
fits, as  well.  These  costs  add  up  to  a 
lot  more  than  $0. 

Gregory  Burg 
Wilmington,  Del. 


BusinessWeek  (jiiline 


The  full  text  of  BusinessWeek,  the  BusinessWeek 
Daily  Briefing,  and  access  to  BusinessWeek  archives 
starting  in  1991  are  available  on  the  World  Wide  Web  at: 

www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 


How  to  reach  BusinessWeek 

LEHERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail;  BusinessWeek,  1221  Avenue  of  the  Americas, 

43rd  floor.  New  York,  NY  10020 

Fax:  (212)  512-6458 

Email:  bwreader@businessweek.com 

SUBSCRIBER  SERVICES 

Web  site  for  address  changes,  renewals,  invoice 

payments,  and  account  status: 

http;//businessweek. com/service. htm 

(click  "Manage  Your  Account") 

For  individual  subscriptions,  corporate  subscriptions, 

and  other  inquiries. 

Phone:  (800)  635-1200  Fax:  (641)  842-6101 

Email:  bwcustomerservice@neodata.com 

Library  fee-based  services:  (212)  512-6704 

Education  Department 

Phone:  (800)  843-7352  Fax:  (800)  876-9416 

Website:  www.resourcecenter.businessweek.com 

Email:  bw_group@businessweek.com 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

Custom  Reprints  (minimum  order  1,000) 
Phone:  (212)  512-3148  Fax:  (212)  512-2337 
Email:  reprints@businessweek.com 
Web  Site:  reprints.businessweek.com 

Photocopies  ($1.80  per  copy  for  commercial  use; 
$1.50  per  copy  for  classroom  use) 
Copyright  Clearance  Center  (www.copyright.com) 
Phone:  (978)  750-8400  Fax:  (978)  750-4470 

Other  Permissions 

Phone:  (212)  512-4801  Fax:  (212)  512-4938 

Email:  permissions@businessweek.com 

Web  Site:  www.businessweek.com/info/permis.htm 


IT'S  THE  BEOINNINO  Or  TH 


For  Worldwide  Locations  and 
Reservations  call  1  (800)  544-0808 

lwww.ruthschris.com 


THE 


RUTirS  ^s^^ 


Books 


AMBLING  INTO  HISTORY 

The  Unlikely  Odyssey  of  George  W.  Bush 

By  Frank  Bruni 

HarperCollins  •  278pp  •  $23.95 


THE  SEDUCTION  OF 
A  CAMPAIGN  REPORTER 


White  House  Communications 
Director  Dan  Bartlett  once  told 
me  that,  every  evening  at 
11:05  p.m.  during  the  Presidential  cam- 
paign, he  was  reminded  of  the  influence 
of  Tlie  New  York  Times.  That  was  when 
TV  producers  began  calUng  him  at 
home — aright  after  they  had  consulted  the 
first  edition  of  the  newspaper,  which  was 
posted  on  the  Web  around  11.  The  net- 
works, Bartlett  quickly  grasped,  planned 
their  coverage  around  what  the  Times 
deemed  to  be  the  storj'  of  the  day.  And 
that  made  Frank  Bruni,  the  Times's  man 
on  the  Bush  campaign,  one  of  the  most 
powerful  journalists  in  America. 

Now,  Bruni  has  \Mntten  a  memoir  of 
his  days  on  the  campaign  trail  and  later 
at  the  White  House,  Ambling  into  His- 
tory: The  Unlikely  Odyssey  of  George  W. 
Bush.  He  doesn't  focus  on  pohtical  is- 
sues or  positions  in  this  elegantly  writ- 
ten, frequently  funny  book.  Instead, 
Binini  relates  a  series  of  behind-the- 
scenes  anecdotes  in  an  effort,  he  says,  to 
shine  a  light  on  "the  personality  behind 
the  policies."  Ultimately,  however,  this 
memoir  is  as  much  about  Bruni  as  Bush, 
and  the  relationship  between  the  two 
men.  And  it  quickly  becomes  apparent 
that  Bush  successfully  cultivated  Bruni 
to  coax  out  more  positive  coverage  of 
his  campaign. 

In  the  beginning,  Bruni  had  doubts 
about  the  GOP  candidate.  He  frequently 
voiced  skepticism  about  Bush's  serious- 
ness of  purpose  even  though  he  viewed 
him  as  "instinctively  bright."  But  Bush 
went  out  of  his  way  to  win  the  reporter 
over,  and  eventually,  Bruni  succumbed 
to  his  charms.  Shortly  after  the  candi- 
date met  the  Times  correspondent,  "he 
was  already  shouting  out  to  me  in  a 
familiar,  we-go-way-back  fashion,"  Bruni 
recalls.  Bush  regularly  made  himself 
available  to  the  media  (luilike  his  oppo- 
nent, Al  Gktre)  and  bestowed  nicknames 
upon  them.  Bruni's  was  Panchito,  a 


diminutive  form  of  a  Spanish  version 
of  his  first  name.  The  candidate  mo- 
mentarily halted  a  press  conference 
when  he  saw  Bruni  having  difficulty 
with  his  tape  recorder.  Bush  dashed  off 
a  note  to  Bruni's  father  on  his  birth- 
day. When  Bush's  communications  di- 
rector, Karen  Hughes,  attacked  Bruni 
over  one  article,  Bush  insisted  that  she 
apologize  to  the  correspondent.  And  at 
a  campaign  event  later  in  the  day.  Bush 
yelled  to  Bruni:  "You  know 
we  love  you!" 

Bruni  describes  Bush  as  a 
seducer,  and  his  affinity  for 
the  candidate  had  obvious 
repercussions  for  his  report- 
ing. Throughout  this  memoir, 
Bruni  gently — perhaps  too 
gently — ^takes  himself  to  task 
for  being  overly  soft  on 
Bush.  The  author  describes 
Bush  in  the  opening  days  of 
the  campaign  as  a  man  who 
occasionally  resembled  "a 
nervous,  befuddled  student,"  frequently 
answering  questions  with  lines  from  his 
stump  speech.  "He  often  seemed  content 
to  get  by  on  as  little  as  possible,"  Bruni 
writes,  "and  we  perhaps  focused  less 
on  this  than  we  might  have  in  the  fall  of 
1999."  Instead,  Bruni  and  his  colleagues 
wTote  about  "what  a  deft  campaigner" 
Bush  was — hardly  a  phrase  that  fits 
Binini's  description  in  this  book. 

The  most  salient  example  of  pulling 
punches  involves  Bruni's  decision  not 
only  to  bury  the  news  of  Bush's  1976 
drunk-dri\ing  arrest,  which  surfaced  in 
the  waning  days  of  the  campaign,  but 
also  to  tone  dowm  reports  that,  while 
governor,  Bush  had  lied  about  his  arrest 
record  in  an  interview  with  a  Texas  pa- 
per. "The  story  that  I  ultimately 
wTote . . .  played  all  of  this  in  a  tempered 
way,"  the  author  admits.  Because  of  the 
Tim^s's  influence  over  other  media,  this 
restraint  was  nothing  less  than  a  god- 


t 
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send,  and  Bush  knew  it.  "You're  a  goO 
man,"  he  told  the  reporter,  in  an  in 
plicit  thank-you. 

Perhaps  in  atonement  for  such  jom 
nalistic  lapses,  Bruni  here  provides 
series  of  anecdotes  that  are  boimd 
embarrass  the  President.  One  of  tb 
most  disturbing  involves  Bush's  con 
portment  diiring  a  funeral  service  fc 
seven  Texans  w^ho  had  been  shot  dea 
in  a  Fort  Worth  church.  A  slew  of  rtf 
porters  were  trailing  Bush  during  tl 
service,  and  far  from  conveying  solen 
nity  during  the  event,  the  govemo 
mugged  and  made  faces  at  the  assen 
bled  press  corps.  "It  was  astonishin 
that  he  wasn't  more  concerned  that  on 
of  the  telexision . . .  cameras  might  catc 
him  in  mid-twinkle,"  Bruni  marvels.  3 
Bruni  also  dwells  on  Bush's  famou 
malapropisms,  such  as  his  concern  fo 
Americans  w^ho  were  trying  "to  put  f( 
on  your  family"  or  the  burning  edu^ 
tional-poUcy  question,  "Is  oi 
children  learning?"  The  bun 
blings  often  leave  you  won 
dering  whether  to  laugh  o 
cry^  At  one  point,  a  reporter 
did  both:  During  an  especially 
convoluted  Bush  riff,  Brun 
spotted  a  colleague  with  tear 
of  laughter  streaming  down 
his  face. 

In  between  these  anecdotes 
Bruni  moonlights  as  an  arm 
chair  psychologist.  He  thee 
rizes  that  Bush's  sometimes  over-the 
top  behavior  may  stem  fi*om  an  earh 
realization  that  he  was  not  going  to  wii 
acclaim  in  the  classroom  or  on  the  ath 
letic  field.  Therefore,  perhaps  Bush  cul 
tivated  a  class-clown  personality  tt 
stand  out.  His  bonhomie  could  chanr 
observers,  but  at  events  such  as  the  fii- 
neral.  Bush  crossed  the  line. 

Bruni  ends  by  arguing  that,  post-Sep 
tember  11,  Bush  matured  into  a  capable 
President.  With  Bush's  approval  ratings 
in  the  stratosphere,  most  Americans  ob- 
viously agree.  But  we  shouldn't  under- 
estimate how  influential  Bruni  was  dur- 
ing  one  of  the  tightest  Presidential  races 
in  U.S.  history.  Politicians  will  come 
away  fi'om  this  book  with  a  new  appre- 
ciation of  how  vital  it  is  to  woo  the  me- 
dia. And  voters  might  come  to  regard 
the  press  even  more  skeptically. 

BY  ALEXANDRA  STARR 
Starr  covers  politics  from  the  Wash 
ington  bureau. 


BRUNI'S  ADMISSIONS  ABOUT  HIS  COVERAGE 
ARE  AS  ASTONISHING  AS  BUSH'S  MALAPROPISMS 
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Introducing  Fujitsu  Consulting— a  partner  who  shares  your  vision 

In  times  like  these,  you  can't  afford  to  work  with  a  consultant  who's  single-minded. 
You  need  a  company  that  understands  the  true  meaning  of  collaboration.  At  Fujitsu 
Consulting,  we  share  your  vision  right  from  the  start,  and  we  never  lose  sight  of  your 
business  goals  throughout  the  process.  This  has  always  been  our  approach,  one  that 
further  benefits  from  the  expertise  and  resources  of  the  entire  Fujitsu  group,  which 
has  long  provided  world-class  IT  products  and  platforms  all  over  the  globe. 

Unique  ROI-focused  methodology 

As  a  forward-thinking  global  consulting  organization,  we  utilize  a  unique,  proven 
methodology  that  delivers  a  rapid  and  measurable  return  on  your  IT  investment. 
It  starts  by  focusing  on  the  results  the  client  expects  to  achieve.  It  then  provides 
a  road  map  through  the  design,  implementation  and  operation  of  the  solution  to 
achieve  the  desired  results. 

Industry  and  business-process  knowledge 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries-in  particular, 
communications,  financial  services,  and  government.  Whether  it's  core  back  office, 
front  office  or  extended  functions,  we  enable  companies  to  better  serve  their  customers 
and  collaborate  with  their  extended  supply  chain  of  employees,  vendors  and  partners. 

Fujitsu  Consulting— the  new  alternative 

In  creating  powerful  IT  solutions,  we  live  and  breathe  three  simple  ideas:  deep 
collaboration  with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for  getting  the 
job  done.  It  is  the  unique  combination  of  global  scope  and  human  scale  that  sets  us 
distinctly  apart  from  our  competitors.  And,  perhaps,  earns  us  a  spot  on  your  short  list 
of  consulting  partners. 


Fufrsu 


THE     POSSIBILITIES     ARE     INFINITE 


us.fujitsu.com 
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Together,  the  possibilities  are  infinite. 
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GPSANDHANDHELDS... 
BEHER  BRING  A  MAP 


The  marriage  of  Palms  or  Pocket  PCs  and 
global  positioning  system  technology 
seems  like  a  natural.  Handheld  computers 
can  store  maps  along  with  data  about  hotels, 
restaurants,  and  attractions.  GPS  makes  that  in- 
formation far  more  useful  by  pinpointing  your  lo- 
cation within  a  few  meters.  Unfortunately,  my 
experience  suggests  that  the  marriage  is  less 
happy  than  it  ought  to  be.  The  culprit  isn't 
the  hardware,  which  has  gotten  smaller, 
cheaper,  and  faster,  but  software 
that  falls  badly  short  of  the  mark 

I  looked  at  two  new  software- 
hardware  combos:  A  Compaq 
iPAQ  with  a  Pharos  gps  receiver 
and    Ostia    mapping    software 
(www.pharosgps.com) 
and    a    Palm    m505 
with  a  Navman  re- 
ceiver   and    Rand 
McNally  Street- 
Finder  software 
(www.randmc- 
nally.com).     I 
also    revisited 
TravRoute's 
Pocket  CoPilot,  first 
reviewed    here   last   year 
(Mar.    19,  2001),   updated 
with  a  new  Navman  receiv- 
er for  the  iPAQ. 

These  systems  are  de- 
signed mainly  for  use  in 
cars.  Download  the  appro- 
priate data  to  the  handheld 
and  when  the  imit  is  fired 
up,  the  GPS  pinpoints  your 
location  on  a  displayed  map  and  provides  on-screen 
and,  except  on  Palms,  spoken  driving  instructions. 

The  $240  Pharos  unit  is  a  nice  design  that 
works  on  any  current  Pocket  pc  with  a  Com- 
pactFlash slot — a  bulge  about  V/An.  long  and 
%-in.  thick  extends  outside  the  slot.  A  small  ex- 
tension antenna  on  a  long  cable  (at  left,  in  pho- 
to) gives  you  a  lot  of  flexibility  in  locating  the 
Pocket  PC  inside  the  car.  All  the  systems  I  tried 
come  with  a  suction-cup  device  for  windshield 
mounting,  but  I  found  them  unreliable  and  prone 
to  let  go — a  frightening  and  potentially  danger- 
ous event. 

The  difficulty  was  in  the  maps.  Other  systems 
let  you  plan  a  trip  on  a  PC,  then  transfer  driving 
directions  and  relevant  maps  to  the  handheld. 
With  the  Ostia  software,  you  use  a  PC  only  to 


The  software 
isn't  quite 
there  yet  to 
turn  Pocket 
PCs  and  Palms 
into  handy 
navigators 
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IT'S  NEITHER  THIN  NOR 
LI6HT.  but  Gateway's 
new  Solo  1450  offers  a 
lot  of  value.  See  why  at 
Technology  &  You  at 
www.businessweek.com/ 
technology/ 


AUTO  PILOT: 

A  Pharos  GPS  and 
an  iPAC,  with  car 
attachments 


transfer  maps.  The  main  problem  with  th 
method  is  that  you  have  little  control  over  t 
size  of  the  files  you  must  load  on  a  handhel 
For  example,  the  maps  for  New  York  City 
4.7  megabytes.  But  just  to  extend  coverage 
Yonkers,  you  have  to  add  all  of  Westchest 
County  and  beyond,  for  an  additional  10.2 
Covering  the  city  and  all  its  close-in  suburbs 
quires  over  40  MB.  That's  more  than  the  to' 
built-in  memory  of  any  Pocket  PC,  and  if  t! 
Pharos  unit  is  filling  your  only  expansion  slot 
the  case  on  many  Pocket  PCs — you  are  on 
of  luck. 

The  $200  Rand  McNally-Navman-Pahn  coml 
has  a  different  software  problem.  The  basic  p: 
gram  is  StreetFinder,  which  has  been  arouni 
for  years.  It  works  fine  and  lets  you  downlo: 
exactly  the  maps  you  need.  But  installing 
nearly  drove  me  crazy.  The  full  set  of  U.  S.  ma] 
is  on  four  CDs,  and  loading  an  assortment  of  r( 
gions  onto  your  PC  hard  drive  will  r 
quire  using  at  least  two  or  three  CDi 
But  when  when  the  program  prompte 
me  to  change  disks,  I  got  a  stream  of  e 
ror  messages  either  complaining  th 
I  had  taken  out  the  old  disk  or  hadn' 
put  in  the  new  one.  There  was  ni 
pleasing  the  program,  althougi 
I  eventually  realized  that 
could  click  through  the  erro' 
messages   and   it   woul 
work.  But  I  think  tha 
if  I  had  been  a  ret 
customer,     I     woul 
have     returned     th 
package  in  frustratio; 
The    Navman    re 
ceiver  is  a  thin  uni 
that  chps  onto  the  baclj 
of    a    Palm    m-series 
there's  another  version  fo] 
the  older  Palm  V — with 
thick,  stubby  antenna  on  th 
top.  The  design  requires  that  i' 
be  mounted  close  to  the  wind 
shield  so  that  it  can  get  satellite  re 
ception.  But  the  main  limitations  are 
the  Palm.  Even  with  a  color  display,  the  qualitjl 
of  maps  is  much  worse  than  on  the  higher-reso-| 
lution  Pocket  PC  display.  In  addition,  the  Palrr 
software  does  not  give  a  latitude,  longitude,  anc 
heading  display  that  would  make  the  unit  usefu 
as  a  handheld  GPS  receiver  for  outdoor  activities 
My  favorite  ended  up  being  the  TravRoute- 
Navman  combo.  The  Navman  sleeve  for  the  iPAQJDni 
similar  in  design  to  the  Palm  unit,  is  clunkiei 
than  the  Pharos  receiver,  but  the  software  is 
much  more  usable  because  you  can  select  maps 
and  plan  trips  on  a  PC.  The  Navman  also  containsjnv 
a  CompactFlash  slot,  so  you  can  load  lots  ol 
maps  and  routing  data  on  a  memory  card. 

Of  course,  it's  not  reasonable  to  expect  a  $20C 
add-on  to  a  handheld  to  perform  like  a  $2,00Cpe 
built-in  Alpine  Electronics  navigation  system.  But 
poorly  conceived  and  executed  software  makes 
the  gap  even  bigger  than  it  has  to  be. 
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i  WE  DIDN'T  JUST  JUMP  ON  THE 
INFRASTRUCTURE  BANDWAGON 
i  WE  BUILT  IT 


III 


f's  time  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
nfrastructure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 
Jnicenter,'  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 
nfrastructure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
oftware.  Every  day,  our  software  handles  over  180  million  transactions,  protects  $50  billion 
n  wire  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen 
)vernight.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So 
vhen  we  say  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 
he  software  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it. 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


THE  MARKET  CAN'T  SOAR 
ABOVE  THE  ECONOMY  FOREVER 


AVERAGES: 

Investor 
exuberance 
in  the '90s- 
and  '80s- 
has  resulted 
in  unrealistic 
stock  prices. 
A  return  to 
historical 
norms 
will  cause 
serious  pain 


Robert  Kuttner  is  co-editor  of 
The  American  Prospect  and 
autiior  of  Everything  for  Sale 


The  stock  market,  along  with  the  econo- 
my, has  rebounded  from  last  year's  lows. 
But  by  historical  standards,  it  remains  se- 
riously overvalued.  And  there's  little  reason  to 
believe  profits  will  grow  at  a  rate  that  would  jus- 
tify rapidly  rising  stock  values.  That  suggests  the 
market  could  remain  fairly  flat  in  this  decade, 
with  far-reaching  economic  consequences. 

Despite  the  bust  in  tech  stocks,  price-earnings 
ratios  remain  astronomical — about  22  for  the 
Standard  &  Poor's  500-stock  index,  based  on  ex- 
pected earnings,  and  over  60  based  on  current 
earnings.  The  historic  norm  is  aroimd  14.  And  in 
the  wake  of  Enron  Corp.,  it  has  become  clear 
that  corporate  earnings  generally  have  been 
somewhat  overstated,  through  such  gimmicks  as 
failing  to  count  stock  options  as  expenses. 

For  two  decades,  stock  prices  have  outstripped 
corporate  profits  and  the  growth  of  the  economy. 
During  the  late  bull  market,  the  Dow  Jones  in- 
dustrial average  more  than  tripled.  But  during 
the  same  period,  gross  domestic  product  rose 
only  about  30%  and  corporate  earnings  rose  just 
60%.  BusinessWeek  recently  reported  (BW — 
Apr.  1)  that  the  total  return  on  stocks  was  even 
better  during  the  1980s  business  cycle  than  in 
the  1990s.  So  since  the  early  1980s,  the  rise  in 
the  stock  market  has  outpaced  economic  growi:h 
by  something  like  four  to  one.  This,  obviously, 
can't  continue. 

Since  1982,  the  total  inflation-adjusted  return 
on  stocks  (including  dividends  and  capital  gains) 
has  been  about  12%  annually.  Historically,  the 
real  annual  return  on  common  stocks  has  aver- 
aged 7%.  Since  stock  prices  are  set  both  by 
profits  and  by  expectations  of  w^hat  other  in- 
vestors will  pay  for  stocks,  annual  returns  can 
exceed  the  7%  norm  for  years  and  even 
decades — but  not  indefinitely.  Yale  University 
economist  Robert  J.  Shiller  has  called  this  a 
"naturally  occurring  Ponzi  process."  As  Shiller 
has  noted,  stock  prices  also  can  imderperform 
the  economy  for  long  periods.  Between  Janu- 
ary, 1966,  and  January,  1986,  annual  total  re- 
turns to  stockholders  averaged  just  1.9%. 

For  the  stock  market  to  turn  in  anything  like 
its  recent  performance,  either  p-e  ratios  w^ould 
have  to  soar  into  the  triple  digits  or  corporate 
earnings  would  have  to  consume  an  ever  in- 
creasing share  of  the  economy.  Economist  Dean 
Baker  at  the  Center  for  Economic  &  Policy  Re- 
search in  Washington  calculates  that  corporate 
earnings  w^ould  have  to  grow^  twice  as  fast  as  GDP 
for  the  p-e  ratio  to  stay  at  current  levels.  With 
increased  productivity  growth  and  a  slight  de- 


cline in  the  labor  share  of  GDP,  some  modest 
rise  in  corporate  earnings  is  possible — ^but  not  at 
two  times  GDP  growth.  Massachusetts  Institute  of  | 
Technology  economist  Peter  A.  Diamond  finds 
that  stock  prices  will  have  to  decline  significant- 
ly over  the  next  10  years,  merely  to  accommo- 
date the  likely"  reversion  to  the  7%  long-term 
trend.  Just  to  add  one  more  bearish  indicator  In- 
terest rates,  kept  low  during  the  recession,  have 
no  place  to  go  but  up. 

If  we  have  a  relatively  flat  stock  market  while 
the  real  economy  catches  up,  w^hat  would  be  the 
consequences?  For  one  thing,  yoimger  workers 
just  getting  into  stocks  would  be  disappointed. 
The  alternative  of  fixed-income  investments  looks 
likely  to  pay  paltry  yields  for  the  foreseeable 
future.  Most  Americans  do  not  have  significant 
stock  holdings.  Even  those  older  people  who  en- 
joyed capital  gains  in  the  1980s  and  '90s  would 
now  face  low  annual  returns  on  their  stock  mar- 
ket investments  in  their  retirement. 

Just  as  the  "wealth  effect"  of  a  booming  mar- 
ket increased  consumption  in  the  1990s,  a  flat  or 
declining  market  w^ould  likely  depress  consump- 
tion in  this  decade.  And  a  flat  stock  market 
would  make  it  harder  to  sustain  the  current  net 
inflow  of  foreign  capital  on  which  the  U.  S.  has 
come  to  depend. 

Pension  plans  and  life-insurance  companies 
that  assimie  a  7%  normal  annual  return  wovild 
also  be  hard-pressed.  If  actual  returns  sUp  below 
that  benchmark,  defined-benefit  pension  plans 
cannot  meet  commitments.  In  the  1990s,  a  boom- 
ing market  allowed  many  corporations  to  with- 
draw money  from  pension  funds  on  the  premise 
that  they  were  overfunded.  A  little-noticed  pro- 
vision of  the  recently  enacted  "stimulus"  bill  al- 
lows companies  even  greater  latitude  to  raid 
pension  funds.  But  if  anything,  a  flatter  market 
means  corporations  will  need  to  start  putting 
money  in  again,  which  would  depress  net  profits. 
Universities,  foimdations,  and  other  nonprofits 
that  got  somewhat  spoiled  in  the  1990s  are  al- 
ready taking  a  hit.  Foimdation  grants  are  down, 
and  universities  are  hiking  tuition  to  make  up  for 
slumping  endownnents. 

A  soft  stock  market  would  make  stock  op- 
tions less  attractive.  Corporations  would  need 
to  make  up  the  difference  with  salaries,  also  at 
the  expense  of  net  earnings.  Finally,  a  flat  mar- 
ket should  slow  down  the  campaign  to  privatize 
Social  Security.  While  one  might  say  good  rid- 
dance to  both  trends,  this  is  small  comfort.  The 
broader  economy  could  be  paying  the  costs  of  ir- 
rational exuberance  for  some  time  to  come.      ■ 
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There  was  a  time  when  the  docto. 
didn't  determine  whether  a 
woman's  cancer  was  treatable. 

Her  income  level  did.  ^; 
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Thanks  to  the  Breast  and  Cervical  Cancer  Prevention  and  Treatment  Act  of  2000,  many  low-income,  uninsured  women  who  are 
diagnosed  with  cancer  are  now  ensured  the  treatment  they  need.  And  what's  more,  early  detection  programs  are  increasing  the 
number  of  women  who  get  lifesaving  screening  tests  for  breast  and  cervical  cancer.  To  make  all  this  happen,  our  community  volunteers 
have  met  with  legislators,  made  phone  calls,  and  written  letters  to  Congress.  These  are  just  a  few  of  the  many  ways  we're  working 
to  eliminate  cancer.  With  your  help,  we  can  do  even  more.  To  find  out  how  you  and  your  organization  can  get  involved,  please  contact  us. 


Hope.     Progress.     Answers./    1-800-ACS-2345    /    www.cancer.org 
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to  anywhere.  As  a  leading  car  manufacturer.  DaimlerChrysler  offe-'s 
for  mobility.  From  small  city  coupes  to  heavy-duty  buses.  F-c^  4-.v 
Whatever  your  needs,  we  have  vehicles  that  can  take  you  fron"  '^ert 
Find  out  more  at  www.daimlerchrysler.com. 
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sler  LLC.  Setra  manufactured  by  EvoBus  GmbH. 
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EDITED  BY  MICHAEL  J.  MANPEL 

EQUIPMENT  IS 
GOING  CHEAP 

But  can  companies  afford  it? 

When  wall  capital  spending  come 
back?  Companies  set  their  plans 
for  investment  spending  on  a  variety  of 
factors,  including  their  expectations 
about  future  sales  and  how  easily  they 
can  raise  the  funds  to  purchase  the 
new  equipment. 

But  one  important  influence  on  capital 
spending,  often  overlooked,  is  the  price 

CAPITAL-GOODS  PRICES 
COME  DOWN  AGAIN 
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of  the  equipment  being  bought.  All  else 
being  equal,  it's  far  easier  for  a  company 
to  justify  a  purchase  when  prices  are 
lower.  Right  now,  the  average  cost  of 
buying  a  new  piece  of  equipment  is  fi- 
nally going  down,  after  an  upward  surge 
in  2000  and  most  of  2001  (chart).  That 
decline  is  one  reason  to  be  hopeful  that 
business  investment  will  rebound  soon. 

To  understand  the  critical  role  of 
falling  prices,  look  back  at  the  invest- 
ment boom  of  the  1990s.  From  early 
1997  to  the  end  of  1999,  the  cost  of  a 
wide  range  of  capital  goods  dropped, 
including  computers,  light  trucks,  and 
medical  equipment.  The  price  of  com- 
puters, especially,  plunged  at  an  annual 
rate  of  more  than  23%.  Economists  such 
as  Dale  W.  Jorgenson  of  Harvard  Uni- 
versity believe  that  such  price  declines 
were  a  key  force  stimulating  the  Infor- 
mation Revolution. 

Starting  in  early  2000,  however,  the 
price  declines  for  computing  equipment 
began  to  slow  as  suppliers  tried  to  take 
advantage  of  the  heavy  demand  for  info- 
tech  equipment.  And  it  wasn't  just  com- 
puters. As  the  average  price  of  all  cap- 
ital goods  rose  through  2000  and  most  of 
2001,  it's  no  surprise  that  companies  be- 
came more  reluctant  to  spend. 

In  recent  months,  though,  sellers  of 


capital  goods  have  been  slicing  their 
prices.  The  prices  of  metal-cutting  ma- 
chine tools,  electric  transformers,  printing 
equipment,  civilian  aircraft,  and  truck 
trailers  have  fallen.  Computer  prices  have 
resumed  their  rapid  decline.  That's  almost 
certain  to  eventually  stimulate  demand. 
But  there  is  one  influence  that  may 
blunt  the  impact  of  lower  capital  equip- 
ment prices.  Even  as  investment  goods 
have  gotten  cheaper,  the  abUity  of  com- 
panies to  raise  their  own  prices  has 
been  declining.  The  price  for  the  goods 
and  services  produced  by  nonfarm  busi- 
nesses is  rising  at  only  a  1.3%  rate, 
down  from  2.1%  a  year  earlier.  As  long 
as  companies  don't  have  any  pricing 
power,  even  cheap  investment  goods 
may  be  too  expensive. 


BEHIND  THE 
HOUSING  BOOM 

Foreigners  are  investing  billions 

Housing  markets  are  local,  but  hous- 
ing finance  is  global.  The  latest 
data  from  the  Federal  Reserve  confirms 
the  continued  dependence  of  the  econo- 
my— and  especially  housing — on  foreign 
money.  In  recent  years,  foreign  in- 
vestors have  poured  hundreds  of  bil- 
lions of  dollars  into  the  U.  S.  annually, 
with  some  of  the  biggest  investments 
coming  from  Japan  and  Britain.  AH  to- 
gether, these  overseas  monies  finance 
roughly  20%  of  business  and  residen- 
tial investment  in  the  country  (chart). 

These  funds  have  been  playing  a  crit- 
ical role  in  the  red-hot  housing  market. 
Foreign  investors  don't  make  loans  di- 
rectly to  home  buyers,  of  course,  but 
they  have  been  gobbling  enormous 
quantities  of  the  mortgage-backed  se- 
curities issued  by  mortgage  underwrit- 
ers Fannie  Mae  and  Freddie  Mac.  Be- 
cause these  securities  have  an  implicit 
government  guar-  — «— ^^i— — «— 
antee,  they  are  FOREIfiM  MONEY 
very  attractive  to  Kg^ps  FLOWING 
foreigners  looking 
for  a  safe  invest- 
ment. In  the 
fourth  quarter,  for 
example,  foreign- 
ers bought  32% 
of  the    so-called 
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"agency    securi- 
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investors  bought  $162  billion  in  agen< 
securities  in  2001,  more  than  triple  tl 
1997  nimiber. 

Without  the  flow  of  money  fro 
overseas  investors,  mortgage  intere 
rates  would  be  much  higher,  and 
would  be  much  harder  to  finance 
current  housing  boom.  That  meai 
U.S.  home  buyers  should  take  a  m 
ment  to  thank  their  Mends  in  Tokj  (HJ 
and  London  for  their  low-rate  mor|i__ 
gages  and  their  big  homes. 
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WHO  KEEPS  COOlir 
ON  THE  STREET? 

Sweat  may  be  good  for  business 


W( 


Are  successful  traders  supercharge 
with  adrenahne?  Or,  as  some  ac; 
demies  argue,  are  they  cool,  dispassioi 
ate  machines?  To  find  out,  Massach 
setts   Institute   of  Technology   Sloa 
School  of  Management  finance  profei 
sor  Andrew  W.  Lo  and  Boston  Unive: 
sity  neuroscientist  Dmitry  Repin  wire 
up  10  foreign  exchange  and  interes: 
rate  derivative  traders  as  they  worke^ 
monitoring  their  pulse  rates,  perspiri 
tion,  breathing,  body  temperature,  a: 
muscle  activity  as  the  markets  bouno 
around  during  an  actual  trading  day. 
They  found  that  cool  is  not  the  wo: 
for  traders.  Their  bodies  responded  ra] 
idly  to  changes  in  the  market  such 
price  deviations,  reversals  of  trend,  an| 
changes  in  volatility.  The  most  exper 
enced  traders  were  calmer  overall,  bu 
they  also  had  statistically  significant  re  "'^ 
sponses  to  market  turns,  especiall  i^ 
changes  in  volatility,  which  triggere  Bit 
sweating  and  higher  blood  pressure.  A  rp 
of  them  work  at  a  "major  global  finar  ^ 
cial  institution"  based  in  Boston  and  d 
trades  averaging  $4  million  each. 

In  a  paper  appearing  in  the  April  is 
sue  of  the  Journal  of  Cognitive  Neurc 
science,  Lo  and  Repin  argue  that  emc 
tion  may  help  traders  learn  from  anifrci 
react  correctly  to  confusing  data.  The;  Id 
write:  "From  an  evolutionary  perspec  | 
tive,  emotion  is  a  powerful  adaptatio: 
that  dramatically  improves  the  efficien 
cy  with  which  animals  learn  from  thei 
environment  and  their  past."  And  i 
you're  looking  for  Darwinian  behavioi 
says  Lo,  where  better  to  look  than 
trading  floor?  This  summer,  the  re 
searchers  plan  to  get  traders  to  do  deal 
while  lying  inside  a  magnetic  resonance 
imaging  machine  to  see  which  parts  0 
their  brains  fire  up  when,  say,  the  ye; 
starts  falling  against  the  euro. 

By  Peter  Co-, 
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•ORGET  THE  DOUBLE  DIP- 
FHIS  RECOVERY  HAS  LEGS 

onsumer-  and  business-spending  figures  bode  well  for  the  second  half 


U.  S.  ECONOMY 


CONSUMERS  POST 
IMOTNERSOUD  SHOWING 


INFLATION-ADJUSTED 
SPENDING  ON  GOODS  AND 
.SERVICES 


At  the  end  of  2001,  when 
economists  planned  out  their 
11  covery  forecasts,  most  were  certain  that  the  early 
'1  ages  of  an  inventory  turnaround  would  boost  eco- 
jmic  growth  in  the  first  half.  That  scenario  is  playing 
it  as  expected.  But  analysts  were  less  sure  about 
9w  strong  demand  would  be,  fueling  the  worry  that 
le  rebound  could  peter  out  in  the  second  half. 
That's  why  data  showing  that  spending  by  consumers 
id  businesses  is  coming  on  peppier  than  expected 
•e  welcome  news.  The  result:  First-quarter  growth  will 
oife  the  strongest  in  nearly  two  years.  More  important, 
:« ealthy  gains  should  be  sustained  into  the  second  half. 

It  all  starts  with  consumers. 
True,  first-quarter  car  sales 
fell  back  from  their  incentive- 
inflated  fourth-quarter  level. 
But  despite  that,  consumer 
spending  last  quarter  not  only 
held  up  but  also  posted  a  sur- 
prisingly solid  advance.  Infla- 
tion-adjusted outlays  for  goods 
and  services  rose  a  strong 
0.5%  in  February,  following  a 
0.3%  increase  in  January. 
J,  fhose  gains  put  consumer  spending  on  track  to  grow  at 
jjn  annual  rate  in  the  neighborhood  of  3.5%  for  the 
'f  uarter  (chart).  That's  a  surprisingly  good  perform- 
Ance,  coming  after  the  fourth  quarter's  6.1%  surge, 
s;  nd  it's  enough  to  add  more  than  two  percentage  points 
"  b  the  quarter's  growth  in  real  gross  domestic  product, 
lomebuilding  should  add  at  least  another  half-point. 

;|OUSEHOLDS  HAVE  BENEFITED  from  a  number  of 
„  pecial  supports — including  tax  breaks,  cheap  energy, 
le  nd  money  from  mortgage  refinancing.  Those  supports 
fi  idll  wane  in  coming  months,  especially  given  the  recent 
« Ump  in  oil  prices,  but  real  incomes  should  continue  to 
Mse  at  a  pace  that  will  sustain  at  least  moderate 
''  Towth  in  spending. 

Households'  real  aftertax  income  got  a  big  boost 
Tom  the  January  cut  in  tax- withholding  schedules, 
eleal  income  jumped  1.7%  fi'om  December,  about  four 
i  imes  greater  than  without  the  tax  cut.  Yet  in  Febru- 
:  .ry,  incomes  managed  a  solid  0.6%  increase.  During 
he  past  year,  real  household  incomes  have  grown 
'■  lightly  less  than  4%. 

To  be  sure,  that  pace  will  cool  off.  Slack  labor  mar- 
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A  TURN  IN  THE 
INVENTORY  CYCLE 
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kets  will  result  in  smaller  gains  in  take-home  pay,  and 
costlier  gasoline  will  lift  inflation.  However,  the  squeeze 
on  buying  power  will  very  likely  be  slight  in  coming 
months.  And  later  on,  as  the  job  markets  turn  around, 
more  people  will  be  earning  paychecks. 

Households  are  not  the  only 
source  of  improving  demand. 
Government,  especially  milita- 
ry outlays,  will  add  to  growth. 
And  slowly  but  surely,  busi- 
nesses are  starting  to  shell  out 
more  for  new  equipment.  That 
shift  is  clear  in  the  trend  of 
factory  orders.  Bookings  for 
capital  equipment,  excluding 
the  volatile  swings  in  aircraft, 
rose  0.9%  in  February,  after 
a  0.7%  gain  in  January.  Capital-goods  orders  are  set  to 
post  their  first  quarterly  advance  in  nearly  two  years. 

Moreover,  first-quarter  shipments  of  capital  equip- 
ment are  also  above  their  fourth-quarter  level,  sug- 
gesting that  equipment  outlays  in  the  gross  domestic 
product  data,  due  out  on  Apr.  26,  will  score  a  small  gain 
as  well.  That  would  represent  a  major  turning  point.  In 
the  past  five  consecutive  quarters,  equipment  invest- 
ment has  declined,  causing  a  huge  drag  on  gdp  growth. 

High  tech,  central  to  last  year's  slump  in  capital 
spending,  is  also  showing  signs  of  life.  Orders  for  in- 
formation technology  gear  are  rising,  and  a  March  sur- 
vey of  chief  information  officers  at  268  companies  shows 
that  they  plan  to  lift  their  outlays  for  it  equipment  by 
7.7%,  on  average,  over  the  next  12  months.  That's  the 
fastest  planned  gain  since  March,  2001,  and  it's  up 
sharply  from  3.2%  in  February  and  from  only  1%  in 
January.  The  survey  was  conducted  by  CIO  Magazine  in 
coordination  with  Deutsche  Bank  Alex.  Brown  Inc. 

ONE  KEY  to  the  capital-spending  turnaround  is  the 
improving  outlook  for  profits  and  cash  flow.  Commerce 
Dept.  data  show  that  the  profits  recovery  began  in 
the  fourth  quarter.  After  adjustment  for  current  re- 
placement cost  of  inventories  and  capital  equipment 
(instead  of  historical  costs  that  companies  report  for  tax 
purposes),  profits  jumped  17.9%  from  the  third  quarter, 
the  first  increase  since  the  summer  of  2000.  Strong 
productivity  gains  and  cost-cutting  ensure  another  big 
increase  in  profits  in  the  first  quarter  as  well. 

Corporate  cash  flow  also  posted  a  sizable  gain,  helped 
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by  the  government's  enhanced  allowances  for  depreci- 
ation. Net  cash  flow  jumped  8.5%  from  the  third  quar- 
ter, when  it  had  risen  1.5%  from  the  second  quarter.  Al- 
though Commerce's  adjusted  profits  are  3%  below  a 
year  ago,  cash  flow  now  stands  5.3%  above  year-ago 
levels.  So  companies  headed  into  2002  with  a  growing 
reserve  of  internal  funds,  which  makes  them  less  de- 
pendent on  the  financial  markets  for  investment  capital. 

SOME  OF  THE  EXTRA  CASH  will  be  used  to  rebuild 
inventories.  Forecasters  are  coimting  on  the  upswing  of 
the  inventory  cycle  to  add  as  much  as  tw^o  percentage 
points  to  the  first  half  s  annual  rate  of  GDP  growth. 

Businesses  are  already  easing  up  on  their  pace  of  in- 
ventory liquidation.  Factory  stockpiles  shrank  by  0.8% 
in  January  and  then  by  just  0.4%  in  February  (chart, 
page  31).  That  compares  with  an  average  of  1%  in 
each  month  of  the  fourth  quarter,  w^hen  record  inven- 
tory cuts  subtracted  more  than  two  percentage  points 
from  real  GDP  growth.  Some  industries,  such  as  phar- 
maceutical, home  appKances,  and  construction  equip- 
ment are  beginning  to  build  up  their  stock  levels.  More 
businesses  should  follow  suit,  as  companies  accept  that 
demand  has  staying  power. 

The  upswing  in  the  inventory  cycle  is  greatly  im- 
proving the  outlook  for  manufacturing.  The  March 
Purchasing  Managers'  Index,  calculated  by  the  Insti- 
tute for  Supply  Management,  indicated  that  the  fac- 
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RISING  ORDERS  FUEL 
A  FACTORY  REBOUND 


tory  recovery  picked  up  steam  in  March.  That  mear 
manufacturing  had  some  momentum  heading  into  th 
second  quarter.  The  March  PMI  rose  from  February 
54.7%  to  55.6%,  the  best  reading  in  just  over  tw 
years.  Production  fell  back  a  bit  after  jumping  i 
February,  but  the  index  covering  new  orders  ros 
further  to  65.3%,  a  14-year  high  (chart) 

The  ISM  said  that  the  aver- 
age of  the  pm  in  the  past 
three  months  is  consistent 
with  real  GDP  growth  of  3.9%. 
The  survey  also  show^ed  that 
inventory  liquidation  deceler- 
ated further  in  March,  and  it 
noted  another  increase  in  the 
percentage  of  purchasers  who 
think  their  customers'  stock 
levels  are  too  low. 

A  few  weeks  ago,  Federal 
Reserve  officials  and  investors  on  Wall  Street  began  t 
recognize  that  this  recovery  shot  out  of  the  gate  at  th 
start  of  2002.  Yet  their  worry  remains  that  the  econc 
my  might  not  make  it  past  the  first  turn,  let  alon 
maintain  momentum  for  a  w^hole  year.  However,  th 
most  recent  data  showing  increased  tech  orders, 
manufacturing  turnaround,  and  resilient  consumer 
should  dispel  those  fears.  The  recovery  is  here — and  it' 
going  to  hang  around  a  w^hile. 
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TOUCHING  BOnOM-AND  STAYING  THERE 


Japan's  latest  bout  with  reces- 
sion seems  to  be  in  the  final 
round.  A  sustainable  recovery  is 
hardly  on  the  horizon,  however, 
because  of  festering  problems  in 
banking  and  government  finance. 

The  Bank  of  Japan's 
first-quarter  Tankan 
survey  of  some  9,000 
companies  offered 
fresh  signs  that  the 
current  dowTitum  is 
close  to  bottoming  out. 
The  main  index  of 
business  sentiment 
among  large  companies 
stabilized  at  the 
fourth-quarter  reading 
of  -38  after  falling  for  a  year 
(chart).  The  index  is  the  share  of 
those  reporting  better  conditions 
minus  those  reporting  worse.  A 
negative  sign  means  more  pes- 
simists than  optimists.  Expecta- 


SENTIMENT  STABILIZES 
AND  IS  SET  TO  IMPROVE 
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tions  for  the  second  quarter  im- 
proved sharply,  to  -27. 

But  rising  expectations  are  con- 
centrated among  large  companies, 
which  tend  to  export  and  thus  en- 
joy the  benefits  of  impro\ing  glob- 
al conditions  and  a 
w^eaker  yen.  Smaller 
outfits,  most  of  Japa- 
nese industry,  still  re- 
ported woi-sening  con- 
ditions, reflecting  the 
ongoing  erosion  of  do- 
mestic demand. 

Near-record  jobless- 
ness and  falling  w^ages 
have  left  consumer 
spending  to  languish 
as  companies  slash  costs.  That  in- 
cludes sending  more  production  to 
China,  meaning  that  some  jobs 
are  gone  for  good.  The  February 
jobless  rate  stood  at  5.3%,  with 
two  applicants  for  every  job  offer, 


and  the  rate  is  expected  to  hit  6% 
this  year. 

In  addition,  capital  spending  by 
businesses  remains  in  a  steep 
slide.  Profits  are  suffering  through 
2V2  years  of  declining  consumer 
prices,  which  in  February  w^ere 
down  1.2%  from  a  year  ago.  The 
Tankan  show^s  that  while  large 
companies  expect  a  36.8%  rise  in 
profits  in  the  coming  year,  they 
still  plan  to  cut  capital  outlays  by 
8.4%.  Small  companies  expect  to 
slash  spending  by  16.2%. 

The  crucial  bridge  between  im- 
pro\ing  business  sentiment  and  a 
true  recovery  will  be  financial  con- 
ditions. But  despite  the  tsunami  of 
liquidity  pumped  out  by  the  boj 
this  past  year,  bank  lending  is  still 
falling,  limited  by  nonperforming 
loans.  And  until  conditions  stop  de- 
teriorating, the  threat  of  an  out 
right  financial  crisis  remains  real.  ■ 
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It's  not  just  e-Business. 
It's  Real  Business. 
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COMPANY  I —  Edmunds -www.edmunds.com -"Where  Smart  Car  Buyers  Start' 
BEST  KNOWN  FOR  \ —  jHe  most  comprchensive  and  impartial  automotive  information 
BUSINESS  PHILOSOPHY  I —  When  you're  buying  a  car,  what  you  don't  know  can  hurt  you 
DEFINING  INTERNET  MOMENT  V —  When  syndicatlon  partners  increased  our  traffic  tenfold 


RESULTS 


The  Edmunds  brand  has  been  serving  car-shoppers  for  more 
than  35  years,  and  Digex  has  been  managing  Edmunds.com's 
Web  site  for  more  than  five  years. 

In  1994,  Edmunds.com  became  the  first  company  to 
provide  consumer  automotive  information  on  the  Internet 
by  posting  its  vehicle  pricing  on  an  Internet  Gopher  site. 
In  2000,  Edmunds  became  the  first  source  of  vehicle 
data  for  users  of  wireless  Web-enabled   devices. 
Today,  hundreds  of  Web  sites,  including  the  world's 
three  largest  portals,  use  Edmunds.com's  syndicated 
content  to  educate  car-shoppers. 

Digex  provides  full  management  of  the  Edmunds.com 
Web  site  so  they  can  focus  on  their  mission: 
empowering  the  automotive  consumer. 

To  learn  how  Digex  can  empower  your  site,  call 
1.866.344.3997  or  visit  www.digex.com/hosting. 


Managing  Business  on  the  Internet' 
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.S  THE  U.S.  CATHOLIC  CHURCH  BATTLES  THE 
lost  sordid  scandal  in  its  history,  it  is  fighting  to  preserve  its 
loral  and  spiritual  authority  as  the  largest  nongovernmental 
istitution  in  American  life.  Yet  even  as  it  does  so,  another 
atastrophe  looms — one  that  is  not  about  sex  abuse  and 
riests  but  about  money  and  management.  The  fierce  scruti- 
y  that  is  piercing  the  Church's  veil 

secrecy  over  sex  is  also  beginning 

reveal  the  largely  hidden  state  of 
s  finances.  As  the  institution's  legal 
nd  moral  crisis  builds,  so  too  do  the 
ireats  to  its  economic  foundation — 
foundation  already  under  enormous 
rain.  "If  there  is  anything  that  is 
ept  more  secret  in  the  Church  than 
ex,  it  is  finance,"  says  former  priest 
nd  activist  A.  W.  Richard  Sipe. 

The  cascade  of  legal  claims  may 
ist  be  starting.  Plaintiffs'  lawyers 
ly  as  much  as  $1  biUion  in  settle- 
ents,  many  of  them  secret,  has  al- 
eady  been  paid  since  the  first  big 
ex-abuse  case  surfaced  in  Louisiana 

1985.  And  more  payouts,  sparked 


THE 

ECONOMIC 

STRAIN 
ON  THE 


helped  manage  such  crises  as  Three  Mile  Island.  "The  Church 
has  been  hit  by  a  truck  and  permitted  the  truck  to  back  over  it 
several  times,"  he  says.  "The  quickest  way  to  deal  with  a  crisis 
is  to  tell  it  all  and  tell  it  fast."  Instead,  the  Church's  hierarchy 
helped  fuel  the  crisis  by  dealing  with  abusive  priests  in-house, 
often  reassigning  them  to  new  parishes,  and  by  insisting  that 

victims  sign  confidentiality  agree- 
ments before  receiving  settlements. 
Now,  a  groundswell  is  building 
for  radical  reforms — among  them 
optional  celibacy,  changes  in  the 
strict  dogma  about  sex,  and  the  or- 
dination of  women.  At  the  same 
time,  there  is  a  groMing  call  for 
more  financial  disclosure  and  cor- 
porate-style discipUne  for  the  bil- 
lions on  the  Church's  books.  "The 
Church  consists  of  the  people,  so 
the  people  ought  to  know  what  is 
going  on,"  says  William  B.  Friend, 
Bishop  of  the  Diocese  of  Shreve- 
port.  La.,  who  worked  in  banking 
before  becoming  a  priest. 

Indeed,  because  the  Church  de- 
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y  incensed  juries,  are  likely  in  the  fu- 
ure.  Cases  filed  to  date  "are  just  the 
ip  of  the  iceberg,  and  it  will  be  a 
nultibillion-doUar  problem  before  it 
nds,"  says  Roderick  MacLeish  Jr.,  a 

oston  attorney  who  has  represented 
nore  than  100  victims  in  the  past 
lecade.  Church  attorneys  dismiss  such 
urns  as  exaggerated.  But  they  con- 
cede that  because  much  of  its  insur- 
ince  is  either  inadequate  or  exhaust- 
id,  the  Church  increasingly  will  be 
breed  to  sell  land  and  other  assets  to 
•ay  claims.  Ultimately,  some  dioceses 
might  be  pushed  into  bankruptcy," 
varns  Patrick  Schiltz,  dean  at  the 

University  of  St.  Thomas  School  of 

aw  in  St.  Paul. 

In  turn,  that  poses  a  growing  threat 
X)  the  myriad  good  works  the  Church 
)erforms  in  its  vast  network  of 
chools,  colleges,  hospitals,  and  chari- 
ies.  If  the  scandal  cuts  into  donations, 
is  many  fear,  "that  would  create  a 
ivhole  new  class  of  victims — the  kids 
n  our  inner  cities,"  worries  David  W. 

mith,  director  of  finance  for  the  Arch- 


Legal  liabilities 
from  the  sex 
scandal  threaten 
a  U.S.  Catholic 
Church  already 
beset  by  systemic 
financial  problems 

BY  William  C.  Symonds 
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pends  nearly  entirely  on  contributions 
from  parishioners,  experts  say  such 
reforms  are  necessary  before  donors 
will  be  assured  that  the  practice  of 
covering  up  sex-suit  settlements  fund- 
ed with  the  collection  plate  has  ended. 
Already,  CathoUcs  give  half  as  much 
as  Protestants  as  a  percentage  of  in- 
come. And  a  Mar.  27  Gallup  poll 
found  that  30%  of  Catholics  are  now 
thinking  of  cutting  off  contributions. 

To  regain  parishioners'  confidence, 
the  Church  should  start  acting  Uke 
a  corporation,  says  R.  Scott  Appleby, 
director  of  the  Cushwa  Center  for 
the  Study  of  American  CathoHcism 
at  Notre  Dame.  "The  way  to  restore 
integrity,"  he  argues,  "is  to  become 
perfectly  transparent  financially,  to 
submit  financial  reports,  and  to  be- 
come exemplary  in  best  practices." 
If  you  do  this,  adds  Bishop  Friend, 
"the  money  comes  in." 

The  Church  can  ill  afford  diminished 
contributions,  operating  as  it  does  on 
donations.  A  common  perception  of 
the  Church  is  that  it  is  an  ancient 


liocese  of  Boston. 

Most  appalling  to  many  Catholics  has  been  the  insensitive 

way  Church  officials  have  handled  the  crisis,  putting  the  pro- 

ection  of  well  over  1,000  of  its  priests  above  the  interests  of 

he  victims.  On  a  scale  of  1  to  10,  "this  is  an  11,"  says  former 

Hill  &  Knowlton  Chairman  Robert  L.  Dilenschneider,  who  has 
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treasure  chest  with  deep  pockets,  re- 
plete with  opulent  basilicas,  a  world-class  art  collection,  and  tro- 
phy properties  like  New  York's  St.  Patrick's  Cathedral.  Yet  the 
glittering  holdings  and  the  enormous  reach  of  its  institutions 
mask  serious,  systemic  operating  problems. 

For  one  thing,  there  is  a  startling  lack  of  financial  controls 
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THE  U.  S.  CATHOLIC  CHURCH:  HOW  IT  WORKS 


The  Roman  Catholic  Church,  with  some  64  MILLION  MEMBERS  and 

thousands  of  affiliated  operations,  is  the  largest  and  most  influential 

nongovernment  organization  in  the  U.  S.  But  the  Church  is  not  a  unified 

corporation:  It  is  a  decentralized  organization  with  thousands  of  legally  and 

financially  separate  entities.  Its  20,000  CATHOLIC  CHURCHES  raise  some 

$7.5  BILLION  MiHUMVf.  A  primer  on  the  Church's  hierarchy: 


THE  POPE 

The  Pope  appoints  the 
bishops  who  run  the 
U.S.  Church  and  sets 
policies — including 
rules  on  who  may  be- 
come a  priest.  The  U.S. 
is  one  of  the  wealthiest 
Catholic  countries  and 
a  top  contributor  to  the 
Vatican.  Legally,  the  Vatican  is  a 
sovereign  state,  beyond  the  reach  of 
U.S.  law. 

THE  PAPAL  NUNCIO 

The  Nuncio,  who  can- 
not be  an  American,  is 
the  Papal  representa- 
tive to  the  U.S.  Based 
in  Washington,  he  re- 
views all  U.S.  priests 
nominated  for  bishop 
before  forwarding  names  to  Rome  for  fi- 
nal approval. 

THE  U.S. 

CONFERENCE  OF 

CATHOLIC  BISHOPS 

The  Conference  is  a 
kind  of  steering  com- 
mittee for  the  U.S. 
Church,  made  up  of  the 
375  U.S.  BISHOPS.  With 
a  budget  of  some  $150 
MILLION,  it  speaks  for  the  U.S.  Church 
on  policy  matters  such  as  abortion  and 
welfare  and  has  committees  on  every- 
thing from  worship  to  domestic  policy. 
The  Conference,  funded  by  the  dioceses, 
does  not  have  any  authority  over  them. 


mm 


CARDINALS 

These  so-called 
princes  of  the 
Church  have  the 
uitim-ate  power 
over  its  future, 
since  they  elect 
the  Pope.  But  the 
U.S.  has  a  small 
role  in  the  College 
of  Cardinals. 


Cardinal  Bernard 
Law,  Boston 


DIOCESES 

The  key  administrative  unit  of  the 
Church,  it  is  comprised  of  many  lo- 
cal parishes  and  headed  by  a  bishop, 
archbishop,  or  cardinal.  Everything 
from  ordinations  of  priests  to  educa- 
tion is  run  at  the  diocesan  level. 
There  are  194  IN  THE  U.S.  Although 
each  diocese  is  a  separate  legal  enti- 
ty, abusive  priests  shuffled  from 
parish  to  parish  may  extend  the  trail 
of  liability. 

PARISHES 

The  U.S.  has  some  20,000 
PARISHES,  and  each  individual 
church  depends  on  its  members' 
weekly  donations,  the  major  source 
of  funding.  Congregations  are  grow- 
ing larger,  averaging  3,000 
MEMBERS,  even  as  the  number  of 
priests  is  falling,  straining  resources. 
At  the  same  time,  the  ranks  of  U.S. 
Catholics  are  increasing  with  the  ar- 
rival of  new  immigrants. 

Data:  Center  for  Applied  Research  in  the  Apostolate  at 

Georgetown  UniversitVi  National  Catholic  Educational  Assn.; 

Catholic  Health  Assn.;  U.S.  Conference  of  Catholic  Bishops; 

Catholic  Charities  USA 
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CATHOUC  INSTITUTIONS 

SCHOOLS 

|Church  is  the  largest  operator  of  private 
)ls  in  the  U.S.,  with  over  2.6  MILLION 
)ENTS  enrolled  in  its  6,900  elementary 
lols  and   some  1,200  high  schools, 
jng  roughly  $10  BILLION  a  year.  Most  of 
ilementary  schools  are  attached  to  local 
|ihes,  while  high  schools  are  often  run  by 
tholic  religious  order,  such  as  the  Je- 
or  Christian  Brothers.  Although  tuition 
)een  rising  sharply,  schools  still  receive 
subsidies  from  the  Church. 

UNIVERSITIES 

e  are  230  Catholic  colleges  and  univer- 

with  a  combined  total  of  670,000 
)ENTS.  Most  colleges  are  sponsored  by  a 
ious  congregation,  like  the  Jesuits,  who 
28  colleges — including  Georgetown, 
on  College,  and  Holy  Cross.  Just  11  are 
sored  by  a  diocese,  and  only  Catholic 
ersity  in  Washington  is  directly  spon- 
d  by  the  Church.  There  are  few  direct  fi- 
lial ties  between  most  Catholic  colleges 
the  Church.  Most  are  run  by  a  lay  board 
ustees.  Like  other  private  colleges,  tu- 
is  the  primary  source  of  revenue,  though 
have  sizable  endowments,  like  Notre 
e's  $2.8  BILLION. 

HEALTH  CARE 

nonprofit  health-care  system  includes 
HOSPITALS,  accounting  for  17%  of  all 
hospital  admissions.  The  Church  also 
122  home  health-care  agencies  and 
ly  700  other  service  providers,  including 
;ted  living,  adult  day  care,  and  senior 
ing.  The  hospitals  alone  have  annual 
mses  of  $65  BILLION  and  account  for 
of  U.S.  health-care  spending. 

CHARITIES 

lolic  Charities  usa  consists  of  1,400 
»ICIES  that  run  soup  kitchens,  temporary 
ters,  child  care,  and  refugee  resettle- 
t.  In  1999,  Catholic  Charities  had  col- 
ve  revenues  of  $2.34  BILLION.  Most  of 
comes  from  state  and  local  govern- 
ts  and  from  program  fees.  The  Church 
)unts  for  only  about  12%  of  income. 
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ECONOMICS  OF  THE  CHURCH 


and  oversight — an  omission  that  experts  say  has  al- 
lowed bishops  from  California  to  Philadelphia  to  mis- 
use Church  funds.  What's  astounding  to  some  is  that 
even  though  billions  of  dollars  are  at  stake,  bishops 
have  almost  free  rein  over  funds  and  virtually  no  su- 
pervision. Moreover,  some  of  the  nation's  largest  dio- 
ceses are  confronting  worrisome  structural  problems — 
including  rising 
labor  costs  and 
deteriorating 
school  buildings 
and  churches,  as 
well  as  its  more  tightfisted  parishioners.  The  red  ink  is 
already  spilling.  Boston's  archdiocese  is  "facing  a  fi- 
nancial squeeze,"  says  financial  director  Smith,  and  will 
run  a  deficit  of  about  $5  million  this  year.  The  Arch- 
diocese of  New  York  has  a  budget  gap  of  about  $20 
million.  In  Chicago,  which  publishes  perhaps  the  most 
complete  financial  reports  of  any  large  U.  S.  archdio- 
cese, the  Church  saw  its  operating  deficit  for  parishes 
and  schools  soar  63%  last  year,  to  $23.3  million.  But  it's 
far  fi:x)m  insolvent,  with  $790  million  in  assets,  most  of 
which  is  in  real  estate. 

Damage  to  the  rest  of  the  Church's  empire  is 
also  a  concern.  The  U.S.  CathoUc  Church  is  by  far 
the  largest  operator  of  private  schools,  with  2.6  mil- 
lion students.  An  additional  670,000  students  attend 
the  230  Catholic  colleges  and  universities.  The  na- 
tion's Catholic  hospitals  account  for  17%  of  all  hos- 
pital admissions,  while  Catholic  Charities  USA — ^which 
collectively  spends  $2.3  billion  annually — provides 
everything  from  soup  kitchens  to  child  care  to 
refugee  resettlement  (table). 

By  no  means  would  all  of  these  institutions  be  vul- 
nerable to  billion-dollar  legal  settlements.  Nor  can 
the  Church  be  likened  to  a  unified  corporation  or  a 
conglomerate.  In  the  U.S.,  its  members  and  assets 
are  divided  along  geographical  lines  into  194  dioceses, 
each  of  which  is  legally  separate  (table). 

This  fragmentation  cuts  two  ways.  It  is  one  of  the 
Church's  strongest  defenses  in  the  current  legal 
firestorm,  making  it  all  but  impossible  for  plaintiffs  to 
go  after  the  Church  as  a  whole.  The  Vatican's  bank 
accoimts  are  also  out  of  reach:  As  a  sovereign  state, 
it  cannot  be  sued.  Similarly,  most  of  the  Church's  ed- 
ucational, medical,  and  charitable  agencies  are  walled 
off.  Although  Boston  College  has  a  $1  billion  en- 
dowment, for  example,  it  is  owned  by  a  lay  board  of 
trustees,  with  no  ties  to  the  Archdiocese  of  Boston. 

But  the  financial  web  that  ties  together  the 
Church's  massive  network  could  be  weakened  if 
more  big  jury  awards  and  settlements  materialize. 
Churches,  dioceses,  and  even  the  Vatican  have  an  es- 
sentially symbiotic  financial  relationship — one  that 
is  largely  hand-to-mouth  and  doesn't  include  large 
cash  reserves.  Joseph  Harris,  financial  officer  for 
the  St.  Vincent  de  Paul  Society  in  Seattle  and  a 
student  of  Church  finances,  estimates  that  the  na- 
tion's nearly  20,000  parishes  had  revenues  of  $7.5  bil- 
lion in  2000.  About  $6.5  billion  went  to  cover  direct 
expenses,  and  much  of  the  remaining  $1  billion  was 
used  to  subsidize  Catholic  schools. 

These  parishes  also  support  the  dioceses'  opera- 
tions, which  in  turn  funnel  money  to  other  needy 
parishes,  schools,  or  charitable  programs.  The  dio- 
ceses also  send  money  up  the  hierarchy.  They  con- 
tribute to  the  U.  S.  Conference  of  Catholic  Bishops 
(usccb)  and  also  to  the  Holy  See.  "Rome  doesn't 
usually  offer  to  help  distressed  dioceses,"  says  Bishop 
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Joseph  Galante  of  Dallas. 

In  fact,  it's  the  reverse. 
The  U.S.  and  German 
dioceses  are  the  top  two 
contributors  to  the  Holy 
See,  which  in  2000  re- 
ported total  revenues  of 
$209  million.  After  years 
of  deficits,  the  Holy  See 
named  then-Detroit  Car- 
dinal Edmvmd  C.  Szoka 
the  effective  budget  di- 
rector in  1990. 

Within  two  years,  Szo- 
ka had  used  management 
basics  to  reverse  23  years 
of  deficits.  He  trimmed 
overhead,  boosted  invest- 
ment return,  tripled  con- 
tributions from  dioceses, 
and  even  began  publish- 
ing a  consolidated  balance 
sheet.  StiU,  because  the 
Vatican  depends  so  heav- 
ily on  U.  S.  contributions, 
a  few  financially  crippling 
jury  awards  at  the  parish 
level  could  send  a  ripple 
effect  all  the  way  to 
Rome. 

Even  with  so  much  at 
stake,  most  bishops  and 
Cardinals  have  little  fi- 
nancial training  and  follow  no  Church-mandated  accounting  or 
auditing  procedures,  though  some  have  professional  ad\ice  as 
well  as  boards  of  advisers.  "Every  bishop  is  responsible  for 
his  own  diocese — he  doesn't  have  to  send  Rome  a  financial 
statement,"  says  Szoka.  This  leads  to  wide  variation.  In  New 
York,  for  instance,  the  late  Cardinal  John  O'Connor,  though 
beloved  by  his  flock,  had  a  reputation  for  being  a  terrible  fi- 
nancial administrator.  He 
was  ill  at  ease  with 
wealthy  donors  who 
could  have  pumped  up 
Church  coffers.  Yet  he 
loved  to  bail  out  money-losing  schools  and  parishes,  and  blew 
through  virtually  the  entire  endownnent. 

Some  believe  Pope  John  Paul  II  chose  Cardinal  Edward 
Egan  to  succeed  O'Connor  in  part  because  of  Egan's  strong 
record  as  a  money  mastermind.  Egan  mopped  up  a  financial 
mess  in  the  Archdiocese  of  Bridgeport  and  coimts  former 
General  Electric  Chairman  Jack  Welch  as  a  trusted  adviser. 


FEELING  THE  PINCH 

The  Church 
is  closing  a  lot 
of  its  schools. 
And  in  Warwick, 
R.  I.jtheAldrich 
mansion  may  have 
to  go  on  the  block 
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He's  so  adept  at  tackling 
costs  with  layoffs  anc 
school  closings  that  he's 
known     among     some 
Archdiocese  insiders 
"Edward  Scissorhands.' 
Yet  even  with  the  Pa 
pacfs  growing  awarene 
of  the  need  for  financ 
discipline,  the  system 
no  checks  and  balances! 
making  it  vulnerable 
abuse.  In  1998,  the  Na\ 
tional  Catholic  Repor 
revealed  that  PhiladeH 
phia's  Cardinal  Anthonj 
Bevilacqua  had  sunk  $i| 
million  into  renovating 
mansion,  a  seaside 
and  other  properties 
the  early  '90s,  even 
he  closed  money-losing 
parishes  in  impoverishe 
North       Philadelphis 
Parishioners  were  so  oi 
raged  that  they  took 
the  streets  with  signs  de 
picting    Bevilacqua 
Darth  Vader.  In  a  mor 
shocking  case,  the  ther 
bishop  of  the  diocese 
Santa  Rosa,  Calif.,  re 
signed  in  1999  after  h^ 
allegedly  forced  a  priest  to  have  sex  with  him  in  exchange  fo 
covering  up  the  priest's  embezzlement  of  church  fiinds.  Only  lat 
er  did  the  laity  learn  the  bishop  had  also  incurred  enormou 
losses  through  mismanagement,  including  offshore  investments 
And  in  Ft.  Lauderdale,  local  law  enforcement  authorities  ar 
now  investigating  $800,000  in  missing  funds  at  a  local  Catholi 
parish.  Getting  the  financial  docimients  "has  not  been  easy; 
says  a  spokesman  for  the  Archdiocese  of  Miami. 

So  far,  many  of  the  doors  that  could  reveal  a  true  picture 
the  Church's  finances  remain  tightly  sealed.  Kenneth  Korotlo] 
chief  financial  officer  of  the  USCCB,  says  the  U.  S.  Church  h; 
not  even  attempted  to  prepare  a  consolidated  financial  stat^ 
ment.  Although  Chicago,  Detroit,  Shreveport,  and  other  di( 
do  disclose  their  numbers,  some  of  the  largest — ^including  Ne\ 
York  and  Philadelphia — refuse  to  release  financial  reports  t 
their  members.  Charles  E.  Zech,  an  economics  professor  at  VT 
lanova  University,  in  Villanova,  Pa.,  says  38%  of  Cathohc 
don't  know  how  parish  donations  are  being  spent. 

The  same  secrecy  has  obscured  just  how  much  the  Churc 
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DONATIONS 
ARE  MEAGER. 


...AND  SOME  DIOCESES        ...WHILE  THE  RANKS  OF      ...FORCING  THE  CHURCH 
ARE  RUNNING  DEFICITS...    PRIESTS  ARE  DWINDLING...  TO  HIRE  LAY  PERSONNEL. 


..PUSHING  UP 
LABOR  COSTS 


MEOIM 
SAURIES 


I: 

I     MORMONS  PROTESTAKTS  CATHOLICS         BOSTON    NEW  YORK   CHICAGO  'tS  '95 

I   ▲  PERCENT  AMIUIONS  ▲  THOUSANDS  ▲  PERCENT 

I  Data:  Catholicism  USA.  National  Assn.  of  Church  Personnel  Administration 


PRIESTS 


$29,874* 


MEMBERS  OF 

RELIGIOUS 

ORDERS 


$18,600 


LAY  PARISH  $45,071 

ADMINISTRATORS 


'INCLUDES  H0USIN6  AUOWANCE 
AND  OTHER  BENEFITS 
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ovartis  and  Clay  drove 
his  '•feiiF^a  into  remission 
in  60  days. 


t  "Last  year,  cancer  made  me  too  weak  to  climb  a 
flight  of  stairs.  This  year,  I  climbed  Pike's  Peak 

^     and  loved  it."  —  Clay  Coker 


In  March  2000  Clay  Coker  dragged  himself  into  his  local  ER.  He 
had  already  suffered  through  months  of  fever,  chills  and  extreme 
fatigue,  but  what  he  discovered  made  him  feel  even  worse.  He 
was  diagnosed  with  cancer.  It  had  made  him  so  weak  that  climbing 
a  flight  of  stairs  became  impossible.  But  those  dark  days  are  over. 
Today,  Clay's  feeling  great  and  climbing  mountains  to  prove  it. 
Novartis  is  proud  to  be  the  innovative  force  that's  bringing  new 
optimism  and  hope  to  patients  and  their  families.  No  one  can 
promise  what  the  future  holds  for  cancer  patients,  but  today  Clay 
is  winning  the  fight  against  his  particular  form  of  cancer;  enjoying 
a  good  quality  of  life  and  realizing  his  dreams. 


Think  what's  possible. 
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www.novartis.com 


! 


Cover  Story 


ECONOMICS  OF  THE  CHURCH 


has  paid  out  so  far  in  settlements  and  how  much  more  could 
be  on  the  line.  Mark  Chopko,  general  counsel  at  the  usccB, 
says  he  "doesn't  know  the  total  volume  of  settlements"  be- 
cause many  were  sealed  but  estimates  that  $350  million  has 
been  paid  to  \'ictims  so  far.  But  plaintiffs'  lawyers  insist  the 
amoimt  is  close  to  $1  billion.  Moreover,  the  legal  climate  is 

tilting  against  the 
Church,  warns  law  dean 
Schiltz,  who  has  defend- 
ed both  Protestant  and 
Catholic  chui'ches  against 
almost  500  sexual  misconduct  suits.  Given  the  volume  of 
damning  media  coverage,  Schiltz  predicts  legislators  in  some 
states  eventually  will  make  it  easier  to  sue  the  Church. 

At  the  same  time,  the  Church  faces  "an  increasingly  grim 
insurance  situation,"  adds  Schiltz.  What  little  coverage  it 
has  is  being  exhausted.  In  Boston,  'Ve  have  paid  out  just  less 
than  $30  million  in  claims  and  expenses  relating  to  miscon- 
duct,"   says    Smith,    the 
Archdiocese's  top  financial 
official,  and  insurance  has 
paid  most  of  it.  But  he 
warns  that  insurance  will 
fall  short  of  all  the  claims 
now  pending,  which  plain- 
tiffs'   attorneys    predict 
could  hit  $100  million  in 
Boston  alone. 

Inevitably,  the  Church 
will  be  forced  to  sell  as- 
sets and  cut  programs  to 
pay  claims,  as  some  hard- 
hit  dioceses  have  already 
done.  To  settle  187  suits 
in  the  mid-'90s,  the  Arch- 
diocese of  Santa  Fe  had 
to  sell  vacant  properties 
and  a  retreat  center,  says 
CFO  Tony  Salgado.  Even 
so,  it  ran  deficits  for  six 
years,  which  halted 
growth  in  ministries.  Sim- 

Uarh^  after  sex-abuse  settlements  and  a  scandal    CARDINAL  EGAN 
invoking  its  bishop,  Santa  Rosa  was  saddled    -^  ,         . 

with  a  $16  million  debt.  It  was  forced  to  ax  50  of  1 HG  neW  nead 
75  employees,  sell  land,  and  borrow  from  other  nf  th6  ArchdiOC6S6 
dioceses.  What's  next?  In  Boston,  there's  specu- 
lation the  Archdiocese  might  sell  some  prized 
land  to  Boston  College,  which  wants  to  expand. 
And  in  Providence,  lawyers  are  eyeing  the  dio- 
cese's most  opulent  property — the  Aldrich  man- 
sion in  Warwick,  R.  I.,  where  John  D.  Rockefeller 
Jr.  was  married. 

An  additional  strain  on  the  entire  Church  is  a  moimting  la- 
bor-cost crisis.  For  decades,  the  Church  reUed  on  an  army  of 
priests  and  nuns,  paid  next  to  nothing,  to  run  its  parishes  and 
schools.  Now  experts  fear  the  abuse  scandal  will  deal  a  fur- 
ther blow  to  the  priesthood,  since  even  fewer  men  will  choose 
this  vocation — at  least  imtil  the  chastity  rule  is  relaxed. 

Meanw^hUe,  with  the  average  priest  now-  60  years  old,  "the 
number  of  active  priests  will  shrink"  as  retirements  pick  up, 
says  Brian  Froehle,  head  of  the  Center  for  Applied  Research  in 
the  Apostolate.  Add  to  that  the  decline  in  the  ranks  of  nuns — 
whose  numbers  have  dropped  from  174.000  in  1965  to  less 
than  half  that  now — and  the  Church  will  have  to  rely  more  on 
lay  workers,  who  are  far  more  costly.  The  median  salary  for  a 
diocesan  priest  is  about  $13,600,  plus  $16,000  in  li\ing  expens- 
es, says  Sister  Ellen  Doyle,  executive  director  of  the  National 
Association  of  Church  Personnel  Administrators.  In  contrast, 
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of  New  York  has  a 
record  of  fiscal 
discipline 


parish  administrators — often  hired  to  do  work  once  done 
priests — are  paid  aroimd  .$45,000,  says  Doyle.  That's  not 
mention  the  need  to  increase  the  notoriously  low  salaries  p; 
to  teachers  in  most  Catholic  schools.  But  inner-city  Catho] 
schools  are  in  no  position  to  hike  salaries.  As  it  is,  "affording 
ition  [of  $2,300]  is  a  big  problem"  for  parents  sending  their  kil 
to  M&Kinley  Park  Cathohc  School  on  Chicago's  Southw( 
Side,  says  the  Reverend  James  Hyland.  Enrollment  in  Chi^ 
as  a  whole  dropped  3.4%  in  the  current  school  year,  the  most 
a  decade,  leading  the  Archdiocese  to  announce  it  would  close 
elementaiy  schools. 

Catholic  charities  could  also  be  hurt.  In  Boston,  Catho 
Charities — the  No.  2  pro\ider  of  social  services  after  the  state 
is  already  planning  a  15%  reduction  in  its  central  staff  and 
bailing  out  of  some  of  its  programs.  Mostly  that's  because  of  r 
duced  government  funds,  w^hich  pro\ide  54%  of  its  budgt 
But  in  the  w^ake  of  the  abuse  scandal,  fund-raising  covdd  al 
suffer  Health  care  won't  be  directly  hit  by  the  scandals,  argu 

the  Reverend  Michael  - 
Place,  CEO  of  the  Catho! 
Health  Assn.,  becai 
much  of  its  funding  coi 
from  government  or  pi 
vate  insurance.  Even  so, 
concedes  that  "the  currei 
financial  status  of  the 
istry  is  challenged." 

If  anyone  can  see  gi 
coming  out  of  so  much 
it's  the  Catholic  fait 
Sister  Jane  Kelly,  a  7 
year-old  nvm  w-ho  exposi 
sexual  and  financial  abus 
in  Santa  Rosa,  figures  t 
scandals  can  be  an  oppo: 
tvmity  for  reform.  "Se: 
misconduct  of  clerics  h; 
been  an  abscess  on  t 
Body  of  Christ  for  ee: 
turies,"  she  says.  And 
its  credit,  the  Church  i 
moving  toward  more  force 
ful  measui-es  to  prevent  further  cases  of  se 
abuse  by  priests — a  subject  the  U.S.  Bishop 
win  address  at  their  June  meeting. 

But  there  are  few  signs  the  Bishops — or  th 

Pope,  who  has  the  ultimate  say — are  about  t 

heed  the  will  of  reformers.  "I  don't  see  a  majo 

change  coming  in  ceUbac}'"  right  now;  says  Bish 

op  Galante.  Nor  does  the  Church  appear  to  b 

moxing  toward  requirements  for  a  more  tram 

parent  system  of  financial  reporting.  "Our  missio 

is  to  preach  the  Gospel,"  says  Cardinal  Szoka,  who  urges  bish 

ops  to  publish  finances  but  dismisses  American  calls  for  finar 

cial  reforms  as  a  result  of  "secularization."  The  Church  "i 

not  an  empu-e.  It's  not  a  financial  entity.  That's  secular  talk." 

It's  all  a  forceful  reminder  that,  after  2,000  years  of  histc 

ry,  the  Cathohc  Church  isn't  a  democracy.  But  for  the  U.  S 

Church,  the  stakes  have  never  been  this  high.  Further  delay 

and  missteps  may  only  increase  the  price  it  must  pay — ^ij 

money,  in  prestige,  and  ultimately,  in  power. 

With  Michelle  Conlin  iri  New  York,  Gail  Edmondson  ii 
Vatican  City,  Aim  Therese  Palmer  iii  Chicago,  Christophe 
Palmeri  in  Los  Angeles,  and  Aixa  M.  Pascual  in  Atlanta 
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For  a  Q&A  with  Cardinal  Edmund  C.  Szoka,  the  Vatican's  top  finance 
man,  see  the  Apr.  5  Daily  Briefing  at  www.businessweek.com. 


At  Fannie  Mae,  our  job  is  to  lower  costs 

to  save  home  buyers  money. 
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www.fanniemae.com 


At  Fannie  Mae,  our  main  purpose  is  to  lower  the  cost  of  homeownership 
so  that  more  families  can  experience  the  joy  and  pride  of  having 
homes  of  their  own. 

That's  been  our  goal  for  over  30  years.  And  our  work  is  paying 
off.  We  help  lenders  offer  mortgages  to  home  buyers  that 
save  them  as  much  as  $30,000  over  the  life  of  a  30-year, 
fixed-rate  conventional  loan. 

You  see,  at  Fannie  Mae,  everything  we  do  is  in  the  pursuit  of  one 
goal  —  making  the  American  Dream  an  affordable  dream. 


FUN  MOBILES:  The  Mini  (left)  and  Element  (below. 


MARKETING 


WHAT  JUNIOR 
WANTS  TO  DRIVE 


FiaH 


It's  gotta  be  cool, 
practical-and  definitely 
not  something  "some  old 
guy  is  trying  to  sell  them" 

Eighteen-year-old  John  Vamer  got 
the  first  glimpse  of  his  dream  car 
not  on  "R^  or  in  a  magazine,  but  in 
a  video  game.  The  Mission  Viejo 
(Calif.)  teen  was  so  impressed  by  how 
the  Subaru  Impreza  WRX  performed  in 
Gran  Turismo,  a  rally-car  racing  game 
for  Sony  Corp.'s  PlayStation,  that  he 
rushed  down  to  Frank's  Irvine  Subaru. 
Using  money  from  his  mother,  he  placed 
his  order  for  the  $26,000  turbocharged 
sedan  months  before  it  went  on  sale. 

Sound  like  an  odd  basis  for  such  an 
important  purchase?  Better  not  consid- 
er a  career  in  marketing  cars  to  young- 
sters, then,  because  Vamer  is  no  fluke. 
Frank's  was  so  overrun  with  orders 
from  young  buyers  who  had  learned 
about  the  WRX  from  video  games,  the 
Internet,  or  watching  European  rally 
racing  on  cable  TV  that  80  of  the  cars 


were  already  presold  by  the  time  the 
first  vehicle  arrived  in  the  showTOom 
last  March,  recalls  the  dealership's  gen- 
eral manager,  Horacio  AntonieUi.  A  year 
later,  with  Subaru  on  track  to  sell  25,000 
WRXs  in  2002 — double  its  original  pro- 
jection— the  car  has  drawn  a  new  gen- 
eration to  a  brand  associated  with  prac- 
tical cars  for  baby  boomers. 

With  under-25s  such  as  Vamer  adding 
4  million  kids  annually  to  the  ranks  of 
drivers,  it's  little  wonder  that  carmakers 
are  scrambling  to  develop  cars  to  suit 
them.  Most  are  priced  under  $20,000, 
though  a  few  more  upscale  vehicles,  like 
the  WRX,  are  showing  up  as  a  top  choice 
among  youngsters  in  marketing  surveys. 
And  although  small-car  sales  typically 
generate  tiny  profits,  manufacturei-s  are 
hoping  to  get  an  early  hold  on  the  loy- 
alty of  a  group  that  wall  trade  up  as  it 
gains  in  affluence. 

The  influx  of  young  buyers  is  forcing 
carmakers  to  rewTite  their  rules  for 
product  design  and  marketing.  After  fail- 
ing in  clumsy  efforts  to  woo  them  with 
bizarre  styling  or  appeals  to  nostalgia, 
designers  are  coming  up  with  cars  that 


adapt  to  youngsters'  all-over-the-plac 
lifestyles.  Many  of  these  vehicles  ai 
highly  customizable  and  leavened  with 
touch  of  whimsy.  Auto  makers  are  aU 
dialing  down  the  marketing  volume,  op 
ing  for  Internet  contests  or  campus  te: 
drives  over  the  strained  relevance 
noisy  TV  spots  featuring  extreme  skat«licri 
boarders  or  mainstream  celebrities.  Gei  m 
erous  financing  plans  also  help,  althoug  |^j 
in  many  cases  it's  doting  boomer  paj  t.i 
ents  who  are  picking  up  the  tab.  "The 

parents  are  paying  aniraig 
they  have  the  moi  m 
ey  to  do  it,"  saj  m 
Wesley  R.  Brow  h& 
of    auto    consu-  )m 
tants     Nextren  na 
Inc.  in  Thousan  v6 
Oaks,  Calif.  ^. 

Middle-age  nati 
auto  executive  ts 
have  learned  the  hard  way  that  wir  dii 
ning  over  the  PlayStation  generatio  iki 
isn't  easy.  Retro  designs  such  as  Volks  le; 
wagen's  New  Beetle  and  Chrysler's  R  n: 
Cruiser  became  boomer  icons,  but  the  ear 
failed  to  connect  with  kids.  Ultra-ag  tf. 
gressive  styling  such  as  Toyota  Moto  t'\ 
Corp.'s  oddly  shaped  Echo  and  Genen  ige 
Motors  Corp.'s  garish  Pontiac  Azte  rj 
flopped  with  young  buyers,  too.  TVuth  L*  ^i 
successes  with  the  twentysomethin 
crowd  so  far  seem  to  have  been  partlfci; 
accidental.  Volkswagen's  Jetta,  Passat  j.  ■ 
and  Golf  GTI  caught  on  with  kids  wh 
saw  them  in  Europe  or  on  the  Internet 
while  Honda's  Civic  benefited  from  th 
"tuner"  crowd's  interest  in  customizing 
Says  John  Wolkonowicz,  a  partner  a  pej 
the  Bulin  Group,  a  Northville  (Mich 
generational  strategy  firm:  "It's  on» 
thing  to  say  you're  going  after  youtl  nt 
and  another  to  capture  them.  The  sac  ig; 
truth  is,  they  kind  of  have  to  find  you, 

To  increase  their  success  rate,  aut(k{ 
makers  are  going  all  out  to  develoj 
fresh  products.  There  are  reconfigurabl 
wagons  such  as  the  Toyota  Matrix  an( 
Pontiac  Vibe,  which  went  on  sale  ii 
February.  There  are  small  crossover 
sport  utilities,  such  as  the  car-base( 
Mitsubishi  Outlander,  due  this  summei 
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Real  version  of 
popular  video- 
game rally  car 


Cute  British 
classic,  reinvented 


Stylish  wagon 
with  loads 
of  room 


Dorm  room  on 
wheels,  with 
rubber  interior 


Rolling  sound 
studio  with 
awesome  audio 


Data:  Company  reports,  BusinessWeek 
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high-performanc^  WRX  rivals  such  as 

i  Mitsubishi  Lancer  EVO  7,  scheduled 

next  January.  Honda  Motor  Co.'s 

f^ement,  which  goes  on  sale  in  Novem- 

r,  is  in  a  class  by  itself — a  boxy,  rub- 

•  I -floored  "dorm  room  on  wheels"  for 

21 1;  surfer  crowd.  This  spring,  BMW  will 

"'^  Jig  its  trendy,  British-bom  Mini  Coop- 

^ !  back  to  the  U.  S.  after  a  34-year  ab- 

I  ice.  It's  promoting  the  car,  starting  at 

e  3,850,  as  "the  worid's  first  street-legal 

t-Kart."  Toyota,  whose  average  cus- 

■^  ner  is  now  45,  has  created  an  entire 

'« tutique  brand.  Scion,  to  market  cut- 

^  ig-edge  vehicles  for  youth  starting  in 

4  ne,  2003  (page  52). 

If  I  But  there's  also  risk  in  trying  too  hard. 

^  nving  grown  up  in  a  period  of  rampant 

'  n  iisumerism,  this  generation  is  turned  off 

-aj   strong  come-ons,  says  Chris  Robinson, 

't  ('s  director  for  youth  marketing.  Eric 

ill Ihumaker,  a  key  designer  of  Honda's 

"D  ement,  agrees:  "If  it  looks  to  them  like 

in  rne  old  guy  is  trying  to  sell  them  some- 

ing,  they'll  run  for  the  hills."  One  al- 

'» jmative:  virtual  test  drives.  As  Sub- 

"e  u's  success  with  the  WRX  shows,  efforts 

™  cultivate  designers  of  video  games  can 

tio  ark  awareness  among  young  guys.  The 

Js  iw  games  have  near-lifelike  images  and 

P  'action  speeds,  based  on  specs  provided 

ne '  carmakers. 

%  Another  myth  about  young  buyers  is 
to  |at  they  want  aggressively  styled  cars. 
n  Drget  it,  says  Jason  Dablow,  22,  of 
le  Dsta  Mesa,  Calif.:  "It's  hideous,"  he 
1  ii  lys  of  the  Aztek.  Pontiac  took  a  more 
iiij  inservative  approach  with  the  Vibe. 
tljfiams  Pontiac/GMC  marketer  Craig  Bier- 
at^:  "Young  buyers  aren't  as  far  out 
hi  fere  as  we  think  they  are." 
et  j  What  they  really  want — surprise — is 
li<  vehicle  that  is  practical,  fun,  and 
ig^eap.  The  $17,000  Pontiac  Vibe  crams 
i\ie  people  into  a  14-foot-long  car  that 
ti  m  be  converted  into  a  cargo  wagon, 
lit  onda  designed  the  tall,  square  Ele- 
thent  as  a  clubhouse  on  wheels  for  guys 
a(;luctant  to  enter  adulthood.  With  an 
1.  <pected  price  of  $16,000  to  $20,000,  it 
tfas  rear  seats  that  fold  to  the  sides  of 
3[^e  vehicle  to  open  up  sleeping  space  or 
iltKtra  cargo  room.  Next  year,  Toyota's 
libX,  the  first  vehicle  to  wear  the  Scion 
iradge,  will  come  with  a  high-output  dig- 
audio  system  that  transforms  it  into 
rolling  sound  studio." 
Will  all  these  cars  grab  the  road?  Not 
ely.  Even  appealing  models  could  be 
undermined  by  having  to  be  sold 
through  the  same  dealers  who  pitch 
stodgier  vehicles  at  mom  and  dad. 
For  all  the  pitfalls,  though,  each 
year  brings  4  million  new  reasons 
why  carmakers  have  no  choice  but 
to  give  it  their  best  shot. 

By  Joann  Muller,  with  David 
Welch  and  Kathleen  Kerwin,  in 
Detroit 


WAL-MART  IS  EATING 
EVERYBODY'S  LUNCH 


When  supermarket  chain  Albert- 
son's Inc.  announced  on  Mar. 
13  that  it  was  closing  116 
stores  in  Houston,  San  Antonio, 
Memphis,  and  Nashville,  it  noted 
that  those  markets  were  "underper- 
forming."  And  for  good  reason:  In  re- 
cent years,  as  Wal-Mart  Stores  Inc. 
has  added  groceries  to  its  all-in-one 
stores  in  the  area,  the  discounter  has 
made  big  inroads. 

Albertson's  isn't  the  only  grocery 
giant  feeling  the  pain  of  Wal-Mart's 
supermarket  assault.  Kroger,  Safe- 
way, and  Food  Lion  are  all  cutting 
costs  and  lowering  prices  to  blunt 
Wal-Mart's  impact.  In  the  past 
14  years,  the  Bentonville  (Ark.) 
mega-retailer  has  built  more 
than  1,000  of  its  so-called  Su- 
percenters  and  now  claims  the 
No.  1  spot  in  the  U.  S.  grocery 
market.  Counting  grocery  sales 
in  all  its  outlets — including  its 
Sam's  Clubs  and  discount 
stores — Wal-Mart  last  year 
held  a  16%  share  of  the  mar- 
ket, vidth  an  estimated  $80  bil- 
lion in  food  sales.  The  world's 
largest  retailer  is  adding  anoth- 
er 185  Supercenters  this  year. 

Worse  yet  for  its  rivals,  a 
more  intense,  head-on  battle  is 
coming.  Over  the  past  four 
years,  Wal-Mart  has  opened 
about  30  of  its  smaller,  grocery- 
focused  Neighborhood  Markets, 
with  another  15  or  20  to  be 
added  this  year.  The  smaller 
stores  are  easier  to  build  in  con- 
gested urban  areas  and  offer 
more  convenience  for  shoppers 
intimidated  by  the  sprawling 
Supercenters.  Wal-Mart  won't 
talk  about  expansion  plans  beyond 
this  year,  but  it  could  have  nearly 
3,000  Neighborhood  Markets  within  5 
to  10  years,  according  to  Chris 
Ohlinger,  chief  executive  of  retail  con- 
sulting firm  Service  Industry  Re- 
search Systems  Inc.  "The  Neighbor- 
hood Markets  are  the  traditional  food 
retailer's  worst  nightmare,"  he  says. 

So  far,  Wal-Mart  has  used  its  low 
prices  to  lure  shoppers  to  Super- 
centers  sprinkled  throughout  the 
suburbs  and  far  firom  city  centers. 
But  the  company  has  had  little  to  of- 
fer shoppers  who  wanted  the  conven- 
ience of  a  local  supermarket. 

Now  it  does.  Having  tinkered  with 


the  Neighborhood  Market  formula, 
analysts  say,  Wal-Mart  has  honed  a 
format  loaded  with  potential.  While 
the  break-even  annual  sales  target  of 
each  store  is  about  $8  million,  most 
are  doing  $15  million  to  $20  million 
in  business,  says  Burt  Flickinger  III, 
a  managing  director  at  Reach  Mar- 
keting, the  strategic  consulting  firm. 

Moreover,  large  grocery  chains  look 
hke  a  prime  target.  In  a  recent  pric- 
ing study  in  Mesquite,  Tex.,  analyst 
Robert  Buchanan  of  A.  G.  Edwards  & 
Sons  Inc.  found  that  on  a  basket  of 
215  goods,  Albertson's  price  was  43% 
above  Wal-Mart's,  while  Kroger's 


Struggling  to 
compete, 
Kroger  and 

^     „  -  Safeway  Inc.  be- 

SaieWay  nave     gan  selectively 

cutting  prices  to 

cut  prices 


ran  39%  higher. 
Recently,  gro- 
cers have  taken  to 
fighting  fire  with 
fire.  Late  last  year, 
Kroger  Co.  and 


WAL-MART  SHOPPERS 


match  Wal-Mart 
and  others.  But  if 
those  moves  please 
customers,  they 
are  clearly  taking  a  toll  on  profits. 
Many  grocers  are  also  trying  to 
differentiate  themselves  from  Wal- 
Mart.  Most  have  pumped  up  the 
sales  of  higher-margin  items  such  as 
baked  goods.  H.  E.  Butt  Grocery  Co. 
and  Albertson's  have  added  drugs 
and  gas  pumps. 

Will  that  be  enough  to  slow  the 
Wal-Mart  advance?  Traditional  grocers 
say  they  aren't  worried.  "We  have  a 
huge  head  start,"  says  Kroger  CEO 
Joseph  A.  Pichler.  Perhaps.  But  that 
hasn't  stopped  Wal-Mart  from  becom- 
ing the  biggest  player  in  groceries. 

By  Roberi  Bemer  in  Chicago  and 
Stephanie  Anderson  Forest  in  Dallas 
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FINANCE 


THERE  GOES 
THE  CHEAP  MONEY 


In  Enron's  wake, 
borrowers  turn  from 
commercial  paper 
to  longer-term  debt 

Eastman    Chemical    Co. 
may  not  be  a  household 
name,  but  as  the  credit 
flowed  freely  on  Wall  Street, 
the  Kingsport  (Tenn.)  maker 
of  specialty  chemicals  was 
able  to  borrow  for  a  song. 
Last  May,  when  the  East- 
man Kodak  Co.  spin-off  ac- 
quired a  rival's  resins  busi- 
ness, the  company  covered 
the    $244    million    purchase 
mostly  by  issuing  commercial 
paper — 30-day,        renewable 
notes  with  a  mere  2.5%  inter- 
est rate.  And  although  East- 
man originally  planned  to  re- 
place     the       paper      with 
longer-term  debt,   manage- 
ment became  loath  to  give 
up  that  great  rate.  Instead,  it 
just  rolled  the  notes  over 
every  month. 

But  with  the  spate  of  big- 
name  bankruptcies  and  ac- 
counting scandals  sending 
tremors  through  the  credit 
markets,  Eastman's  chief  fi- 
nancial officer,  Albert  J.  Wargo,  moved 
recently  to  change  that.  He  traded  in 
$400  million  of  Eastman's  short-term 
bon'owing  for  longer-term  notes  cost- 
ing 7%.  While  the  move  will  cut  a  hefty 
$18  milHon  out  of  Eastman's  pretax 
profits  this  year,  Wargo  takes 
solace  that  rates  remain  his- 
torically low.  "The  short-term 
markets  are  not  as  stable  as 
they  used  to  be,"  he  sighs. 
"I'm  willing  to  suffer  a  little 
pain  right  now  because  at 
some  point  in  the  future, 
rates  will  be  higher." 

Wargo  has  plenty  of  com- 
pany. Since  the  fall,  Moody's 
Investors  Service,  Standard 
&  Poor's,  and  other  rating 


agencies  have  applied  tougher  scrutiny 
to  corporate  balance  sheets — effectively 
pushing  many  borrowers  out  of  the 
volatile  short-term  lending  market.  At 
the  same  time,  the  prospect  of  economic 
recovery  has  convinced  most  execs  that 
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a  rise  in  interest  rates  is  inevitable.  Tl 
combination  has  sent  chief  financial  ofl 
cers   throughout   Corporate   Americ  *■  ^ 
scrambling  to  shore  up  balance  sheei  • 
with  more  stable  debt  and  lock  in  today  "^  • 
low  rates  while  they  can.  The  latest  1  f^ 
go  long:  AOL  Time  Warner  Inc.,  which  c  ^-^ 
Apr.  3  sold  $6  billion  in  bonds,  largely  t  ^  P 
reduce  its  short-term  obUgations.  t'^- 

The  massive  shift  has  sent  the  vali  ■ 
of  outstanding  commercial  paper  of  noi  '^ 
financial  companies  in  the  U.S.  fallir  '^''' 
sharply:  From  a  peak  of  $315  bilhon  i  ^^' 
November,  2000,  it  has  dropped  1  bt' 
some  $172  billion  today.  Analyst  ''^ 
expect  it  could  contract  fiirthe  i™ 
in  coming  months.  And  anoth«  *'- 
corporate  blo\vup  could  caiu  ^ 
the  commercial  paper  marki  P^ 
to  dry  up  even  more.  "If  tV  iRti 
commercial  paper  markt  >*' 
were  to  shut  down,  AOL  an  Th' 
lots  of  other  companies  coul  wl 
have  real  problems,"  saj  "H" 
Philip  Olesen,  a  fixed-inconr  'w 
analyst  at  UBS  Warburg.  «•' 

The  trouble  is,  bolsterin  Bua 
the  balance  sheet  with  moi  f«r 
stable  debt  comes  at  a  consif  Bte, 
erable  expense.  \^^th  the  equit  ■m 
markets  largely  closed  to  is  Unci 
suers  and  with  bankers  tigh  Bin 
ening  credit  as  well,  many  bo:  ffis 
rowers  are  issuing  long-ten  "in 
bonds  at  rates  that  are  doi  lise, 
ble,  or  even  triple,  what  the  irol 
were  paying  on  the  short  en<  a ' 
Louise  Purtle,  head  of  U.  5  ion 
credit  strategy  at  Credii  ffk 
Sights,  a  New  York  researc  mii 
firm,  estimates  that  Gener:  fthf 
Electric  Capital  Corp.'s  rr  w 
cent  sale  of  $11  billion  (  Kb 
longer-term  bonds  in  ordt  ma 
to  begin  scaling  back  11  'th 
massive  $100  billion  exposui  b 
to  the  commercial  paper  mai  pK 
ket  will  raise  its  borrowing  costs  b  i8i 
as  much  as  $100  million  this  year  alon^  ifil 
Analysts  estimate  that  similar  shift  Bto 
on  the  part  of  AOL  and  Verizon  Con  oler 
munications  could  raise  those  compj  bhi 
nies'  borrowing  costs  by  $300  millio  Bt; 
and  $100  miUion,  respectivel  h 
That  could  trim  about  3%  o  [m 
of  aol's  earnings  this  yes  idt 
and  trim  Verizon's  by  1%.  r^ 
Add  that  up  for  every  con  le 
pany  making  the  switch,  an  i 
the  collective  toll  on  corporal  «e 
profits — and  the  U.S.  ecom  id 
my — could  be  huge.  Davi  l)« 
Wyss,  chief  economist  at  s&  : 
estimates  that  the  shift  out  <  B 
EST  commercial  paper  and  int  t 
bonds  could  raise  Corporal  i.Vi 
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Huch  as  $30  billion  this  year. 

I  While  that's  just  a  fraction  of  the 
]  1752  billion  in  pretax  profits  that  Cor- 
;  jrate  America  earned  last  year,  it's 

IUl  enough  to  shave  as  much  as  two- 
nths  of  a  percentage  point  off  of  gross 
Qslbmestic  product  this  year.  And  that 
t  leans  plenty  of  money  that  might  oth- 

•wise  have  gone  into  capital  spending, 
1,'  2W  product  development,  or  market- 

[g  will  be  diverted  to  debt  payments, 
i  It's  just  one  more  nick  against  the  re- 
:i  pvery,"  says  Wyss. 

11  I  Of  course,  the  sudden  rush  into  bonds 
n  lustrates  just  how  many  companies  let 
i  ;ieir  balance  sheets  get  out  of  whack  in 
1,1  lie  1990s.  Many  companies  quietly  used 
tl  )mmercial  paper  to  slash  borrowing 
■J  )sts  and  bolster  sagging  profits.  In- 
ai  Bed,  new  commercial  paper  borrowing 
ri  gualed  roughly  18%  of  nonfinancial  cor- 
t  orate  long-term  borrowing  in  2000, 
li  Dout  twice  the  level  of  1995. 
5  I  There's  a  simple  reason  why.  With 

I  fiort  maturities — from  1  to  270  days — 
-3  pmmercial  paper  was  originally  intend- 
!  |d  to  help  cover  short-term  funding 

eeds  such  as  payrolls.  But  when  the 
rii  finualized  interest  cost  for  commercial 

10  pper  fell  as  low  as  1.75%  in  the  late 
,ji  090s,  many  companies  began  using  it  to 
n  nance  longer-term  projects  such  as  con- 
i  :ructing  new  factories. 

j1  But  while  it's  cheap,  commercial  pa- 
rs ler  is  an  inherently  risky  form  of  bor- 
ei  t)wing.  If  questions  of  financial  health 

0  rise,  a  company  may  find  itself  unable 
h  c)  roll  over  short-term  notes.  The  rea- 
i^ii  on:  Securities  &  Exchange  Commis- 

ion  regulations  require  that  money- 
ij  larket  funds — the  main  buyers  of 
ji  pmmercial  paper — keep  at  least  95% 
ei  f  their  assets  in  the  highest-grade  com- 
r  [lercial  paper.  As  a  result,  companies 

uch  as  Tyco  International  Ltd.  and 
J  onart  Corp.  were  suddenly  shut  out 
i  f  the  commercial  paper  market  when 

II  ley  were  downgraded  by  the  rating 
,12  gencies.  The  ensuing  liquidity  squeeze 

1  ^as  a  big  reason  the  latter  was  forced 

11  3  file  for  Chapter  11  on  Jan.  22.  "In- 
if  estors  in  commercial  paper  have  zero 
[  olerance  for  credit  risk,"  says  Jack 
p  flalvey,  chief  global  fixed-income  strate- 
i(  fist  at  Lehman  Brothers  Inc. 

f!  Despite  the  higher  costs,  many  man- 
( fgements  say  that  there  is  a  bright  side 
ei  p  debt  rejiggering.  Thanks  to  11  Fed- 

ral  Reserve  rate  cuts  last  year,  invest- 
I  lent-grade  companies  can  still  borrow 
ji  t  just  above  6% — a  fraction  of  the  11% 
■J  ate  those  same  borrowers  would  have 
n  laid  coming  out  of  the  1991  recession. 
VI  h  every  debt  cloud,  a  silver  lining. 
J     By  Dean  Foust  in  Atlanta  atid  Mar- 

'aret  Popper  in  New  York,  vnth  Amy 
„l  Barrett  in  Philadelphia,  Peter  Elstrom 
^  n  New  York,  and  bureau  reports 


ANDERSEN: 

NOW  YOU  SEE  IT. . . 

As  bankruptcy  looms,  there's  a  mad  rush  to  diwy  up  assets 


With  its  legal  woes  growing,  its 
international  network  fractur- 
ing, and  a  U.S.  reorganization 
effort  stymied,  Arthur  Ander- 
sen LLP  is  bracing  for  what  increasingly 
looks  like  a  frenzied  rush  for  the  exits 
by  many  of  its  partners  and  staffers. 
Such  Big  Five  accounting  rivals  as  De- 
loitte  Touche  Tohmatsu  International 
Group  Ltd.  and  kpmg  International, 
along  with  smaller  regional  firms,  are 
angling  for  major  pieces  of  the  firm's 
remaining  business. 

BusinessWeek  has  learned  that  part- 
ners in  Andersen's  offices  in  Boston, 
Cleveland,  and  San  Francisco  are  try- 
ing to  cut  deals  that  would  let  some  or 
all  of  them  move  to  competitors  or 
even  set  up  their  own  regional  prac- 
tices. It's  not  clear  who  would  depart 
or  under  what  terms:  Andersen  de- 
clined to  comment.  But  if  the  break- 
away trend  spreads  and  too  many  audit 
partners  flee,  that  could  end  plans  for  a 
largely  audit-oriented  firm  as  sketched 
out  by  Andersen's  independent  over- 
seer, Paul  A.  Volcker,  the  former  Fed- 
eral Reserve  chief. 

As  it  stands,  Volcker's  plan  appears 
to  be  all  but  dead.  Little  progress  is 


being  made.  Andersen  continues  to  hag- 
gle with  Enron  Corp.  claimants  and  reg- 
ulators. Andersen  lawyers  are  preparing 
for  a  May  6  trial  on  obstruction  of  jus- 
tice charges  even  as  Volcker  presses 
for  a  deal.  And  Andersen's  creditors 
and  insiders  appear  to  be  preparing  for 
a  far  more  likely  outcome:  the  firm's 
dissolution  and  bankruptcy. 

An  Andersen  spokesman  denies  that 
bankruptcy  is  on  the  horizon,  but  there 
are  more  and  more  signs  of  a  final  melt- 
down. Creditors  are  trying  to  establish 
their  place  amid  a  long  line  of  potential 
claims  on  Andersen's  assets.  The  firm  is 
looking  to  sell  off  assets.  Some  ex-An- 
dersen officials  believe  that  Andersen's 
decision  to  back  out  of  its  promise  to 
pay  $217  million  to  victims  of  an  al- 
leged scam  at  one  former  audit  cHent, 
the  Baptist  Foundation  of  Arizona,  is  a 
sign  that  it  is  hoarding  cash  for  bank- 
ruptcy. Moreover,  some  bank  lenders 
have  recently  begun  selling  Andersen's 
debt  for  as  little  as  60^  on  the  dollar. 

Certainly,  few  rivals  are  waiting  for 
Andersen  to  sort  out  its  options.  It  now 
looks  hke  Deloitte  Touche  Tohmatsu  is 
close  to  buying  up  Andersen's  tax  prac- 
tice, taking  up  to  500  of  the  firm's  1,750 
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U.  S.  partners  with  it.  Such  a  deal  would 
closely  follow  dtt's  move  on  Apr.  2  to 
pick  up  a  key  Andersen  Worldwide 
partnership  in  Spain.  DTT  did  not  re- 
spond to  requests  for  comment. 

For  now,  it's  unclear  whether  the  ef- 
forts by  the  U.  S.  offices  to  split  off  will 
succeed.  The  firm's  managers  back  the 
sale  of  the  tax  practice,  and  even  those 
who  think  Volcker  still  has  a  shot  at 
establishing  a  smaller  firm  believe  some 
partners  have  to  leave.  "You  want  some 
people  to  go,"  says  one  person  involved. 
The  only  certainty  is  that  a  full-scale 
scramble  for  assets  wiU  prove  chaotic. 

The  biggest  obstacle  to  the  would-be 
departures  is  how  large  the  firm's  fi- 
nancial habihty  will  be — and  where  the 
money  will  come  from.  Andersen 
stunned  officials  in  Arizona  by  reneging 
on  its  promise  to  compensate  victims 
of  the  Baptist  Foundation  of  Arizona 
scheme.  "They  acted  in  bad  faith,"  says 
Arizona  Attorney  Gen- 
eral Janet  Napolitano. 
And  now,  she  says,  the 
state  and  a  bankruptcy 
trustee  for  the  founda- 
tion intend  to  force  An- 
dersen, by  court  order, 
to  pay  up. 

The  firm  said  that  its 
insurer,  a  Bermuda  out- 
fit owned  mostly  by  An- 


ANDERSENS  CURRENT 
PIGGY  BANK 

A  tally  of  the  firm's  assets 

today;  sales  of  local  offices  or 

business  units  would  add 

much-needed  cash 


Cash 


Just  how  much  money  will  be  avail- 
able to  pay  the  various  Andersen 
claimants  is  also  unclear.  The  firm  has 
over  $2  bUHon  in  resources  on  hand,  but 
its  potential  legal  claims  could  be  bil- 
lions of  dollars  more.  More  than  $500 
miUion  of  the  firm's  assets,  moreover,  are 
owed  to  Andersen's  retired  partners. 
While  they  are  fighting  to  retain  their 
claim  on  that  cash,  it  is  far  from  certain 
that  they  would  have  higher  priority 
than  Andersen's  creditors  or  claimants. 
And  the  firm  has  drawTi  down  over  half 
of  a  $700  million  secured  credit  line. 
Fearing  that  Andersen  won't  have  much 
to  pony  up,  plaintiff  attorneys  in  a  Hous- 
ton class  action  against  Enron  and  An- 
dersen are  planning  to  add  more  deep- 
pocketed  defendants,  including  law  firms 
and  investment  bankers  that  advised  En- 
ron, and  Accenture  Ltd.,  the  consulting 
firm  that  split  fi*om  Andersen  in  Aug., 
2000.  The  latter  says  it  had  nothing  to  do 
with  Enron  audits. 

Because  of  Ander- 
sen's partnership  struc- 
ture, liability  doesn't 
look  like  an  issue  for 
the  offshore  partners 
as  they  jump  ship.  But 
it's  another  story  for 
U.  S.  partners.  Under 
the  firm's  limited  UabU- 
ity  partnership,  if  the 


dersen  Worldwide  part-  T...  .T.T  domestic     firm     goes 

ners  outside  the  U.S.,      RptirPTriPrit         l?AA  bankrupt,  its  partners 


couldn't   pay    the   bill. 
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the  firm.  Each  partner 
is  liable  at  least  up  to 


premium  payment  be-     .___-^. .  .r!?::.^. .       T.T.T  the  limit  of  the  capital 


cause  it  may  need  the 
money  to  cut  a  deal 
with  other  claimants,  in- 
cluding Em-on  Utigants 
and  the  Securities  & 
Exchange  Commission. 
What's  more,  if  it  files 
for  bankruptcy,  it  will 
need  all  its  cash. 


Unbilled 
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300 
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$2,050 


'Millions  of  dollars    **May  be  higher 
Data:  BusinessWeek 


he  has  invested.  But 
under  the  law  in  Illi- 
nois, where  Andersen 
is  chartered,  the  part- 
ners may  have  to  pay 
even  more — putting 
their  homes  and  other 
assets  at  risk — if  the 
total  assets  of  the  firm 


fall  short  of  commercial  claims,  su( 
as  real  estate  leases.  Since  that  issi 
has  yet  to  be  tested  in  court,  "we're 
the  great  unknown,"  says  Denver  ti 
law  expert  Robert  Keating. 

That's  just  one  unresolved  issue  fa 
ing  rival  firms  that  might  want  to  ai 
sorb  Andersen  partners.  For  deals  i 
happen,  Andersen  would  have  to  r^ 
lease  those  partners  from  noncompel 
agreements,  and  the  acquiring  firn 
would  have  to  be  sure  that  they  didr 
end  up  responsible  for  Andersen's  U 
bilities.  After  rival  firms  picked  up  par 
ners  of  Laventhol  &  Horwath,  an  a 
coimting  firm  that  went  bust  in  199 
the  rivals  had  to  cover  their  UabUitiee 

Nevertheless,  competitors  see  mu( 
to  like  at  Andersen.  High-tech  comp 
nies  in  Northern  California  who  m 
Andersen  still  value  its  services.  That 
why  negotiations  are  under  way  for  ai 
ditors  in  the  firm's  San  Francisco  ar 
San  Jose  offices  to  join,  en  masse,  tl 
local  KMPG  offices.  One  person  famili 
with  the  talks,  who  sits  on  the  board 
a  tech  company  audited  by  Anderse 
says  it  would  prefer  to  keep  those  ai 
ditors  regardless  of  their  new  home.  1 
Chicago,  accounting  rival  BDO  Seidms 
LLP  is  pursuing  Andersen  partners  fc 
similar  reasons. 

Still,  under  their  partnership  agrei 
ment,  departing  partners  or,  usuall 
their  new  employers  are  supposed  1 
pay  1.5  times  the  fees  generated  by  tl 
clients  partners  take  with  them.  If  Aj 
dersen  could  collect  such  payments  fc 
even  a  modest  share  of  its  $4  bUUon 
U.S.  revenues,  that  would  go  a  lor 
way  toward  fattening  up  the  pigg 
bank.  But  few  of  the  rivals  circlir 
around  its  partners  appear  walling  1 
shell  out  anywhere  near  that  much  cas 
Just  one  more  tough  issue  for  Ande 
sen's  embattled  management  to  resolv 

By  Joseph  Weber  in  Chicago  a) 
Mike  McNamee  in  Washington,  wii 
Linda  Himelstein  in  San  Mateo,  CaU 
and  Geoffrey  Smith  in  Bostoyi 
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COMMENTARY 

By  Paul  Magnusson 


BUSH  TRADE  POLICY:  CRAZY-QUILT  LIKE  A  FOX 


Sometimes  it  seems  as  if  the 
Bush  Administration  is  at  war 
with  itself  over  trade  policy.  One 
day  it's  scolding  foreigners  about  the 
benefits  of  open  trade.  The  next,  it 
imposes  new  tariffs  on  imports.  Case 
in  point:  As  President  Bush  met  with 
five  Central  American  leaders  in  San 
Salvador  on  Mar.  24  to  propose  a  re- 
gional free-trade  pact,  his  Adminis- 
tration prepared  to  heed  the  calls  of 
senators  from  timber-producing 
states  and  levy  new 
29%  tariffs  on  im- 
ported Canadian 
softwood  lumber. 
That  came  just  two 
weeks  after  the  Ad- 
ministration raised 
hackles  in  Europe 
and  Asia  by  slapping 
stiff  new  tariffs  on 
foreign  steel. 

The  seeming 
hypocrisy  is  leaving 
many  of  America's 
trading  partners  an- 
gry and  confused. 
After  the  steel  deci- 
sion, Chinese  Trade 
Minister  Shi  Guang- 
sheng  complained 
that  "advanced 
economies  which 
once  preached  free 
trade  are  now  un- 
dermining free 
trade."  Worse,  the 
White  House  moves 
could  lead  to  retali- 
ations that  boost 
tariffs  and  seriously 
complicate  trade  relations.  Europe 
has  threatened  to  strike  back  at  U.  S 
products  from  oranges  to  motorcy- 
cles, while  Japan,  China,  and  South 
Korea  are  filing  official  protests  to 
the  World  Trade  Organization.  "The 
Bush  Administration  could  undercut 
its  moral  authority  and  free-trade 
credentials  in  international  trade  ne- 
gotiations," says  Clyde  V.  Prestowitz 
Jr,  a  former  Commerce  Dept.  official 
who  heads  the  Economic  Strategy 
Institute,  a  Washington  think  tank. 
In  reaUty,  however,  the  Bush  Ad- 
ministration's dance  on  free  trade 
isn't  new.  History  shows  that  com- 
bining demands  for  fairness  for  U.  S. 
exports  with  threats  of  retaliation 


can  work.  The  past  master  of  the 
two-steps-forward,  one-step-back  ap- 
proach to  trade  was  Ronald  Reagan, 
who  faced  remarkably  similar  cir- 
cumstances: a  high  dollar  that  stifled 
U.S.  exports,  a  large  trade  deficit,  a 
farm  sector  struggling  with  low 
prices,  a  Congress  partly  ruled  by 
Democrats,  and  the  launch,  in  1986, 
of  a  new  round  of  global  trade  talks. 
Many  of  the  flash  points  were  the 
same  as  well.  Reagan  slapped  import 


CANADIAN  LOGS:  Could  face  U.S.  tariffs 


controls  on  foreign  steel  and  Japa- 
nese cars.  He  fought  Canadian  subsi- 
dies on  wheat  and  lumber.  The  Gip- 
per  even  placed  five  years  of  tariffs 
on  foreign  motorcycles,  using  the 
same  law  Bush  cited  to  slap  tariffs 
on  foreign  steel.  In  fact,  Reagan's 
rescue  of  Harley-Davidson  Inc.  be- 
came a  model  among  U.  S.  trade  ex- 
perts for  the  benefits  of  temporary 
protection.  Harley  used  the  respite 
to  retool  and,  at  its  request,  the  tar- 
iffs were  dropped  a  year  early. 

Like  Reagan,  Bush  "is  a  hardhead- 
ed  pragmatist,"  insists  Peter  Morici, 
a  University  of  Maryland  economist. 
So  far,  he  notes.  Bush  has  managed 
two  major  trade  victories  that  eluded 


President  Clinton.  The  House,  tradi- 
tionally more  protectionist  than  the 
Senate,  passed  a  bill  granting  Bush 
"fast-track"  trade  negotiating  author- 
ity— but  only  after  he  offered  new 
protections  for  the  U.  S.  textile  in- 
dustry. And  the  WTO  agreed  last  year 
in  Doha,  Qatar,  to  begin  a  new  round 
of  trade  liberalization  talks  focusing 
on  services  and  reducing  farm  subsi- 
dies, two  key  Washington  priorities. 
U.S.  Trade  Representative  Robert 
B.  ZoeUick  insists 
the  cost  of  landing 
congressional  sup- 
port for  free  trade 
sometimes  means 
protecting  vulnera- 
ble industries  from 
temporary  import 
surges.  Certainly, 
the  Administration 
has  big  ambitions. 
While  pursuing  a 
huge  multinational 
negotiation  within 
the  WTO,  it  is  also 
hoping  to  wTap  up 
a  34-nation,  hemi- 
spheric free-trade 
deal  by  2005.  To 
persuade  Brazil — 
Latin  America's 
leading  opponent 
of  U.  S.-backed  ef- 
forts— to  take 
part,  the  Adminis- 
tration is  pursuing 
separate  deals 
with  Chili,  Peru, 
and  five  Central 
American  nations. 
The  plan:  isolate  South  America's 
largest  economy. 

Still,  the  approach  has  tensions  on 
the  rise  across  the  globe.  Over  the 
next  few  months,  the  U.  S.  may  tar- 
get Canada  for  wheat  subsidies  and 
Europe  for  discriminating  against 
U.S.  bioengineered  foods.  In  the 
short  run,  the  moves  could  bring  a 
new  round  of  tit-for-tat  retahation. 
But  if  they  push  along  free-trade 
talks  and  open  markets,  applause  will 
likely  drovra  out  criticism.  And 
Bush's  Texas  two-step  will  become 
the  model  for  future  trade  warriors. 

Magnusson  covers  trade  policy 
from  Washington. 


SO  MUCH  FOR 
FREE  TRADE 

More  friction  is  likely  if 
the  Administration  goes 
ahead  with  plans  for  the 
following  trade  actions: 

►  Threatening  a  WTO 
complaint  against  the 
European  Union 
because  of  its  three-year 
moratorium  on  importing 
genetically  modified 
food  from  the  U.S. 

►  Initiating  a  NAFTA 
case  against  the  Canadi- 
an Wheat  Board  for 
subsidizing  grain  exports 
and  blocking  wheat 
imports  from  the  U.S. 

►  Imposing  a  29%  duty 
on  Canadian  lumber 
imports  the  Administra- 
tion says  are  subsidized 
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A  CABLE 


THIN  ICE 

The  Rigas  family's  debts 
have  Adelphia  in  peril 

Almost  from  the  moment  he  heard 
about  cable  television  back  in  1952, 
John  J.  Rigas  has  melded  family 
and  debt  to  build  his  empire.  His  first 
cable  system,  in  the  north-central  Penn- 
sylvania toMTi  of  Coudersport,  was  bmlt 
with  $40,000  lent  to  him  by  friends.  Bor- 
rowing heavily,  he  bought  cable  systems 
throughout  the  country  with  his 
younger  brother  Gus,  even  naming  the 
company  Adelphia,  from  the  Greek  word 
adelphos,  for  "brother."  Gus  left  the 
company  in  1983,  but  Adelphia,  the  na- 
tion's sixth-largest  cable  proxider,  is  stUl 
a  family  affair.  John  controls  the  nine- 
person  board,  along  with  his  three  sons 
and  a  son-in-law.  UntU  a  few  years  back, 
Adelphia  even  rented  its  trucks,  equip- 
ment, and  the  converted  church  that 
serves  as  its  headquarters  from  the 
Rigas  clan. 

Now,  debt  and  Adelphia's  family  con- 
nections are  the  focus  of  a  broadening 
investigation  that  may  separate  Rigas 
from  the  company  he  founded 
phia's  stock  has  fallen  47%  since 
it  disclosed  on  Mar  29  that  the 
company  had  co-signed  for  more 
than  $2.3  biUion  in  off-balance 
sheet  loans  to  help  Rigas  fami- 
ly-controlled partnerships  buy 
cable  systems.  Adelphia  has 
promised  fuller  disclosure,  and 
the  Securities  &  Exchange 
Commission  is  investigating. 
And  BusinessWeek  has  learned 
that  nearly  half  the  Rigases' 
$650  million  Adelphia  stake, 
part  of  which  was  bought  with 


Adel- 


off-balance-sheet  loans,  has  been  pledged 
against  margin.  The  margin  pledges 
have  forced  the  family  to  scramble  to 
get  the  stock  up  and  reduce  debt.  In- 
vestment bankers  say  they  are  trying  to 
sell  systems  with  as  many  as  1  million  of 
Adelphia's  5.8  mUUon  subscribers. 

Could  increasing  fear  of  margin  calls 
ultimately  force  the  clan  to  sell  the  com- 
pany? "They  won't  sell  easily,"  says  New 
York  money  manager  Salvatore  Muoio,  a 
onetime  shareholder.  "It  is  in  their 
blood."  Included  in  their  30%  stake  are 
all  the  voting  B  shares,  which  give  the 
Rigases  control  of  74%  of  voting  rights. 
But  some  of  the  B  shares  may  also  be 
pledged  against  margin  calls,  say  insid- 
ers. Adelphia  isn't  commenting. 

Still,  the  pressvire  on  the  Rigas  fami- 
ly is  building.  Two  shareholder  suits 
have  been  filed,  and  at  least  one  large 
investor  is  contemplating  filing  his  own. 
And  there  are  other  claims  on  the 
Rigases'  money.  The  family  has  pledged 
$67.5  million  to  Adelphia  Business  So- 


lutions, the  cable  company's  on( 
time  phone  unit,  which  filed  fo; 
Chapter  11  on  Mar.  27.  The  fam 
ily  also  owns  the  money-losinj 
Buffalo  Sabres  hockey  team, 
purchase  Adelphia  helped  b; 
lending  the  team  $76.5  million. 
Investors  also  want  to  he 
more  about  bank  loans  in  excesi 
of  $3  biUion  Adelphia  co-signec 
in  1999  and  2000  to  help  Rigas 
owned  cable  partnerships.  A 
least  $2.3  billion  of  that  w^ent  t( 
Rigas-controUed  Highland  Hold 
ings,  more  than  analysts  sa; 
they  had  been  led  to  believe] 
Insiders  say  the  partnership; 
used  some  of  the  money  to  bu; 
cable  systems  in  Carlsbad,  C 
but  investors  believe  that  ai 
least  $1  biUion  went  to  buy  Adel 
phia  stock — ^just  as  the  cabl 
company  was  promising  Wal 
Street  that  it  was  reducing  debt 
The  number  could  go  even  high 
er  because  the  Rigases  bough 
$400  million  in  added  Adelphi. 
stock  in  January  and  pledged  to  bu} 
$200  million  more.  "I  calculate  that  then" 
is  $500  million  that  is  still  not  accountet 
for,"  says  Ajay  Mehra,  a  portfoUo  man 
ager  for  Columbia  Management  Group 
w^hich  owns  1.4  million  shares.  "I  want  t< 
know  if  they're  misrepresenting  th< 
number,  or  if  they're  just  outright  liars. 
Adelphia  has  delayed  its  annual  re 
port  to  let  auditors  at  DeLoitte  (^ 
Touche  LLP  review^  the  off-balance-shee 
financing.  It  also  has  hired  Salomo) 
Smith  Barney  to  sell  its  cable  system 
to  pare  debt,  say  insiders.  If  shares  con 
tinue  to  fall,  Adelphia  itself  could  h< 
vulnerable.  "It  is  attractive  because  i 
has  lots  of  well-clustered  systems"  ii 
Southern  California,  Pennsylvania,  an(| 
upstate  New^  York,  says  Stephen  J 
Ketchum,  an  investment  banker  at  iiB 
Warburg.  But  it  also  has  the  Rigas  fam 
ily,  which  isn't  likely  to  give  up  withou 
a  fight. 

By  Ronald  Grover  in  Los  Angele 
and  Tom.  Loivry  in  New  York 


TANGLED 
FINANCES 


How  the  Rigas 
clan,  oumers  of 
Adelphia  Cmnmu- 
nicatiom  Inc.,  has 
tapped  the  cable 
company  to  bolster 
otherfamily- 
oumed  properties* 


OFF-BALANCE-SHEET 
PARTNERSHIPS 


Adelphia  co-signed 
for  at  least  $2.3 
billion  in  loans 
and  credit  lines  to 
cable  systems 
owned  by  the  Rigas 
family  and  their 
business  partners 


DIRECT 
LOANS 


Adelphia  lent  or  ad- 
vanced $263.1  million 
to  Rigas  family  mem- 
bers and  their  part- 
ners to  buy  cable- 
television  systems, 
and  for  additional 
"working  capital" 


LOANS  TO  THE 
BUFFALO  SABRES 


Adelphia  lent  $76.5 
million  to  the 
Buffalo  Sabres 
professional 
hockey  team, 
which  is  owned 
by  the  Rigas 
family 


*Partnership  figures  as  of  the  end  of  2001.  All  others  as  of  the  end  of  2000         Data:  Company  documents 
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It  takes  vision  to  know  what  your  customers        ® 


See  where  rm  coming  from. 

want.  Now  Accenture  has  teamed  with  Avaya  to  provide  leading-edge  CRM  solutions  that  do  more  than 


just  connect  customers,  but  help  anticipate  their  needs.  Whether  it's  phone,  email  or  web,  Avaya's  Intel-        *a 
ligent  voice  and  data  technology  and  Accenture's  visionary  CRM  expertise  help  you  make  the  most  of 
your  investment.  Let  Avaya  power  your  business  to  make  every  contact  count.  Visit  avaya.com/learnmore. 
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OIL  PRICES  FEEL 
THE  MIDEAST  HEAT 

CRUDE  OIL  PRICES  HIT  THEIR 

highest  mark  in  six  months, 
thanks  to  rising  tension  in  the 
Middle  East.  On  Apr  3,  crude 
for  May  delivery  closed  at 
$27.56  a  barrel  on  the  New 
York  Mercantile  Exchange  on 
fears  that  the  Israeh-Pales- 
tinian  conflict  could  lead  to  a 
disruption  of  supplies.  But 
most  analysts  dismiss  the  idea 
of  an  oil  embargo  like  the  one 
in  1973,  which  sent  prices 
soaring.  The  Energy  Dept.  is 
estimating  an  average  oil 
price  of  $26  a  barrel  this  year. 
Still,  some  economists  fear 
that  rising  energy  prices,  up 
more  than  30%  over  the  past 
month,  could  slow  the  eco- 
nomic recovery. 

HYUNDAI  IS 
ALABAMA-BOUND 

ENCOURAGED   BY  A   STELLAR 

41.7%  gain  in  U.S.  sales  in 
2001,  Hyundai  Motor,  South 


CLOSING    BELL 


PEOPLESOFTER 

PeopleSoft  shares  fell  32.7%, 
to  $25.16,  on  Apr.  2,  after  it 
said  first-quarter  revenues 
would  miss  Wall  Street  expec- 
tations. PeopleSoft  aims  to  hit 
earnings  targets,  though.  The 
Pleasanton  (Calif.)  company 
blamed  weak  tech  spending, 
but  analysts  worry  that  it  is 
near  the  end  of  an  Internet 
software  product  cycle. 

40- 


20- 

^        STOCK  PRICE 

01 I I I L 


_l 


MAR.  25,  '02  APR.  3 

Data:  Bloomberg  Financial  Markets 


Korea's  largest  auto  maker, 
will  build  a  $1  billion  plant 
in  Montgomery,  Ala.,  with  an- 
nual capacity  of  300,000  ve- 
hicles. Hyundai  President 
Kim  Dong  Jin  said  the  U.  S. 
plant  is  part  of  an  expansion 
plan  to  make  his  company 
the  world's  fifth-largest  vehi- 
cle maker  by  2010,  up  from 
No.  7  now.  Hyundai  plans  to 
build  midsize  sedans  and 
sport-utility  vehicles  at  the 
Montgomery  plant,  due  to  be- 
gin production  in  2005  and 
create  some  2,000  jobs.  U.  S. 
sales  last  year  reached 
346,000  for  Hyundai  and 
224,000  for  its  subsidiary  Kia 
Motors,  which  reported  a 
39%  jump.  The  target  for 
2002  is  370,000  vehicles  for 
Hyundai  and  254,000  for  Kia. 
Kim  said  he  hopes  the  plant 
■will  post  a  profit  during  its 
second  year  of  operation. 

RESTATING  HISTORY 
AT  XEROX 

NO  FOOLING:  ON  APR.  1  XEROX 

said  that  it  will  pay  a  record- 
setting  fine  of  $10  miUion  to 
settle  a  Securities  &  Ex- 
change Commission  inquiry 
launched  in  2000.  In  an  un- 
usual move,  the  company  pre- 
empted the  SEC  by  announc- 
ing the  expected  end  to  the 
inquiry,  which  focused  on 
whether  the  company  booked 
more  than  $2  billion  in  rev- 
enue from  leased  equipment 
at  the  right  time.  Four  years 
of  reported  financial  state- 
ments vdll  be  redone — from 
1997  through  2000— and  the 
company  will  make  changes 
to  its  2001  numbers.  "Xerox  is 
best  served  by  putting  these 
issues  behind  us,"  said  CEO 
Anne  Mulcahy.  Next  up:  con- 
cluding talks  with  lenders  and 
hiring  a  new  CFO. 

HARVEY  GOLUB 
NURSES  A  SICK  FUND 

CAN     HARVEY     GOLUB     TURN 

around  a  struggling  $1.1  bil- 
lion venture  fund?  On  Apr  1, 


THE  SITUATION  FACING 

Qwest  Communications  In 
temational  CEO  Joseph 
Nacchio  is  going  from 
bad  to  worse.  On 
Apr.  1,  Qwest  said 
that  it  will  take  a 
charge  of  $20  bil- 
lion to  $30  billion 
to  write  down  its 
goodwill  and  that 
the  Securities  & 
Exchange  Commis 
sion  has  opened  a  sec 
ond  investigation  into  its 
finances. 

The  first  SEC  inquiry, 
disclosed  in  March,  focuses 
on  the  phone  company's  ac- 
counting for  sales  of  fiber- 
optic capacity  and  other 
items.  The  second  SEC 
probe  focuses  on  a  January, 
2001,  press  release  in  which 
Qwest  disclosed  pro  forma 


earnings  but  did  not  release 
financial  data  based  on  gen- 
erally accepted  accounting 
principles  (GAAP).  The 
SEC  staff  has  recom- 
mended taking 
action  against 
Qwest,  alleging 
that  the  company 
should  have  in- 
cluded both  pro 
forma  and  GAAP 
earnings. 
Nacchio  says  that 
Qwest  reported  pro  forma 
numbers  because  of  its 
merger  with  U  S  West  in 
2000 — and  investors  wanted 
to  know  how  the  two  com- 
panies would  have  done  if 
they  had  been  together  for 
the  full  year  What  action,  if 
any,  the  SEC  will  take  has 
not  been  determined. 

Peter  Elstrom 


I. 
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the  former  American  Express 
chairman  became  chairman  of 
a  fund  co-founded  in  2000  by 
Putnam  Investments  and 
leveraged-buyout  specialist 
Tom  Lee.  But  the  fund  is  al- 
ready in  a  deep  hole.  The  val- 
ue of  the  $500  million  in  capi- 
tal invested  so  far  has 
declined  38%,  says  Insid- 
ervc.com.  Among  its  failed  in- 
vestments: online  retailer 
Wine.com.  Golub  claims  the 
fund  is  in  better  shape  after 
writing  off  several  bad  in- 
vestments last  year.  He  says 
hell  focus  on  financial  services, 
retail,  and  consumer  startups. 

WILL  THE  FOG  RELAX 
ITS  MERGER  RULES? 

TELEVISION   STATION   OWNERS 

got  a  break  on  Apr.  2  when 
the  D.  C.  Court  of  Appeals 
challenged  a  rule  restricting 
their  ability  to  merge.  The 
FCC  currently  allows  a  merg- 
er between  two  local  TV  sta- 
tions if  it  leaves  eight  inde- 


h 


pendent  media  outlets  in  th 
market.  But  the  court  ques  i' 
tioned  why  regulators  do  no 
count  newspapers  and  cable 
TV  stations  among  those  me  m 
dia  outlets,  as  they  do  in 
similar  rule  governing  th  fve 
merger  of  radio  and  T\^  sta  K 
tions.  FCC  Chairman  Michae  i2( 
Powell  may  take  this  oppor  iJh 
tunity  to  relax  the  commis  kc 
sion's  rules.  NeverthelessfiK 
public  interest  advocates  ar^ 
encouraged  because  this  de] 
cision,  unlike  previous  rulings 
upholds  the  Fcc's  authorit; 
to  restrict  media  ownership 
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■  Bristol-Myers  slashed  profi 
estimates  and  announced  th 
exit  of  Richard  Lane,  head  c 
worldwide  medicines. 

■  WorldCom  will  cut  3,700  job 
at  its  data  and  Net  business. 

■  Gemstar's  stock  fell  37^ 
Apr  2  after  it  revealed  that  i 
booked  $80  million  in  revenu 
that  it  hadn't  taken  in  as  casl 
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Y  RICHARD  S.  DUNHAM  AND  AARON  BERNSTEIN 


lANCING  WITH  HARDHATS: 

USH*S  STRATEGY  STARTS  TO  WORK 

legislative  showdowns  over  such  issues  as  energy  policy. 
The  White  House  outreach  has  paid  some  early  dividends. 
The  Teamsters  union  has  already  endorsed  two  GOP  House 
candidates  in  Michigan,  freshman  incumbent  Mike  Rogers 
and  current  Secretary  of  State  Candice  Miller.  And  on  Capi- 
tol Hill,  labor's  muscle  helped  beat  back  an  attempt  by  Sen- 
ators John  McCain  (R-Ariz.)  and  John  F.  Kerry  (D-Mass.)  to 
raise  car-mileage  requirements  by  50%  (page  107). 

Bush  isn't  the  only  Republican  cozying  up  to  labor.  At  a  re- 
cent union  dinner.  New  York  Governor  George  E.  Pataki 
was  embraced  by  left-leaning  labor  chiefs  such  as  Dennis 

Rivera  of  the  service  employees,  Bruce 
Ray  nor  of  the  garment  workers,  and 
John  W.  Wilhelm  of  the  hotel  workers. 

For  the  pro-business  President,  the 
outreach  to  labor  carries  surprisingly 
little  poUtical  cost.  One  reason:  On  most 
matters  where  he  has  worked  with 
unions,  from  steel  to  textiles,  industry  is 
^  on  the  same  side  of  the  issue.  "They've 
worked  out  a  situational  accommoda- 
tion," says  Millersville  University  polit- 
ical scientist  G.  Terry  Madonna.  "The 
President  gets  what  he  wants.  The 
with  union  members  unions  get  what  they  want." 

Bush's  new  strategy  complicates  the 
close  relationship  between  afl-cio  officials  and  their  longtime 
allies  in  the  Democratic  Party.  While  union  leaders  would  pre- 
fer a  Democratic  Congress,  they  want  to  encourage  more  Re- 
publicans to  cast  pro-labor  votes.  "Some  union  members  may 
see  that  they  should  be  Bush  Democrats  for  a  while,"  says 
Gerald  W.  McEntee,  president  of  the  American  Federation  of 
State,  County  &  Municipal  Employees. 

Dems  will  try  to  minimize  defections  by  pointing  out  that 
Bush  and  the  Hill  GOP  stUl  side  with  business — and  against  la- 
bor— on  most  issues.  But  if  enough  hardhats  cross  over,  they 
could  be  the  RepubUcan  edge  come  Election  Day.  ■ 


For  a  union  leader  who  backed  Al  Gore  for  President  in 
2000,  Teamsters  President  James  P.  Hoffa  is  getting  the 
royal  treatment  from  the  Bush  White  House.  He  sat  in 
ie  Presidential  box  at  the  2002  State  of  the  Union  Ad- 
ress.  He  gets  biweekly  audiences  with  White  House  political 
irector  Ken  Mehlman.  And  he  recently  was  named  to  an  Ad- 
linistration  task  force  on  workplace  issues.  "We  have  better 
ccess  to  the  Administration  than  we  did  to  the  Chnton  Ad- 
ainistration,"  says  Hoffa.  "We  have  a  very  open  relationship." 
Hoffa  is  hardly  the  only  labor  official  with  the  President's 
ar.  In  recent  months,  the  Administration  has  teamed  up 
ith  steelworkers,  auto  workers,  car- 
enters,  and  other  building  trades  on 
nion  priorities — from  imposing  tariffs 
n  imported  steel  to  creating  a  labor- 
acked  tax  break  on  pensions.  What's 
riore.  Bush  aides  have  asked  conserva- 
ive  firebrands  in  the  House  to  avoid 
olding  hearings  that  attack  unions. 

It's  all  part  of  a  White  House  charm 
ffensive  designed  to  split  hardhats  from 
lore  liberal  service  employees  and  gov- 
rnment  workers,  whose  ties  to  the 
)ems  are  deep  and  strong.  The  targeted 
nion  member  is  a  patriotic,  socially  con- 

tj  ervative,    blue-collar    male    earning 

e  40,000  to  $75,000  a  year.  "Whether  we  agree  or  disagree  [on 
jvery  issue],  there's  an  open  door"  for  labor,  says  Mehlman. 
The  potential  benefits  for  the  President  and  the  Republi- 
an  Party  are  significant.  Because  hardhats  are  concentrat- 
d  in  the  key  industrial  states,  White  House  operatives  be- 
ieve  that  a  small  increase  in  their  support  could  help  tip 
owa,  Minnesota,  Pennsylvania,  and  Wisconsin  toward  Bush 

u  a  2004.  In  the  shorter  term,  better  relations  with  the  rank- 
tnd-file  might  bolster  Republicans  in  their  bid  to  hold  on  to 
he  House  this  November.  And  Bush  aides  think  closer  ties 

i  0  certain  unions  could  make  all  the  difference  in  upcoming 


"OPEN  DOOR":  Bush 


CAPITAL  WRAPUP 


I  CAMPAIGN  REFORM  LOOPHOLE 

►  Campaign  finance  reform  was  de- 
signed to  dilute  the  influence  of  special 
interests.  But  Indian  nations  aren't 
bound  by  new  rules  limiting  candidate 
donations  to  $25,000  a  year.  And  unlike 
political  action  committees,  the  tribes, 
which  pull  in  some  $5  billion  from  gam- 
ing and  gave  about  $3  million  to  federal 
candidates  in  the  2000  elections,  don't 
have  to  disclose  the  source  of  their  mon- 
ey. It  likely  didn't  hurt  that  Native 
Americans  strongly  support  reform 
champion  John  McCain  (R-Ariz.). 


CHICKEN  DINNER  PRIMARY 

►  It's  nearly  two  years  until  the  2004 
Presidential  election,  but  Senator  John 
Edwards  (N.  C.)  is  earning  a  rep  as  the 
Dems'  best  self-promoter.  According  to  a 
survey  by  The  Hotlitie,  a  nonpartisan 
newsletter,  Edwards  has  wangled  eight 
invitations  to  keynote  Jefferson-Jackson 
state  party  fund-raising  dinners.  His  top 
rivals  on  the  rubber  chicken  circuit:  Sen- 
ator John  Kerry  (Mass.),  uith  five  in- 
vites, and  Senator  Joseph  I.  Lieberman 
(Conn.),  with  four.  Former  Vice-Presi- 
dent Al  Gore  has  done  just  two  J-J  din- 


ners, but  they're  the  big  chicken  enchi- 
ladas: Iowa  and  New  Hampshire. 

STEALTH  HEALTH 

►  Bush  strategists  sees  a  new  chance  to 
win  congressional  approval  for  a  top  pri- 
ority— ^health  insvirance  tax  credits.  Tlie 
vehicle:  a  Democrat-backed  plan  to  pro- 
vide assistance  to  workers  who  lose  jobs 
to  foreign  competition.  Congress 
dropped  health  insurance  credits  from 
the  stimulus  bill  it  passed  in  March.  But 
Bushies  think  Dems  may  accept  the 
plan  in  exchange  for  backing  the  work- 
er-assistance bill. 
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AUTOS 


THE  AMERICANIZATION  OF 


Its  U.S.  success 
is  a  lifeline,  as 
other  important 
markets  languish 


Since  moving  to  the  U.  S.  15  years 
ago,  Nicaragua-born  Roberto 
Castillo  has  had  a  series  of  jobs 
at  car  dealerships — first  Ford, 
then  Pontiac,  and  eventually  Hyundai. 
But  two  years  ago,  he  landed  the  job  he 
really  wanted:  selling  Toyotas.  "Every- 
one knows  the  reputation,"  he  says.  "So 
you  never  have  to  sell  [people]  on  the 
benefits."  Nowadays,  Castillo  works  at 
Longo  Toyota  in  the  Los  Angeles  sub- 
urb of  El  Monte.  Last  year  he  piled  up 
commissions  worth  more  than  $80,000. 
As  he  says:  "You  can  make  good  money 
with  Toyota." 

Tell  that  to  Tetsuo  Kawano.  He  runs 
a  Toyota  dealership  in  a  beachfront  sub- 
urb   of  Yokohama,   Japan.    Recently, 
Kawano  held  a  promotion  featuring  FM 
deejay  Haruhisa  Kurihara.  The  event 
drew  about  75  young  Japanese  with 
bleached  hair,  bagg>^  pants,  and  goatees. 
The  idea  was  to  move  a  few  Toyota 
Vitz  subcompacts.  The  crowd  en- 
joyed the  music  and  free  dough-      ^^^^^ 
nuts,  but  there  wasn't  much      /^/ 
interest  in  the  product.  "I'm 
here  because  I  like  the  dee- 
jay," said  Kidokoro  Katsu- 
mi,  2L  And  the  cars?  "I 
just    bought    a    Honda." 
Says    a    rueful    Kawano: 
"We're     selling     into     a 
shrinking  market." 

Booming  in  the  U.  S.,  but 
running  out  of  gas  in  Japan? 
That  was  never  Toyota  Motor 
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Corp.'s  global  strategy.  Ten  years  ago, 
the  auto  maker  had  a  multipronged  at- 
tack plan:  grow  steadily  at  home,  make 
modest  gains  in  the  U.  S.,  make  money 
in  Europe,  and  take  over  Southeast 
Asia.  Well,  things  have  changed.  Japan 
has  become  the  incredible  shrinking 
market.  The  European  conquest,  though 
still  possible,  is  a  dream  deferred.  And 
Southeast  Asia  has  stalled  out.  That 
leaves  the  U.  S.,  the  one  market  where 
sales  remain  robust.  Toyota's  American 
strategy,  in  short,  has  become  Toyota's 
lifeline. 

The  importance  of  the  U.S.  raises 
questions  about  what  kind  of  company 
"Toyota  will  become.  How  far  wtH  the 
Japanese  leadership  let  the  American- 
ization of  Toyota  go?  How  will  the  im- 
portance of  the  North  American  market 
affect  Toyota's  international  thrust?  And 
most  important,  with  future  profits  so 
dependent  on  the  U.S.,  how  easy  wiU  it 
be  for  Toyota  to  drive  up  its  current 
10%  share  of  the  U.  S.  market  to  15%— 
or  even  20%? 

Toyota,  the  world's  third-largest  auto 
maker — 2001  sales  are  expected  to  hit 
$108  biUion  and  operating  profits  $4.2 
billion — will  struggle  with  these  and 
other  questions  over  the  next  few  years. 
Still,  despite  trepidation  about  the  com- 
pany's American  tUt  back  at  headquar- 
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ters  in  Toyota  City,  about  100  km  east 
of  Nagoya,  the  w^ay  forward  seems  cl 
Says  Toyota  Chief  Executive  Fujio  Cho: 
"We  must  Americanize." 

The  process  is  already  w^ell  underfe 
way.  Consider  the  following  facts,  in-  jrd 
eluding  some  statistics  that  scare  the  r 
wits  out  of  Toyota's  rivals  in  Detroit 

■  Last  year,  Toyota  sold  more  vehicles^ 
in  the  U.  S.  (1.74  million)  than  in  Japan  cr 
(1.71  million).  Analysts  figure  that  al 
most  two-thirds  of  the  company's  oper- 
ating profit  comes  fi-om  the  U.  S. 

■  Toyota's  U.S.  factories  and  dealer- 
ships employ  123,000  Americans — that's  x<r 
more  than  Coca-Cola,  Microsoft,  and  Or- 
acle combined. 

■  Toyota's  top  U.  S.  execs  are,  increas- 
ingly, local  hires.  The  recently  appointed 

manager     of    the     key 
Georgetown  (Ky.)  plant, 
which  makes  the  Camry, 
is  Ford  Motor  Co.  veter- 
an Gary  Convis.  "Thirty 
years  ago,  we  were  more  depend- 
ent  on  Japan,"   says  James 
Press,  chief  operating  officer 
of  Toyota  Motor  Sales  USA 
Inc.    in    Torrance,    Calif. 
Now.  Press  says,  "there's 
not  much  Japanese  influ- 
ence   on    a    day-to-day 
basis." 
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Toyota's  big  hits  in  the  U.S. — the 
amry  sedan,  Tundra  pickup,  and  Se- 
uoia  sport-utility  vehicle — were  all  de- 
igned with  significant  input  from  U.S. 
esign  teams.  Now,  Tbyota  is  launching  a 
iiird  brand:  Scion,  aimed  at  America's 
outh. 

I  With  its  10%  U.S.  market  share,  Tby- 
ta  is  within  striking  distance  of  Daim- 
iiferChrylser's  14.5%.  Some  auto  execu- 
j  ives  think  it's  only  a  matter  of  time 
efore  Toyota  steals  DaimlerChrysler's 
lace  in  the  Big  Three. 

It's  easy  to  see  why  Toyota  has  be- 

ome  so  focused  on  the  U.  S.  While  the 

T  ompany  has  never  forfeited  its  domi- 

ant  position  in  Japan,  its  market  share 

;  slipping  steadily,  while  profit  mar- 


gins per  vehicle  are  now  an  estimated 
5%,  vs.  13%  in  the  U.  S.  In  recessionary 
Japan,  Toyota  failed  to  shift  production 
quickly  enough  into  minivans  and 
cheaper  subcompacts.  Its  rivals,  by  con- 
trast, have  adapted  to  changing  de- 
mand, putting  unaccustomed  pressure 
on  Toyota.  "The  Japanese  market  has 
gotten  much  more  competitive,  with 
Nissan  back  on  track  and  Honda  on  a 
roll,"  says  Chris  Richter,  an  analyst  at 
HSBC  Securities  Inc.  in  Tokyo.  And  Toy- 
ota's move  into  Europe  has  been  slower 
than  expected. 

Toyota's  top  brass  won't  discuss  mar- 
ket-share goals — the  last  thing  the  com- 
pany wants  to  do  is  ruffle  feathers  in 
Washington     by     publicly     targeting 
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U.S.  MARKET  SHARE 
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DaimlerChrysler  Howev- 
er, "the  American  market 
is  our  top  priority,  bar 
none,"  says  Cho,  who  in 
February  became  one  of  a 
few  Japanese  executives 
to  be  inducted  into  the 
U.S.  Automotive  Hall  of 
Fame.  "We'll  do  whatever 
it  takes  to  succeed  there. 
The  company  is  already 
planning  to  ramp  up  pro- 
duction capacity  in  the 
U.S.  to  more  than  1.45 
million  units  by  2005,  j5x)m 
1.25  million  now.  In  the 
next  two  to  three  years, 
Toyota  hopes  to  be  selling 
a  total  of  2  million  vehi- 
cles a  year,  including  im- 
ports, in  the  American 
market. 

Of  course,  deep  inside 
the  company,  ambivalence 
lingers  about  the  growing 
clout  of  the  U.  S.  division. 
Toyota  traditionalists  are 
reluctant  to  stray  from  the  Toyota  Way, 
a  philosophy  set  forth  by  the  compa- 
ny's legendary  foimder,  Kiichiro  Toyoda, 
a  zealot  for  consensus-style  decision- 
making, merciless  cost-cutting,  and  fa- 
natical devotion  to  quality  and  customer 
satisfaction.  So,  to  ensure  that  Toyota 
doesn't  lose  the  essence  of  what  makes 
it  great,  the  company  in  February 
opened  the  Toyota  Institute,  an  internal, 
MBA-style  program  near  Toyota  City 
whose  faculty  will  comprise  Toyota  ex- 
ecs and  visiting  professors  from  the 
University  of  Pennsylvania's  Wharton 
School. 

Fact  is,  Toyota  and  its  U.S.  sub- 
sidiaries don't  always  see  eye  to  eye, 
especially  when  it  comes  to  making  de- 
sign choices  for  the  Amer- 
ican market.  Sometimes 
the  conflicts  are  over  small 
issues;  one  Toyota  official 
in  Japan,  for  example, 
says  interior  color  schemes 
are  a  constant  source  of 
friction.  At  other  times, 
there  are  clashes  over 
crucial  product-strategy 
decisions.  "They  have  to 
be  dragged  kicking  and 
screaming  into  bigger 
products,"  says  Jim  Olson, 
a  senior  vice-president  at 
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The  average  age  of  Toyota  drivers  in  the  U.  S. 
-^  is  45-the  highest  for  any  Japanese  carmaker 


Toyota  Motor  North  America  Inc.  in 
New  York  City. 

In  the  late  1990s,  Japanese  product 
planners  resisted  their  U.S.  colleagues' 
idea  that  the  company  should  produce  a 
V8  pickup  truck  for  the  American  mar- 
ket. To  change  their  minds,  U.  S.  execu- 
tives took  their  Japanese  counterparts 
to  a  Dallas  Cowboys  football  game — 
with  a  pit  stop  in  the  Texas  Stadium 
parking  lot.  There,  the  Japanese  saw 
row  upon  row  of  full-size  pickups.  Fi- 
nally, it  dawned  on  them  that  Americans 
see  the  pickup  as  more  than  a  commer- 
cial vehicle,  considering  it  primarj''  trans- 
portation. Result:  the  red-hot  Tundra, 
which  sells  for  about  $25,000. 

Now,  it's  harder  than  ever  for  execu- 
tives in  Japan  to  second-guess  their 
American  colleagues.  "Once  we  started 
building  products  [in  the  U.S.],"  says 
Donald  V.  Esmond,  senior  vice-president 
of  the  Torrance  sales  arm,  "then  the 
chief  engineers  started  listening  a  lot 
closer  in  terms  of  what  products  we 
need  in  the  market."  The  proof  that 
U.  S.  marketers  know  their  business  is  in 
the  numbers.  March  sales  of  the  $20,000 
Camry,  a  sedan  revamped  for 
the  U.S.,  surged  24.1%  over 
the  same  month  last  year. 
Sales  of  the  Highlander  suv 
jimiped  28.4%. 

However  successfully  Toy- 
ota blends  the  essence  of 
the  Toyota  Way  with  a  dash 
of  American  salesmanship, 
increasing  market  share  in 
the  U.S.  from  now  on  \\'ill 
be  a  bigger  challenge.  "Toy- 
ota   [has]    very    complete 
product     coverage,"     says 
George  Peterson,  president 
of  AutoPacific  Group  Inc.,  a 
market-research  company  in 
Tustin,    Calif.    "There   are 
very  few  holes  in  its  line- 
up." More  ominously,  Toyota  could  face 
in  the  U.  S.  the  same  problem  it  does  in 
Japan:  smaller  rivals  taking  daring  de- 
sign steps  that  attract  new  customers. 
Already,  Nissan  Motor  Co.'s  redesigned 
Altima  and  Infiniti  G35,  with  their  head- 
turning  styling,  are  luring  Americans 
from  the  Camry  and  Lexus  Une.  And 
South  Korea's  Hyundai  is  moving  up- 
scale with  such  cars  as  the  XG350,  a 
family  sedan  that  is  thousands  of  dollars 
cheaper  than  the  Camry. 

Still,  given  Toyota's  U.  S.  momentum. 


even  sttffer  competition  from  Hon- 
da and  Nissan  won't  have 
a  dramatic  impact 
over  the  short 
term.  Indeed, 
to  increase 
market 
share,  all 
Tbyota  needs 
to  do  is  crank 
up  U.  S.  pro- 
duction. Right 
now,  there  is  more  demand  for 
such  models  as  the  Lexus  RX 
300  and  Highlander  suv'  than 
Toyota  can  lill.  'They  could  get 
a  full  share  point  just  by  bringing  High- 
lander production  to  the  U.S.,"  says  a 
well-placed  analyst.  The  company  al- 
ready plans  to  make  the  RX  300  in 
Canada.  As  a  result,  Toyota  should  have 
no  trouble  "dialing  up  their  U.S.  sales 
through  the  remainder  of  the  decade," 
says  one  analyst. 

But  TDyota  does  have  an  Achilles'  heel: 
its  aging  customer  base.  The  average 
age  of  a  Toyota  buyer  in  the  U.  S.  is  45, 
the  highest  among  Japanese  carmakers. 
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UPSHIFT  Press,  the  U.  S.  chief  operating  ofB- 

rrri     tt  o   •  cer,  says  that  Toyota  has  already 

^    ■    ".     .         halted  the  aging  process  by  re- 

Cho  S  priority     vamping  the  Celica  coupe  and  MR2 

Spyder  roadster.  Yet  neither  sold  well 

last  year.  Nor  did  the  Echo,  the  first 

Toyota  subcompact  aimed  at  Generation 

Y  and  yovmger.  A  moderate  hit  in  Japan, 

it  is  a  flop  with  young  drivers  in  the 

U.  S.,  who  prefer  the  Ford  Focus  or  any 

Volkswagen. 

It's  too  early  to  tell,  but  the  new 
$15,000  Matrix  subcompact  could  be 
the  winner  that  Toyota  is  hoping  for. 
The  company's  strongest  prospect  to 
close  the  generation  gap,  however,  will 
be  Scion,  the  brand  to  be  launched  in 


California  next  summer.  Th# 
first  Scion  models  will  be  th* 
bbX,  a  modified  version  of  thci 
bB — for  black  box — a  particul 
larly  blocky  looking  van  that  is  nowf 
being  sold  in  Japan,  as  well  as  a  caj( 
that  is  rumored  to  be  derived  from  the 
Japanese-market  1st  (pronouncecl 
"east").  In  2004,  the  Scion  brand  will  g^ 
national  in  the  U.  S.  and  roU  out  models] 
designed  specifically  for  the  Americaf| 
market.  One  prospect  is  the  ccX, 
sporty  coupe  with  additional  carg(; 
space  and  not  one,  but  tw^o  sunroof^ 
to  pro\ide  an  open-air  feeling. 

Will  Scion  w^ork?  Many  analysts  sajj 
that  Toyota  should  havJ 
launched  its  youth-orientecl 
line  as  part  of  the  ToyotjJ 
marque — and  in  doing  s(| 
bring  some  verve  to  the  whol(J 
brand.  How-ever,  AutoPacifid 
Group  analyst  James  N.  Hal 
believes  that  Scion  has  "ncl 
dowTiside."  With  luck,  he  says] 
the  brand  will  bring  a  new[ 
breed  of  buyers  into  Toyotil 
showrooms.  If  it  doesn't,  hit 
adds,  the  core  Toyota  fran- 
chise won't  suffer.  Besides! 
while  the  bbX  may  looll 
bizarre  to  older  buyers,  some  analysts 
are  convinced  that  young  Americans| 
will  Uke  Scion  products. 

Toyota  Chairman  Hiroshi  Okuda  jokl 
ingly  said  last  year  that  his  companjl 
should  move  its  headquarters  to  thtl 
U.S.  That's  unlikely.  Still,  this  mosil 
Japanese  of  Japanese  auto  makersl 
knows  that  its  U.S.  strategy  is  crucial 
to  its  future.  The  company  that  Kiichirc| 
Toyoda  founded  still  has  its  roots  irl 
Japan,  but  Toyota's  destiny  is  aU" 
American. 

By  Chester  Dawson  in  Toyota  City  I 
with  Larry  Armstrong  in  Los  Angeletl 
and  Joann  Muller  and  Kathleerl 
Kerwin  in  Detroit 
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Opportunity  is  everyvyhere.  You  just  need  to  know  where  to  look.  The  ability  to  appiroach  challenges  fronn  a  fresh 
perspective,  combined  with  a  little  imagination,  can  often  reveal  untapped  investment  opportunities  where  others  see 
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only  uncertainty.  As  one  of  the  world's  foremost  managers  of  capital  and  risk,  we  are  constantly  searching  for  solutions 
that  lie  beyond  the  obvious.  With  financial  and  intellectual  reservoirs  of  great  depth  and  breadth  to  draw  from,  we  com- 
bine insight,  knowledge  and  original  thinking  to  create  new  opportunities.  We  do  it  for  ourselves.  We  can  do  it  for  you. 
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WANTED: 

AN  ENDGAME 

Will  Sharon's  clampdown  work? 


If  a  tombstone  were  needed  for  the 
Middle  East  peace  framework 
agreed  upon  nine  years  ago  in  Oslo, 
the  events  of  this  Passover  and 
Easter  season  provided  it.  Following 
brutal  Palestinian  suicide  bombings  and 
shootings  that  left  more  than  40  Israelis 
dead  in  a  week,  Prime  Minister  Ariel 
Sharon's  tanks  penned  Palestinian  leader 
Yasslr  Arafat  into  his  Ramallah  head- 
quarters. In  the  West  Bank,  a  hail  of 
tank  fire  is  turning  the  Palestinian  Au- 
thority to  rubble.  On  Apr.  2,  Sharon  of- 
fered Arafat  a  one-way  ticket  to  exile, 
which  he  refused. 

The  Israeli  Prime  Minister  is  going 
all  out  to  dehver  on  the  pledge  that  got 
him  elected  just  over  a  year  ago:  that 
he  would  bring  security  to  Israelis. 
Sharon  knows  that  he  has  a  window  of 
probably  just  a  few  weeks  before  in- 
ternational pubUc  opinion  and  the  Bush 
Administration  force  him  to  stop.  So  he 
is  racing  to  round  up  as  many  gunmen 


and  bombers  as  his  troops  can  find.  He's 
also  trying  to  cut  the  Palestinian  lead- 
ership down  to  size  by  arresting 
Arafat's  heutenants  and  destroying  his 
trappings  of  power.  Some  800  Palestini- 
ans have  been  detained. 

Sharon  enjoys  broad  support  from  a 
shell-shocked  public.  But  some  Israeli 
analysts,  including  security  experts,  wor- 
ry that  the  Prime  Minister  is  heading 
dowTi  a  dead  end  that  will  wind  up  rad- 
icalizing more  Palestinians  without 
queUing  the  \iolence.  Analysts  say  he  is 
not  offering  the  Palestinians  any  incen- 
tive short  of  fear  of  death  to  put  down 
their  guns  and  bombs.  What's  needed, 
analysts  say,  is  the  promise  of  a  political 
process.  "Sharon  thinks  he  is  going  to 
bring  terrorism  under  control  by  mili- 
tary means.  He  is  sadly  mistaken,"  says 
Edw^ard  S.  Walker  Jr.,  a  former  U.S. 
ambassador  to  Israel,  Egypt,  and  the 
United  Arab  Emirates. 

Sharon  isn't  talking  publicly  about 


*  *• 
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COMMENTARY 


By  Lee  Walczak  and  Stan  Crock 

THE  LONE  RANGER  RETURNS 


m 

I 
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solo  as  it  tries  to  destroy  terrorist 

Would  Bush  prefer  to  be  marchir  jfcr 
the  head  of  a  parade  of  nations  aUg  »-Pr 
against  terrorists?  Absolutely.  But  i 
beginning  to  dawn  on  him  that  afte 
U.  S.  pounding  of  Afghanistan,  man; 
lies  would  just  as  soon  sit  out  the  v 
next  phase — hot  pursuit  of  terrorist 
across  national  borders  and  a  preen  k 
strike  on  Iraq.  "We  should  be  prouc 
being  alone,"  contends  Eliot  A.  Cohjfc 
Mideast  expert  at  Johns  Hopkins  U 
versity  School  of  Advanced  Interna 
Studies.  "Bush  will  not  be  swayed  1 
diplomatic  squaw^ldng." 

Yet  to  the  European  left  and  the 
street.  Bush  the  Lone  Ranger  and 
Sharon  the  Warrior  are  kindred  spi 


Not  long  ago,  he  seemed  a  Master  of 
the  Universe.  But  to  the  w^orld's 
commentators,  the  decisive  George 
W.  Bush  who  emerged  after  September 
11  to  head  the  war  on  teirorism  is  no 
more.  In  his  place:  A  hesitant  leader  who 
cites  the  intractability  of  ancient  rivalries 
in  rejecting  pleas  for  a  U.  S.  mediation  of 
the  Israeli-Palestinian  war.  On  Apr.  2,  Le 
Monde  slammed  the  U.  S.  President's 
"poMcy  of  negligence"  for  causing  "the 
tragedy  of  Ramallah." 

No  doubt  about  it.  Bush  is  in  a  bind. 
His  desire  to  fight  terrorism  leads  him  to 
embrace  Israeli  Prime  Minister  Ariel 
Sharon's  tough  tactics  against  Palestinian 
radicals.  At  the  same  time,  Bush  know^s 
the  IVIideast  mess  threatens  to  under- 


mine the  ambitious  next  phase  of  his 
anti-terror  drive.  That's  why  the  White 
House  may,  over  the  next  few  weeks,  di- 
rect Secretary  of  State  CoUn  Powell  to 
seek  a  ceasefire  and  resumption  of  diplo- 
matic talks. 

One  thing  is  clear,  though:  The 
Mideast  explosion  will  alter  Bush's  in- 
ternational policy  focus.  How?  By  jolt- 
ing him  back  to  the  unilateraUsm  he  es- 
poused as  a  candidate.  The  desire  to 
boldly  project  U.  S.  power,  derided  as 
"Lone  Ranger  diplomacy,"  was  briefly 
cloaked  by  the  need  to  weave  a  multi- 
national coaUtion  that  provided  cover 
for  the  U.  S.  assault  on  Afghanistan. 
With  that  country  semi-pacified,  the 
U.  S.  will  increasingly  find  itself  flying 
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It  will  be  months,  and  possibly 
years,  before  Israel  and  the 
Palestinians  can  talk  peace  again 


his  strategy.  But  in  one  scenario  cir- 
cling among  political  observers,  the  Is- 
raelis would  take  back  day-to-day  con- 
trol of  life  in  the  West  Bank  while 
leaving  a  weakened  Palestinian  admin- 
istration in  Gaza,  which  is  easier  to  iso- 
late from  Israel.  The  Israelis  say  they 
don't  intend  to  reoccupy  the  territories, 
but  with  the  Palestinian  Authority  in 
ruins,  they  may  not  have  much  choice. 

Whether  or  not  his  troops  stay  in 
the  West  Bank,  Sharon  hopes  that  a 
more  moderate  Palestinian  leadership 
will  emerge  after  his  sweep.  For  exam- 
ple, the  Israelis  view  Mohammad 
Dahlan,  security  chief  in  Gaza,  and  his 
counterpart  in  the  West  Bank,  Jibril 
Rajoub,  as  potentially  more  pragmatic 
leaders  than  Arafat.  If  the  Palestinian 
chairman  were  somehow  sidehned,  the 
Israelis  might  look  to  Dahlan  and  Ra- 
joub, who  command  large  numbers  of 
armed  men,  to  fill  the  power  vacuum 
and  maintain  order. 

But  the  Israelis  probably  won't  be 
able  to  entice  high-ranking  Palestinians 
to  serve  in  such  roles  as  long  as  Arafat 
remains  active  in  the  territories.  Even  if 
he  were  exiled,  Arafat  would  retain  in- 
fluence through  the  tens  of  thousands  of 
supporters  of  his  Fatah  organization. 
Anyone  openly  working  with  the  Is- 
raelis would  run  big  risks,  as  shown  by 
recent  killings  of  nearly  a  dozen  Pales- 


tinians accused  of  col- 
laborating with  the 
IsraeUs. 

Sharon  thinks  that 
weakening  or  elimi- 
nating the  Palestinian 
Authority  will  strike 
a  hard  blow  against 
terrorists.  But  some  analysts  fear  his  re- 
cent moves  will  have  the  opposite  effect. 
"The  replacement  will  be  much  more 
fragmented,"  Walker  says.  "You  won't 
have  specific  individuals  to  blame.  [The 
new  leaders]  will  be  much  more  commit- 
ted to  the  destruction  of  the  state  of  Is- 
rael, and  increasingly  effective." 

As  the  violence  escalates,  just  about 
everyone  agrees  that  only  the  U.  S.  can 
stop  it.  But  Bush  seems  ready  to  give 
Sharon  some  time  to  carry  out  his  cam- 
paign. In  the  U.S.  view,  Arafat  is  get- 
ting his  just  desserts  for  allowing  radical 
groups  to  fiourish  under  his  corrupt  and 
inept  administration.  He  also  helped 
open  the  way  to  the  current  debacle  by 
spuming  a  U.  S.-brokered  peace  deal  in 
the  CUnton  Administration's  last  days. 
So  there  seems  to  be  no  apparent 
way  out  of  the  cycle  of  destruction.  It 
will  certainly  be  months  and  possibly 
years  before  Israelis  and  Palestinians 
can  sit  down  and  seriously  talk  about 
creating  two  neighboring  states  as  the 
Oslo  accords  envisioned.  Sharon,  the 
tough  ex-general,  seems  bent  on  clear- 
ing off  a  game  board  that  wasn't  to  his 
liking.  He'll  worry  about  picking  up  the 
pieces  later — or  leave  that  job  to  others. 
By  Stanley  Reed  in  London,  with 
Neal  Sandler  in  Jerusalem,  Susan 
Postlewaite  in  Cairo,  and  Stan  Crock  in 
Washington 


"avor  bombs  and  bullets  over  diplo- 
Better,  in  this  view,  for  the  U.  S. 
Kjse  a  peace  plan  on  Israel  that 
Sharon  to  give  up  settlements  in 
ige  for  iffy  security  guarantees, 
ush  is  more  determined  than  skep- 
jalize.  A  decade  ago,  he  watched 

j  Lher  wait  out  the  hard-line  thrusts 
|n-Prime  Minister  Yitzhak  Shamir, 
nows  he  has  to  let  an  Israeli  mili- 

e  pasm  subside  before  peace  can  be 
sed.  To  Bush,  the  choice  in  today's 
t  is  elemental.  There  is  Yassir 

i  :,  who  condones  suicide  bombings, 
here  is  Sharon,  who  wants  to  de- 
"terrorist  infi'astructure."  That's 
fi*astructure  Bush  wants  to  de- 
too. 

it  brings  us  to  the  foreign-policy 
wins'  next  bit  of  wisdom:  A  U.  S.- 
i  "axis  of  aggression"  dooms  Bush's 
o  attack  Iraq.  This  is  only  true  if 
link  he  won't  hit  Baghdad  without 
international  approval,  which  isn't 


the  case.  Even  before 
Israeli  armor  rolled 
into  Ramallah,  Bush 
had  no  chance  of  get- 
ting much  foreign 
backing  on  Iraq. 
When  Vice-President 
Dick  Cheney  toured 
the  region,  the  Tlu-ks 
said  no,  the  Egyp- 
tians said  no,  and  the 
Saudis  floated  a  gos- 
samer peace  offer  as 
a  way  of  saying  no. 
And  Western  Eu- 
rope? Except  for 
Tony  Blair,  thumbs 
down.  Bush  aides, 
however,  make  clear 
that  removing  Sad- 
dam Hussein  is  still 
on  the  agenda.  It  may  be  made  trickier 
by  the  loss  of  some  basing  rights,  but 
U.S.  aircraft  carriers  and  long-range 


bombers  mean  it's  not 
impossible.  And  Kuwait 
could  still  be  pressured 
to  provide  bases. 

Of  course,  the  grow- 
ing U.  S.  isolation  is  a 
complication  for  Bush's 
foreign  policy.  But  in 
_  reality,  the  notion  of  a 
broad  anti-terror  coali- 
tion was  always  a  mi- 
rage. Like  the  bombing 
in  Afghanistan,  the 
anti-terror  war  will  be 
led  by  U.S.  forces,  aid- 
ed by  some  loyal  Brits. 
When  the  next  strikes 
are  ordered  from  the 
Oval  OfSce,  the  U.  S. 
will  be  in  familiar  terri- 
tory—  largely  alone. 


Walczak  and  Crock  cover  politics  and 
policy  in  Washington. 
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CORPORATE  ACCOUNTING 


CAN  IBM  KEEP 
EARNINGS  HOT? 

Crafty  financial  moves  are  losing  their  clout 


As  IBM  Chairman  Louis  V.  Gerstner 
Jr.  prepares  to  retire  at  yearend, 
he  can  claim  credit  for  one  of  the 
most  dramatic  corporate  rescue 
missions  in  history.  In  1993,  the  former 
RJR  Nabisco  Inc.  chief  parachuted  into 
the  troubled  computer  giant,  slashed 
through  a  jungle  of  bureaucracy,  and 
transformed  Big  Blue  from  an  aging 
hardware  maker  into  a  tech-services 
juggernaut.  The  most  impressive  re- 
sult: IBM's  market  capitalization  in- 
creased from  $30  biUion  in  1993  to  $173 
billion  as  its  share  price  soared  seven- 
fold, to  $101. 

Still,  Gerstner  can't  escape  nagging 
concerns  that  he  managed  this  feat  in 
part  by  bolstering  earnings  through  cre- 
ative financial  steps.  Critics  say  he  has 
pushed  and  pulled  a  variety  of  levers — 
including  gains  from  an  overfunded  pen- 
sion plan,  income  from  one-time  asset 
sales,  and  $44  biUion  in  share  repur- 
chases— to  squeeze  double-digit  growth 
in  earnings  per  share  while  eking  out  an 
annual  average  of  just  5%  revenue 
growth.  "It's  amazing  what  Gerstner 
has  done,"  says  analyst  Robert  Tracy 
of  Apogee  Research  Inc.  "Out  of  this 
turnip  comes  a  gallon  of  blood." 

Now,  the  levers  are  starting  to  jam. 
A  financial  analysis  by  BusinessWeek 
shows  that  earnings  not  from  opera- 
tions last  year  accounted  for  some  $2.3 
billion,  or  more  than  20%,  of  IBM's  $10.9 
biUion  in  pretax  income.  This  year,  IBM 
faces  lower  pension-fund  returns,  the 
potential  for  larger  write-offs  for  bad 
debts,  and  fewer  share  buybacks.  That 
means  nonoperational  financial  methods 
are  likely  to  contribute  no  more  than 
10%,  or  $1.1  billion,  to  an  estimated 
$11.8  billion  in  pretax  income. 

The  weakening  of  its  earnings  crutch- 
es carries  enormous  implications  for  IBM. 
Over  the  long  run,  reducing  its  reliance 
on  such  methods  could  boost  the  quaUty 
of  its  earnings.  But  in  the  short  term,  it 
will  be  harder  for  new  Chief  Executive 
Samuel  J.  Palmisano,  who  took  over 


from    Gerstner    on 
Mar.  1.,  to  meet  the 
company's    goal    of 
low  double-digit  an- 
nual earnings  growth, 
says  Steve  Milunovich, 
an  analyst  at  Merrill 
Lynch    &    Co.    And 
heightened  awareness 
of    IBM's    accounting 
may    put    downward 
pressure  on  its  stock  as 
skittish  investors  ques 
tion  prospects  for  in- 
come  that   doesn't 
come  from  operations. 
On  Mar.  11,  Sanford  C. 
Bernstein  &  Co.  analyst 
Toni  Sacconaghi  down- 
graded IBM  from  "out- 
perform" to  "market 
perform,"  based  on  ac- 
coimting  concerns,  weak- 
ness in  its  services,  and  a 
share  price  that  is  "not  in- 
expensive relative  to  re- 
cent history." 

That  means  Palmisano 
must  rev  up  the  IBM 
growth  engine — sans  fancy  financial 
footwork.  The  whole  machine  needs  a 
tune-up.  Last  year,  IBM's  revenue  de- 
clined 2.9%,  while  net  income  shrank 
4.6%.  This  year,  most  analysts  expect 
a  3.2%  rise  in  sales,  to  $88.6  billion,  and 
9.6%  profit  growth,  to  $8.4  billion.  Some, 
however,  are  more  cautious.  On  Apr.  2, 
Laura  Conigharo  of  Goldman,  Sachs  & 
Co.  cut  her  estimate  of  IBM's  2002  sales 
by  $4.8  billion,  to  $84.6  billion,  and  low- 
ered her  earnings  growth  forecast  from 
9%  to  7%,  based  on  weak  tech  spending. 
To  hit  its  goals  without  financial  ma- 
neuvering, IBM  is  depending  on  growth 
in  its  key  software  and  services  busi- 
nesses. "If  we  keep  taking  share,  when 
there's  an  uptick  in  spending,  it's  a  pret- 
ty safe  assumption  we're  going  to  con- 
tinue to  do  weU,"  Palmisano  says. 

It's  either  that  or  cut  costs — some- 


GERSTNER'S  EARNINGS  MA(  i 


FINANCIAL  LEVER 


CONTRIBUTION 
TO  2001  PRETAX 
EARNINGS  OF 
$10.9  BILLION 

FOR  THE  FUTURE 


*Fron)  one-time  intellec- 
tual-property sales 

**Oifference  between 
,.  2.75%  rate  and  4%  rate 

Y^**  Of  net  income 


PENSION  INCOME  Return  |l; 

from  IBM's  pension  fi 
exceed  the  cost  of  serJK 
ing  the  plan.  Rules  reps 
the  income  be  added 
earnings,  though  it  calitii 
be  used  for  operation:  sta 

$904  MILLION,  OR  { 


IBM  has  trimmed  the 
pected  rate  of  return  < 
pension  fund  to  9.5% 
10%.  That  will  cut  pe 
income  to  5.2%>  of  IB 
projected  $11.8  bill ic 
pretax  income  this  ye 
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hing  the  company  is  already  doing.  On 
an.  8,  IBM  announced  it  would  out- 
ource  manufacturing  of  its  desktop 
Ijomputers  to  Sanmina-sci  Corp.  to  pare 
e  $153  million  loss  suffered  by  its  per- 
nal  computer  division  last  year.  IBM 
ould  trim  PC  costs  further  by  out- 
ourcing  laptop  manufacturing,  says 
artner  Dataquest  analyst  Martin 
ieynolds.  Others  say  Palmisano  should 
ump  IBM's  hard-drive  operation,  a 
hrinking  commodity  business  that  does 
ot  fit  its  strategy  of  being  a  services 
sader.  Despite  frequent  attempts  to 
correct  problems  in  the  $4  billion  di- 
vision, last  year  it  lost  some  $246 
million,  says  analyst  David 
'/  ^r^  _  Reinsel  of  IDC.  "They  can 
probably  buy  drives  more 
cheaply  out  of 
house,"  he  says. 
Under  pres- 
sure from  share- 
holders. Big 
Blue  is  tweaking 
some  of  its  finan- 
cial  tactics.  On 
Mar.  11,  IBM  re- 
leased its 


must  expand 

fancy  footwork. 
Services  and 


annual  10-K  financial  statement,  breaking 
out  new  details.  That  comes  in  response 
to  criticism  that  IBM  didn't  adequately 
disclose  income  from  intellectual-prop- 
erty and  asset  sales.  The  latest  contro- 
versy began  in  December  when  IBM 
didn't  reveal  a  $290  million  gain  from 
the  sale  of  its  optical-transceiver  busi- 
ness  to  JDS   Uniphase   Corp.,   which 

helped  the  company  meet  

its   2001    profit    targets.  t*    i       • 

Controversy  flared  again    NOW,  PalmiSanO 
on  Mar.  28  when  The  Wall  ' 

Street  Journal  obtained 
documents  showing  that 
the  Securities  &  Exchange 
Commission  asked  IBM  to 
amend  its  financial  state- 
ments in  1999  and  2000. 
The  issue:  concerns  about 
inadequate  financial  disclo- 

sure  on  IBM's  tax  rate,  software  are  kev 

pension  fund,  and  other 
items. 

Back  then,  IBM  refused  to  make  the 
changes.  After  the  debacle  at  Enron 
Corp.,  though,  it  cried  uncle:  Big  Blue 
has  agreed  to  show  intellectual  property 
sales  on  a  separate  line  in  its  income 
statements.  Although  IBM's  disclosure 
practices  weren't  illegal,  and  the  sec 
didn't  bring  charges,  the  company  re- 
worked its  financial  statements  for  the 
past  three  years  to  refiect  the  changes. 
"Disclosing  more  will  help  investors 
1 1    understand  the  strength  of  our  com- 
/    pany  better,"  says  IBM's  Chief  Fi- 
nancial Officer  John  R.  Joyce. 

That  still  doesn't  earn  IBM  a  clean 

Obill  of  financial  health.  Analysts 
and  accounting  experts  want  IBM 
'^^    to  disclose  more  data  about  in- 
tellectual-property sales.  IBM 
maintains  that  gains  from  the 


sale  of  such  property  should  be  treated 
as  a  part  of  operations.  But  critics  say 
many  of  those  gains  are  nonrecurring. 
This  year,  Bernstein  estimates  that  one- 
time sales  of  intellectual  property  will 
be  $500  million,  or  4.2%  of  IBM's  pretax 
income,  dovm  from  8.3%  last  year.  De- 
spite the  criticism,  Joyce  defends  IBM's 
accounting  and  disclosure  as  "among  the 

best  in  this  or  any  other 

industry." 

The  most  powerful  tool 
in  IBM's  financial  kit — its 
pension  plan — is  starting 
to  rust.  If  a  company's 
pension-fund  assets  are 
estimated  to  be  earning 
more  than  its  expenses, 
accounting  rules  require 
that  it  add  the  difference 
to  income.  Problem  is, 
IBM  has  assumed  an  ag- 
gressive 10%  annual  rate 
of  return  for  its  pension 
plan,  which  contributed  $904  million,  or 
8.3%,  to  2001  pretax  income.  In  fact, 
the  value  of  IBM's  pension  assets  fell 
nearly  6%  last  year.  In  2002,  IBM  cut 
the  expected  rate  of  return  to  9.5%, 
which  IBM  estimates  will  reduce  pension 
income  by  $350  million.  But  that  may 
still  be  too  high:  Rivals  Compaq  Com- 
puter Corp.  and  Hewlett-Packard  Co. 
use  a  9%  rate,  according  to  Banc  of 
America  Securities. 

Next  on  the  list  of  worries  is  IBM's  ac- 
counting for  bad  debt.  IBM's  financing 
unit  generates  4%  of  the  company's  rev- 
enues and  10%  of  its  profits.  Some  ac- 
counting experts  say  IBM  boosts  its 
earnings  with  rosy  assumptions  for  its 
$37  billion  credit  portfolio.  What  ran- 
kles financial  sleuths  is  IBM's  "allowance 
for  doubtful  debt  accounts,"  or  the 


nrman  Lou  Gerstner,  IBM  has  used  financial  levers  to  help  boost  earnings.  In  2001,  income 
meuvers  accounted  for  at  least  20%  of  pretax  profits.  This  year,  that  could  fall  to  10%.  Here's  why. 


iECTUAL-PROPERTY  SALES 

counts  intellectual- 
trty  sales  as  income. 
s  say  booking  recurring 
s  OK  but  including 
ime  sales  is  a  no-no. 
Stands  by  the  practice. 


BAD  DEBT  Some  say  IBM  In- 
flates earnings  by  downplay- 
ing credit  risk.  It  sets  aside 
2.75%  of  its  total  loans  and 
unpaid  bills  to  cover  bad 
debts,  but  some  analysts 
say  4%  is  more  realistic. 


TAX  RATE  Moving  plants  to  lo- 
cations with  lower  taxes  has 
helped  IBM  slash  its  tax 
rate  from  42.4%  in  1993  to 
29.5%  last  year. 


SHARE  BUYBACKS  IBM  spent 
$44  billion  buying  back  864 
million  shares  from  1995  to 
2001.  Last  year,  IBM  was 
one  of  the  10  most  active 
corporate  share  repurchasers, 
plunking  down  $5.3  billion. 


MILLION,  OR  8.3%"^     $490  MILLION,  OR  4.5%*"^    $33  MILLION,  OR  0.4%***     90  PER  SHARE 


says  it  will  break  out 
ectual-property  income 

financial  statements. 

look  for  gains  from 
ime  sales  to  fall  to 
)  million  this  year. 


IBM  has  boosted  reserves  to 
$1.08  billion,  from  $927 
million  in  2000.  But  its  rosy 
assumptions  could  result  in 
bigger  charges  down  the 
road  if  the  economy  doesn't 
rebound. 


No  more  help  from  the  tax- 
man.  IBM  says  the  tax  rate 
is  unlikely  to  go  lower.  And 
it  could  edge  up  to  30%.  If 
it  does,  that'll  cut  profits 
next  year  by  about  $50  mil- 
lion, or  nearly  1%. 


Share  repurchases  are  slow- 
ing to  $4.5  billion  this 
year.  Banc  of  America  Se- 
curities estimates  IBM's 
2002  buyback  program  will 
boost  earnings  by  70  per 
share,  or  1.3%. 


3:  IBM,  Merrill  Lynch  &  Co.,  Sanford  Bernstein  &  Co.,  Behind  the  Numbers,  Banc  of  America  Securities,  BusinessWeek 
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amount  it  expects  to  get  stiffed  by  cus- 
tomers. As  the  economy  soured  last 
year,  IBM  boosted  its  resen'es  to  2.75% 
of  loans  and  unpaid  bills,  up  from  2.15% 
in  2000.  Some  analysts  fret  that  re- 
serv'es  may  still  be  too  low.  In  2001,  HP 
increased  its  eqmvalent  ratio  from  2.12% 
to  6.56%  as  more  loans  went  bad,  says 
analyst  Jeff  Middleswart  of  Behind  the 
Numbers,  a  financial  research  service.  A 
more  realistic  ratio  for  IBM,  Middleswart 
says,  would  be  4% — which  would  have 
trimmed  Big  Blue's  pretax  income  by 
$490  million,  or  4.1%,  last  year.  CFO 
Joyce  says  the  company  has  adequate 
resen'es.  "We  remain  comfortable  with 
our  allowance,"  Joyce  says. 

At  least  one  financial  tool — cutting 
tax  bills — has  been  played  out.  When 
Gerstner  took  over  in  1993,  IBM  paid 
42.4%  of  its  income  in  taxes.  By  moving 
manufactuiing  to  locations  \\ith  lower 
tax  rates,  IBM  trimmed  its  rate  to  29.5% 
last  year  Joyce  says  the  rate  may  creep 
up  to  30%  next  year,  slashing  about  $50 
million,  or  nearly  1%,  off  IBM's  projected 
net  income. 

Share  repurchases  ^\•ill  continue  to 
help  earnings,  but  less  than  in  years 
past.  IBM  has  bought  864  miUion  of  its 
owTi  shares  since  1995,  but  repurchases 
are  slowing.  Last  year,  IBM  bought  $5.3 
bilhon  in  shares.  This  year,  it  plans  to 
spend  just  $4.6  billion  on  stock  buy- 
backs — which  would  cut  the  impact  of 
the  program  to  7c  per  share  from  9^ 
last  year,  according  to  Banc  of  America 
Securities. 

Taken  alone,  these  practices  might 
not  raise  eyebrows.  But  some  critics 
think  that  when  investors  add  them  up, 
they  could  equal  trouble  for  Big  Blue's 
stock  price.  This  year,  accounting  jitters 
already  have  helped  drive  down  IBM 
shares  16.5%,  compared  with  no  change 
for  the  Standard  &  Poor's  500-stock  in- 
dex. Some  analysts  say  IBM's  stock  could 
fall  further  on  concerns  over  whether 
the  company  can  sustain  its  earnings 
\\ithout  as  much  help  from  its  financial 
tool  kit.  TXpicaUy,  investors  calculate  the 
value  of  a  company  by  using  the  price- 
earnings  ratio.  At  IBM's  Apr.  2  price  of 
$101,  its  p-e  ratio  for  2002  income  is 
21.2.  Take  out  estimated  nonoperational 
gains,  and  the  p-e  jumps  to  23.9 — well 
above  its  historic  level  in  the  mid-teens. 

Now,  investors  need  to  make  the  call. 
IBM's  increased  disclosure  is  a  good  first 
step.  But  with  continued  scrutiny  of  the 
bottom  line  and  the  declining  oomph  of 
IBM's  financial  levers,  Palmisano's  chal- 
lenge is  clear  Persuade  Wall  Street  that 
its  other  strengths  justifS'  a  historically 
high  valuation,  or  generate  growth 
through  improvements  in  operations — 
not  clever  accounting  moves. 

By  Spencer  E.  Ante,  vnth  David 
Henry,  in  New  York 


The  Corporation 


STRATEGIES 


PHARMACIA  IS 
FEELING  WOOZY 

The  drugmaker's  stumbles  are  fueling  takeover  talk 


HASSAN:  The  CEO', 


I  J  I'll 


ken  promises  to  Wall  Street  have  hurt  his  credibility 


When  Fred  Hassan  struck  a 
deal  in  late  1999  to  merge  his 
drug  company,  then  called 
Pharmacia  &  Upjohn,  with 
pharmaceutical  and  agricultural  player 
Monsanto  Co.,  there  were  plenty  of 
skeptics.  So  Hassan  hit  the  road,  mak- 
ing the  hard  sell  to  shareholders  who 
liked  Monsanto's  G.D.  Searle  &  Co. 
drug  unit  but  were  wary  of  Monsanto's 
controversial  biotech  seed  business. 
Management  vowed  that  the  combined 
company — ^now  called  Pharmacia  Corp. — 
woiild  quickly  become  an  industry  pow- 
erhouse, with  earnings  growth  in  ex- 
cess of  20%.  In  the  end,  investors 
bought  into  Hassan's  vision,  and  the 
deal  closed  in  April,  2000. 

Now  it  looks  as  if  the  skeptics  were 
right  to  doubt  Hassan's  pitch.  Since  the 
deal  closed,  the  company  has  had  a  se- 


ries of  disappointments,  including  nag- 
ging problems  with  its  core  pharmaceu- 
tical business,  that  has  caused  it  to  un- 
derperform  many  of  its  rivals.  Approval  I 
of  two  new  drugs  has  been  unexjjected- 
ly  delayed  by  the  Food  &  Drug  Ad- 
ministration. The  growth  of  Pharmacia's 
top  product,  arthritis  drug  Celebrex, 
with  $3.1  bilhon  in  annual  sales,  has 
stalled,  partly  over  concerns  that  it, 
along  with  similar  drugs,  may  raise  the 
risk  of  heart  attacks.  And  sales  from 
Pharmacia's  second-best  seller,  sleeping 
pill  Ambien,  revert  this  year  to  the 
drug's  developer  under  a  licensing 
agreement.  The  result:  Company  sales, 
excluding  its  remaining  85%  stake  in 
Monsanto's  ag  business,  probably  will 
cUmb  just  4%  this  year,  to  $14.4  billion, 
says  Deutsche  Banc  Alex.  Brown  ana- 
lyst Barbara  A.  Ryan.  She  expects  in- 
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The  Corporation 


The  good  news  is,  Pharmacia  faces  no  imminent  patent 
expirations-but  that  could  appeal  to  a  suitor 


come  from  continuing  operations  to  rise 
a  paltry  6%,  to  $2  billion. 

The  gap  between  where  Pharmacia 
is  and  what  was  promised  two  years 
ago  has  seriously  damaged  Hassan's 
credibility  with  investors.  In  early  2000, 
shortly  before  the  Monsanto  deal  closed, 
Pharmacia  told  investors  that  earnings 
per  share  that  year  would  be  $1.55  to 
$1.62.  They  ended  up  at  $1.45,  partly 
because  of  new  rules  that  were  issued 
for  revenue-recognition  accounting.  Then 
the  company  projected  earnings  growth, 
including  the  ag  business,  of  20%  to 
25%  in  2001.  Wall  Street  considered  it  a 
failure  when  Pharmacia  just  hit  20%. 
As  a  result,  since  the  Monsanto  deal 
closed,  Pharmacia's  stock  price  has  fall- 
en 12.5%,  vs.  an  8.6%  gain  for  the 
American  Stock  Exchange's  pharma- 
ceutical index.  Some  institutional  share- 
holders now  think  Pharmacia  could  be  a 
takeover  target.  "Either  they  execute 
on  their  own  or  somebody  will  execute 
for  them,"  says  Dr.  John  R.  BorzUleri,  a 
portfolio  manager  at  State  Street  Re- 
search &  Management  Co.,  which  had 
6.6  million  shares  at  the  end  of  2001. 

Hassan  concedes  that  he  could  have 
done  a  better  job  communicating  with 
investors.  But  he  insists  that  Pharma- 
cia's future  %\ill  be  bright  as  concerns 
about  Celebrex  wane  and  new  drugs 
roll  out.  "Going  forward,"  he  says,  "we 
are  confident  about... our  ability  to  de- 
liver good  numbers."  The  planned  spin- 
off this  fall  of  the  rest  of  Monsanto, 
which  Hassan  acquired  mainly  for  G.  D. 
Searle's  drug  portfolio,  \\i\\  certainly 
help.  New  products  are  imperative, 
though,  if  Pharmacia  is  to  make  up  for  a 
big  slice  of  revenue  it  will  lose  this  year 
from  Ambien.  Under  terms  of  a  previ- 
ous licensing  agreement,  the  rights  to 
the  $902  million  insomnia  drug  revert  to 
developer  Sanofi-S\Tithelabo  in  April. 

And  some  of  Pharmacia's  most  prom- 
ising new  launches  could  face  tough  go- 
ing. Chief  among  them  is  Bextra,  a  fol- 
low-up to  Celebrex.  Bextra  officially  hits 
the  market  in  the  second  week  of  April. 
Both  belong  to  the  class  of  painkillers 
known  as  Cox-2  drugs.  But  a  paper  in 
the  Journal  of  the  American  Medical 
Association  last  August  suggested  that 
Cox-2  drugs  could  raise  the  risk  of  heart 
attacks.  That  has  stalled  Celebrex's 
growth  and  could  hurt  Bextra.  Some 
doctors  already  fear  giving  such  dnigs 
to  patients  with  heart  problems.  'Thysi- 


cians  have  to  be  a  little  wary  about  it," 
says  Dr.  Dwight  R.  Robinson,  clinical 
director  of  the  division  of  rheumatol- 
ogy' at  Massachusetts  General  Hospital" 
in  Boston.  "You  can't  look  patients  in 
the  eye  and  reassure  them  that  [these 
concerns]  are  nothing." 

Hassan  disputes  any  interpretation 
of  the  data  that  connects  Celebrex  with 
heart  problems.  In  fact,  the  jama  au- 
thors concede  there  is  no  proof  of  a 
problem  yet.  Carrie  S.  Cox,  president  of 
Pharmacia's  prescription-drug  business, 
says  Bextra  wiU  be  aimed  at  patients 
who  have  flare-ups  of  severe  arthritic 
pain,  while  Celebrex  will  be  tai-geted 
to  patients  who  suffer  less  severe, 
chronic  aches  and  inflammation.  There  is 
a  catch,  however.  The  FDA  has  not  ap- 
proved Bextra  for  acute  pain.  That 
could  limit  the  drug's  use  in  patients 
with  problems  such  as  sprains  or 
strains.  RajTnond  James  Associates  an- 

LOTS  OF  HEADACHES 


AMBIEN  HAND-OFF 


Under  the  terms  of  its  licensing 
deal,  Pharmacia  must  return 
the  $902  million-selling  sleep  aid 
Ambien  to  its  developer, 
Sanofi-Synthelabo,  this  spring. 
That  leaves  a  big  sales  hole. 


CELEBREX  SLOWDOWN 


Growth  for  the  company's 
flagship  $3.1  biUion  arthritis 
drug  Celebrex  slowed  in 
2001  after  questions  were 
raised  about  possible 
cardiovascular  side  effects. 


FDA  WOES 


Last  year,  the  Food  &  Drug 
Administration  delayed  approval 
of  injectable  painkiller  parecoxib 
and  glaucoma  treatment  Xalcom 
pending  more  data. 


AGRICULTURAL  DRAG 


Monsanto's  agribusiness  unit 
has  been  hurt  by  resistance  to 
genetically  modified  seeds. 
Pharmacia  will  spin  off  its  remaining 
stake  in  the  business  this  fall. 


alyst  Michael  Krensavage  says  it  couli 
be  tougher  to  position  Bextra  as  morel 
potent  than  Celebrex,  since  Celebrex  is\ 
approved  for  use  in  acute  pain. 

The  FDA's  stance  on  Bextra  was  dis-1 
appointing,  the  company  concedes.   But 
Hassan  insists  the  drug  will  be  a  bigj 
seller  because  it  was  approved  specifi 
caUy  for  severe  arthritis  pain.  "Bextra  isi 
a  ver\'  powerful  product,  and  doctors 
are  going  to  hear  that  from  their  pa- 
tients verj'  quickly,"  he  argues.  In  fact 
Pharmacia  got  a  recent  boost  thanks  t 
a  setback  at  rival  Merck  &  Co.  Mere] 
pulled  the  application  for  its  next-gen 
eration  Cox-2,  Arcoxia,  in  March,  saving| 
it  wants  time  to  submit  more  data 
That's  one  less  worry  for  Pharmacia. 
The  company  does  have  other  dru 
in  the  pipeline.  Eplerenone,  a  promisin; 
hypertension  drug,  seems  set  to  launc 
next  year.  But  two  supposedly  immi 
nent  launches — the  injectable  painMUi 
parecoxib,   and   Xalcom,   a   glaucom: 
drug — ^have  been  held  up  at  the  ] 
The  agency  is  seeking  more  data  b 
fore  it  signs  off  on  them. 

But  even  if  all  those  products  come 
through,  Pharmacia  could  still  be  a 
takeover  target.  Ironically,  that's  be 
cause  of  some  good  news:  The  company 
faces  no  imminent  patent  expira- 
tions on  its  largest  products,  as 
do  rivals  such  as  Merck  and  Bris- 
tol-Myers Squibb  Co.  That 
makes  Pharmacia  attractive  to 
bigger  rivals  and  covild  help  put 
it  into  play,  reasons  T.  Rowe 
Price  portfolio  manager  Dr.  Kris 
H.  Jenner.  Most  of  the  takeover 
specvilation  on  Wall  Street  cen- 
ters on  whether  Pfizer  Inc 
Pharmacia's  marketing  partner 
on  Celebrex,  might  make  a  run 
at  the  company.  Pfizer  ceo  Henry  A. 
McKinnell  says  his  company  doesn't 
need  a  deal.  Others  w^onder  if  Pharmacia 
might  hook  up  with  Wyeth,  formerly 
American  Home  Products  Corp.,  w^hich 
tried  to  do  a  deal  with  Monsanto  be- 
fore Pharmacia  did. 

Hassan  insists  that  Pharmacia  is  weD 
positioned  to  thrive  on  its  own.  And  he 
declines  to  comment  on  any  deal  specu- 
lation. "We  are  happy  with  our  busi- 
ness model,"  he  says.  Now^  he  needs  to 
convince  disappointed  investors  to  hang 
in  there  while  he  works  on  making  that 
model  a  success. 

By  Amy  Barrett  in  Philadelphia 
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when  Yahoo! 

wanted  to 

empower  busiNesses, 

they  chose  Novell. 


How  does  Yahoo!«  Enterprise  Solutions  make  portal  products  shine?  Yahoo!  puts  the  power  of  Novell®  eDirectory'"  in  its 
enterprise  portal  solution.  With  it,  your  customers,  employees,  partners  and  suppliers  can  securely  access  the  information 
they  need  from  any  Web-enabled  device.  And  your  intranets,  extranets  and  the  Internet  can  work  as  one  Net.  The  result? 
More  productive  employees  and  lasting  relationships  with  partners  and  customers.  All  while  leveraging  existing  IT 
resources  to  increase  your  ROI.  To  learn  more  about  how  Novell  can  empower  your  business,  visit  www.novelI.com 
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©  Copyright  2002  Novell.  Inc.  All  rights  reserved.  Novell  is  a  registered  trademark  and  the  power  lo  change  and  eDirectory  are  trademarks  of  Novell.  Inc..  in  the  United  States  and  other  countries. 
Yahoo!  is  a  registered  trademark  of  Yahoo!.  Inc. 
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Reducing  T&E,  Staying  Productive 


s  the  economy  continues  to  move  toward  recovery,  Corporate  America  is  looking  urgently 
for  new  ways  to  save  on  costs.  But  once  headcount  reductions  have  been  made,  R&:D 
projects  deferred,  and  freezes  on  spending  are  launched,  what  fat  is  there  left  to  trim? 
For  most  mid-  and  large-cap  companies,  it  very  well  may  be  in  the  business-travel  budget. 
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"TRAVEL  HAS  BECOME  SUCH  A 
VITAL  PART  OF  BUSINESS  that  for 
most  companies,  T&:E  makes  up 
either  the  second  or  third  highest 
expense  category,  behind  personnel 
and  IT,"  says  Ed  Gilligan,  group  pres- 
ident of  global  corporate  services  for 
American  Express.  In  fact,  he  said, 
"businesses  are  spending  more  on 
Travel  &:  Entertainment  (T&:E)  than 
ever  -  all  the  more  reason  to  focus  on 
a  spending  discipUne." 

This  special  section  will  cover  the 
new  trends  in  travel  management  that 
lead  to  cost  reductions,  better  produc- 
tivity and  higher  traveler  satisfaction. 
You'll  learn  how  the  best-run  companies 
handle  travel  policy  and  procedures. 
How  they  encourage  savings  through 
clever  technology  applications  and  the 
implementation  of  strategic  sourcing 
initiatives.  You'U  also  learn  ways  to 
save  on  hard  and  soft  travel  costs, 
keep  employees  efficient  on  the  road, 
improve  purchasing  practices,  and 
leverage  volume  to  get  the  most  out 
of  every  dollar  spent  on  the  road. 
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Only  Hilton  HHonors  gives  you  airlinC  milcS 

and  hotel  points, 

and  other  rewards  programs  an  inferiority  complex. 


What  makes  Hilton  HHonors®  rise  so  far  above  the  rest?  It's  the  only  hotel 


rewards  program  that  lets  you  Double  Dip®— to  earn  both  Points  &  Miles™  for  the 


same  stay,  at  more  than  2,100  hotels  worldwide.  Which  means,  unlike  other 


programs,  HHonors  doesn't  make  you  choose.  In  fact,  we'll  even  let  you  convert 


points  to  miles— or  vice  versa.  It  all  adds  up  to  a  superior  program.  Become  an 


HHonors  member  or  make  reservations  by  calling  1-800-HHONORS,  or  earn 


an  extra  1,000  bonus  points  by  enrolling  online  at  hiltonhhonors.com. 
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Hilton  HHonors  membership,  earning  of  Points  &  Miles,"  and  redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions.  ©2002  Hilton  HHonors  Worldwide. 
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THE  ABCs  of  CORPORATE  TRAVEL  MANAGEMENT 


How  are  the  country's  most  innov- 
ative companies  saving  money 
on  corporate  travel? 

Through  a  careful  retooling  of  pur- 
chasing, the  instituting  of  a  series  of 
best  practices  that  ensure  advantageous 
prices  and  service,  and  streamlining 
expense  management,  reporting  and 
other  administrative  functions. 

Here  are  a  few  best  practices  initi- 
ated by  leading  corporations  that  lead 
to  consistent  bottom  line  advantages: 

•  CHOOSE  A  CAPABLE  TRAVEL 
AGENCY  PARTNER.  This  may  seem 
counterintuitive  in  the  age  of  do-it- 
yourself-online  travel  reservations 
sites,  but  the  fact  remains  that  travel 
agencies  are  a  vital  part  of  a  sound 
corporate  travel  management  program. 

Most  major  companies  offer  their 
corporate  travelers  a  "bricks  and 
clicks"  arrangement,  in  which  road 
warriors  are  encouraged  to  use  an 
onhne  product  (see  rationale  below) 
when  a  flight,  hotel  room,  and  car 
rental  reservation  is  straightforward, 
and  a  live  travel  professional  at  a 
business-travel  agency  when  an 
itinerary  is  complex. 


HILTON  has  two  new  waysvfor  companies  and  their  travelers  to  benefit  fi'om  its 
pioneering  high-tech  vision.  Companies  can  partner  with  Hilton  in  installing  private, 
co-branded  Web  sites  that  provide  access  to  negotiated  and  special  Hilton.com 
channel-only  rates.  This  helps  to  ensure  policy  compliance,  and  the  software 
allows  for  individualized  messaging,  and  account  tracking  and  monitoring. 

For  the  traveler,  the  newly  enhanced  Wireless  Reservation  System 
allows  access  to  Hilton.com  through  an  Internet-accessible  Palm  handheld 
(U.S.  only).  Handspring  Visor,  Prism,  Platinum  or  Edge  with  a  wireless  Internet 
connection,  or  WAP-enabled  mobile  phone.  Using  its  system,  travelers  can 
find  a  Hilton®,  Conrad™  or  Hilton  Garden  Inn®  woridwide,  review  a  property 
description,  display  availability  and  rates,  reserve  a  room,  and  retrieve  or  cancel 
a  reservation.  Tech-sawy  travelers  can  access  the  Hilton  Wireless  Reservations 
System  download  and  FAQ  Web  site  at  http://hilton.wirelessrez.com/pqa. 


The  true  value  of  the  bricks  and 
clicks  strategy  became  quickly  apparent 
on  September  11,  when  millions  of 
passengers  were  stranded  after  U.S. 
air  space  was  closed  for  several  days. 
"Never  did  our  customers  need  us 
more,"  said  Ed  Gilligan  of  American 
Express,  whose  travel  counselors 
helped  400,000  stranded  customers 
get  home  safely.  "What  companies 
can  take  away  from  this  experience," 
Gilligan  added,  "is  that  travel  agency 
partners  aren't  just  travel  advisors 
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and  facilitators;  they're  an  important 
part  of  traveler  safety  and  security." 

•  RUN  A  FEW  ECONOMIC  MODELS 
to  see  precisely  where  travel  policies 
and  procedures  can  be  improved.  Some 
companies  hire  travel  management 
firms  (Connecticut-based  Management 
Alternatives,  and  Washington,  D.C.'s 
Caldwell  Associates,  are  both  well 
regarded)  to  help  them  assess  an 
existing  travel  management  program, 
make  enhancements,  and  help  with 
the  change  management  that  follows. 

Many  companies  look  to  their  travel 
agencies  for  help  with  running  what-if 
scenarios  as  well.  At  Maritz-TQ3,  a 
leading  travel  management  firm  based 
in  St.  Louis,  clients  have  access  to 
"OptiMiser"  software,  a  patented 
analytical  tool  that's  used  to  objectively 
examine  and  analyze  the  key  aspects  of 
a  T&E  program:  budget  management, 
policy,  supplier  relations,  reservation 
process,  payment  management  and 
expense  reporting. 

To  give  an  example,  a  major  manu- 
facturing client  wanted  an  evaluation 
of  its  entire  T&:E  workflow  process. 
Following  an  initial  assessment,  includ- 
ing interviews  with  key  management, 
focus  groups  with  frequent  travelers 
and  travel  arrangers,  Maritz-TQ3 
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AMERICA'S 
\CHOICE    >> 


Introducing 
The  America's  Choice  Plan. 
Where  your  home  calling  area 
stretches  coast  to  coast. 

It's  one  great  plan  -  perfect  for  all  your 
calling  needs  across  the  country.  You  can  call 
from  anywhere  on  the  America's  Choice 
network  to  anywhere  coast  to  coast  with  no 
roaming  or  long  distance  fees.  And  when  you 
sign  up  for  America's  Choice,  the  network 
covering  over  248  million  people,  you'll  be  a 
part  of  the  largest  wireless  network  in  the 
nation,  connecting  more  people  in  more 
places  than  any  other  provider. 

Just  another  way  we're  working  to  bring 
you  the  best  wireless  network  and  the  best 
values.  So  where  will  you  choose  to  take  your 
minutes  with  America's  Choice? 


Monthly 
access 

Monthly  airtlme 
minutes 
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550 
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900 


Calls  placed  outside  rate  area  $.65/min 


1.800.2  30IN  IN 

verizonwireless.com 


Drive  responsiWy 
Call  with  care. 


yen  Onwireless 

We  never  stop  working  for  you.' 


Subject  to  Service  Agreement  &  Calling  Plan.  Activation  fee  $30-$35,  Early  termination  fee  up  to  $175.  Requires  credit  approval.  Cannot  be  combined  wltti  ottier  offers.  Usage  rounded  to  next  full  minute.  Unused  allowances 
lost.  Subject  to  taxes  &  ottier  charges.  See  calling  plan.  Geographic  and  other  restrictions  apply.  Not  available  in  all  markets.  Network  claim  based  on  industry  reports  of  carrier-operated  and  managed  covered  pooulation. 
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account  managers  identified  the  areas 
that  promised  the  greatest  return.  By 
managing  the  RFP  process  for  auto- 
mated booking  systems,  charge  card 
and  automated  expense  reporting,  the 
hard-dollar  reductions  in  the  cost  of 
travel  components  (air,  hotel,  car 
rental)  represented  an  incremental 
six  percent  of  related  spending. 
There  were  soft-dollar  savings  in 
internal  processing  costs  as  u^ell. 

In  another  case,  account  managers 
vv^ere  able  to  help  a  New  York-based, 
mid-sized  client  rationalize  its  airline 
contracts  after  making  a  series  of 
corporate  acquisitions.  An  analysis 
helped  the  company  decide  to  imme- 
diately consolidate  agreements,  which 
improved  its  discount  markedly.  Besides 
which,  the  account  manager  knew 
that  the  timing  was  perfect:  Two 
major  airlines  were  caught  in  a  price/ 
market-share  tug-of-war,  leveraging  the 
new  purchasing  strength  to  guarantee 
airline  discounts  of  25  percent. 

•  BUILD  A  COMPREHENSIVE, 
EASY-TO-USE  CORPORATE  TRAVEL 
INTRANET  SITE.  These  help  companies 
keep  travelers  informed  on  everything 
fi"om  policy  (who  can  buy  what  kind 
of  travel,  including  which  airhnes, 
hotels  and  car  rental  companies  to 
use,  and  which  kind  of  flights,  rooms 
and  cars  that  can  be  booked)  to  how 
to  file  an  expense  report.  More  often 


than  not,  companies  with  Intranets 
have  attached  online  booking  systems 
to  these  sites,  so  it's  a  quick  leap  from 
information  to  reservation,  i^dd  an 
online  expense  reporting  module, 
allowing  travelers  to  puU  down  details 
fi-om  a  charge  card  "feed"  right  into 
an  expense  report  template,  and  the 
tedious,  detail-heavy  expense  report 
process  is  streamlined  considerably. 
That  means  less  busy  work  for  travelers, 
less  time  handhng  paper  for  managers, 
and  a  direct  path  to  the  general  ledger 
for  travel  data. 


Some  companies  hire 

travel  management  firms  to 

assess  an  existing  travel 

management  program, 

make  enhancements,  and 

help  with  the  change 
management  that  follows. 


•  ENCOURAGE  SELF-BOOKING. 
Self-booking  sites  help  companies  save 
significandy.  First,  they  save  as  much 
as  50  percent  on  transaction  fees, 
which  easily  can  run  $50  per  itinerary. 
Second,  travelers  who  see  a  variety  of 
choices  invariably  choose  options  that 
save  their  company  money.  Companies 
like  Motorola,  Lockheed-Martin  and 
Citibank  all  have  seen  significant 


RENAISSANCE  HOTELS,  RESORTS  AND  SUITES,  an  upscale  full-servlce  lodging 
brand  of  Marriott  International,  Inc.  is  undergoing  a  bit  of  a  renaissance  itself, 
further  refining  a  new  brand  positioning.  "Renaissance's  goal  is  to  provide  all  the 
services  and  annenities  of  a  full-service  property  with  the  personalization  and 
ambience  of  a  more  intimate  hotel,"  said  Sid  Yu,  global  brand  vice  president. 
"Renaissance  offers  the  body  of  a  hotel  brand  with  the  soul  of  an  independent." 
Whether  located  in  restored  landmark  buildings  such  as  the  Renaissance 
London  Chancery  Court,  or  newly  built  properties  such  as  the  Renaissance 
Charleston,  the  brand  is  committed  to  ensuring  a  warm,  attentive  service  culture, 
the  amenities  that  business  travelers  want  and  need,  and  creative  cuisine. 

The  Renaissance  brand  now  includes  114  properties  in  27  countries. 
Although  the  decor  differs  from  hotel  to  hotel,  all  feature  business  centers, 
health  clubs,  a  variety  of  restaurants,  and  Club  Floors  with  spacious  lounges. 


reductions  in  ticket  prices  when 
travelers  researched  and  booked 
tickets  themselves.  And  third,  all  of 
the  system's  users  can  book  only 
with  preferred  vendors,  and  are  auto- 
matically charmeled  to  negotiated  rates. 

How  do  all  these  reductions  add 
up?  To  a  striking  20  to  25  percent, 
industry  experts  say. 

HI 

•  WATCH  MEETING  SPENDING.  How 
do  you  create  any  kind  of  purchasing 
efficiencies  when  there  are  dozens,  if 
not  hundreds  of  small  meetings  being 
planned  at  your  company  every  year, 
and  no  single  person  is  overseeing       ' 
how,  why,  and  when  they're  booked? 

One  way  to  capture  that  kind  of 
purchasing  power  is  to  pool  meeting 
numbers  with  that  of  individual  travelers. 
At  Microsoft,  for  example,  meeting-goers 
help  the  travel  department  meet  its 
volume  threshold  with  preferred  carriers, . 
which  then  guarantees  ftiture  discounts 

A  corporate  travel  Intranet  also  helps 
facilitate  control  over  group  expenses 
by  imposing  certain  purchasing 
discipUnes.  Companies  like  Joseph  A. 
Seagram  8c  Sons,  Hewlett-Packard  and 
EMC  are  keeping  meeting  costs  down  •  I 
by  mandating  that  any  offsite  meeting 
be  registered  through  a  meetings  page 
on  the  corporate  Intranet.  "It's  not  a 
big  brother  thing,"  said  Earl  Foster, 
Seagram's  former  director  of  global 
travel  management,  now  a  travel  man- 
agement consultant  at  Partnership  Travel 
Consulting  in  Hawley,  Pennsylvania. 
"It's  more  that  anyone  planning  a 
meeting  can  see  who  else  may  be 
holding  an  event  in  the  same  city  at 
the  same  time.  If  they  can  piggyback  a 
few  days,  or  hold  an  event  at  the  same 
time,  they  can  get  preferential  room 
rates  with  a  multi-meeting  contract." 

•  USE  A  SINGLE  PAYMENT  SYSTEM 
to  capture  vital  data  and  to  earn  bene- 
fits. Universal  Air  Travel  Plan  (UATP) 
was  actually  the  world's  first  charge 
card,  and  remains  the  only  one  exclu- 
sively for  corporate  travel  expenses.  It's 
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You'll  be  surprised  by  what  a  Renaissance  hotel  is  and  isn't.  It  isn't  dull, 
predictable  or  typical.  It  is  expressive  design,  award-winning  restaurants  and 
savvy,  intuitive  service.  After  one  stay,  your  preconceptions  of  a  hotel  may 
never  be  the  same.  For  reservations  at  any  of  the  over  120  Renaissance  locations, 
call  your  travel  agent  or  1-800-HOTELS-l  or  visit  renaissancehotels.com 
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RENAISSANCE"  HOTELS 


With  our  compliments,  a  $50  certificate. 

In  appreciation  of  our  guests,  present  your  ticl<et  from  any  of  our  airline  partners  listed  below  at  ciieclc-in  and  receive 

a  $50  certificate  toward  your  next  two-niglit  stay  at  any  Renaissance  hotel. This  offer  is  good  through  June  30.* 

AmericanAiriines*    ADelta    ^UNITED 


Renaissance 
participates  in  the 
Marriott  Rewards*  program. 


•Not  applicable  for  groups  of  10  or  more,  one  certificate  issued  per  stay,  must  be  used  for  future  2-nigfit  slay,  use  of  certificate  not  comblnable  with  oilier  offers.  Airline  travel  must  take  place  within  three 
days  prior  to  arrival.  American  Airlines'  is  a  registered  trademarlc  of  American  Airlines,  Inc. 
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issued  by  individual  airlines  direcdy 
to  coqDorate  customers,  or  subscribers, 
who  may  purchase  tickets  from  any 
participating  airUne  or  travel  agents, 
and  then  receive  a  consolidated  state- 
ment of  all  air/rail  charges  from  the 
card-issuing  airline. 

Several  billing  options  allow  corpo- 
rations maximum  flexibility  and  choice. 
While  the  airfare  portion  of  a  UATP 
card  is  normally  centrally  billed  to  the 
corporation,  either  a  Visa  or  Master- 
Card co-branded  charge  card  handles 
other  T&:E  expenses.  These  co- 
branded  cards  can  be  set  up  so  that 
non-air  charges  are  billed  to  individuals 
or  centrally  to  a  business.  UATP  also 
offiers  corporate  customers  the  option 
of  setting  up  a  cardless,  or  ghost 
account  for  centralized  control  and 
management. 

What's  particularly  interesting  about 
UATP  is  that  it  helps  companies  save 
on  a  hidden  air  travel  cost  -  the  vendor 
fee.  When  airlines  pay  less  to  a  charge 
card  company  for  vendor  fees,  explains 
Richard  Crum,  president  and  chairman 
of  the  board  for  UATP,  "they  can  pass 
along  the  savings  to  their  customers. 


[iiiii] 


VERIZON  WIRELESS,  the  leading  wireless  communications  provider  in  the  U.S., 
has  just  launched  its  1XRTT  network,  instantly  enhancing  all  levels  of  wireless 
communications  -  from  a  simple  voice  call,  to  full  Internet  browsing,  streaming 
video,  and  e-mail.  This  higfi-speed  network  also  supports  enterprise  applica- 
tions, giving  companies  with  traveling  employees  tools  for  increased  productivity 
and  efficiency  Users  should  expect  average  speeds  between  40  and  60  kbps, 
significantly  higher  than  speeds  being  produced  by  competing  technologies, 
and  comparable  to  what  PC  users  get. when  using  a  dial-up  Internet  service  at 
home.  "The  rollout  has  already  begun  in  major  East  and  West  Ckjast  markets, 
and  by  the  end  of  2002,  the  majority  of  the  nearly  222  million  covered  POPs 
should  be  able  to  use  the  Express  Network  every  day,"  said  Verizon  Wireless 
chief  technical  officer,  Dick  Lynch. 
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When  you're  talking  about  two  per- 
cent of  an  airUne  ticket,  multiplied  by 
hundreds  or  thousands  of  business 
trips  a  year,  the  savings  can  really  add 
up  quickly." 

The  redesigned  UATP  program 
includes  a  new  automated  back-office 
system  for  reporting  that  allows  online 
access  and  expanded  travel  insurance. 
The  ability  to  make  payment  via 
electronic  frinds  transfer  also  helps 
companies  shave  costs  through  stream- 
lined administration,  Crum  said. 

Diners  Club's  corporate  card 
program  offers  everything  from  free, 
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comprehensive  insurance  on  rental 
cars  to  a  generous  airline-railes-for-     -  ||k 
dollars  program,  to  replacement  of 
luggage  and  its  contents  if  they're  lost, 
stolen  or  damaged.  Diners  Club  has 
also  recently  re-released  Carte  Blanche 
as  a  premium  card  expressly  for  U.S. 
based  international  business  travelers. 
A  cluster  of  privileges  includes  access  . 
to  many  of  the  world's  most  exclusive 
golf  courses,  free  companion  airline 
tickets,  a  24-hour  personal  global 
concierge  and  complimentary  interna- 
tional cellular  phone  rental.  The  card 
is  accepted  everywhere  the  Diners 
Club  card  is  -  with  nearly  six  million 
merchants  in  more  than  200  countries. 

American  Express  has  a  number 
of  corporate-  and  purchasing-card 
products  that  also  offer  a  series  of 
benefits  for  frequent  travelers,  including 
free  upgrades,  free  companion  tickets, 
access  to  airport  lounges  and  insurance 
coverage.  One  of  the  newest  types  of 
cards,  the  Executive  Corporate  Card, 
provides  the  expertise  of  senior  travel 
counselors  to  make  or  change  travel 
arrangements,  and  to  advise  on  -  and 
handle,  when  appropriate  -  problems, 
if  they  arise  on  the  road. 

STRATEGIC  SOURCING 
INITIATIVE 

Strategic  sourcing  is  a  purchasing 
technique  successftilly  being  used 
by  scores  of  companies  to  help  them 
make  intelligent  selections  of  suppliers 
and  leverage  their  buying  power.  But 
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oes  trying  what  works  for  the 
jurchase  of  computers  and  office 
upplies  translate  for  travel? 

According  to  Scott  Gillespie,  prin 
ipal  for  Travel  Analytics,  the  answer 
»  a  resounding  yes.  "Sourcing  for 
ravel  is  growing  exponentially,"  he 
ays.  "First,  it's  a  huge  part  of  a  com- 
•any's  controllable  costs, 
lecond,  it's  so  visible.  So 
v'hen  a  company  begins  a 
ourcing  initiative  on  an 

)  nterprise  basis,  travel  is 
ypically  in  the  first  wave  of 
commodities  to  be  considered. 
The  higher-ups  want  to  show 
hat  they're  serious  about  cutting 

^^  :osts,  and  travel  gives  senior 
nanagement  the  opportunity  to 
valk  the  talk,  since  they're  the 
i)nes  who  travel." 

While  sourcing  methods  do 
vork  for  the  purchase  of  hotel 
ooms  and  car  rental,  it's  airline 


spending  where  most  companies 
should  focus,  Gillespie  said,  because 
that's  where  45  to  55  percent  of  a 
T&E  budget  typically  is,  and  because 
airline  pricing  is  so  complex. 

Sourcing  for  air  typically  begins 
with  a  city-pair  "diagnostic," 
which  analyzes  route  data  (for 

instance:  Chicago-Dallas) 
to  assess  a  corpora- 
tion's ability  to  move 
market  share  among 
airlines.  Then,  there's 
measurement  of  the 
major  carriers'  overlap  and 
coverage  potential.  The  next 
step  is  to  work  out  a  what-if 
scenario  to  calculate  potential 
savings  of  various  combina- 
tions of  airline  partners. 
How  effective  is  the 
exercise?  For  most 
companies,  it  can 
immediately  reduce 


airline  costs  by  five  to  twenty  percent. 
For  Chevron,  Dell,  Microsoft  and 
Coca-Cola  -  all  Travel  Analytics 
clients  -  by  shifting  travel  volume  to  a 
particular  airline,  or  switching  airlines 
on  certain  routes,  each  has  been  able 

LUFTHANSA  has  come  up  with  an 
interesting  (and  literal)  way  to  give  a 
corporation  a  lift.  The  Corporate 
Mileage  Plan  gives  the  company 
mileage  credits  that  travelers  earn 
on  business  trips  -  while  allowing 
passengers  to  earn  their  own  Miles 
&  More®  frequent  flyer  miles  at  the 
same  time.  It  only  takes  about  ten 
paid  round-trip  transatlantic  flights 
to  earn  enough  credit  for  a  free 
I    round-trip  flight  or  an  upgrade  from 
Economy  to  Business  Class  (or 
Business  to  First  Class).  The  plan 
also  allows  for  free  tickets  and 
upgrade  awards  on  one-way  travel 
for  the  same  mileage  deduction. 


Tame  your  travel  budget  with  UATR 

JATP  —  Universal  Air  Travel  Plan  —  is  int?  umy  yiuudi  uavei  iJciyliicdi  byiien;  liSufU  a!iu  iiidiiayeu  uy  diMineb. 

That  makes  it  the  best  choice  for  untangling  your  company's  air  travel  expenses. 

Fact:  AirHnes  have  all  the  information  —  who  spends  what  to  get  where,  when,  and  how  often. 

And  with  UATP,  you  get  it  too,  from  the  most  complete  air  travel  billing  and  reporting  system  available. 

•  Detailed  records  of  air  travel  on  all  carriers,  including  passenger  name, 
class  of  service,  travel  date,  and  more 

•  Categorized  by  cost  center,  department,  project,  client,  employee  — 
or  other  categories 

•  Available  in  various  formats  to  match  your  accounting  system 
.  All  at  no  charge  to  your  company  Compare  a  UATP  statement 


Straight  trom 
— the  Source 


Compare  a  UATP  statement  with  any 
corporat'^  card  and  vo'/l'  see  wh\  hvo-thi^ds.  of 
the 


To  apply  for  a  UATP  account, 
go  straight  to  the  source. 


1472-6367 
324-UATP 


United;  liO<J-2SZ-S^b\ 
US  Airways:  800-528-38 


UATP-W2C 
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to  save  millions  of  dollars  per  year. 

"Any  time  you  can  increase  com- 
petitive tension  among  suppliers  and 
demonstrate  that  you  can  move  market 
share,  you  have  an  opportunity  for 
price  relief,"  Gillespie  explains.  "One 
airline  may  not  offer  any  discounts 
whatsoever  out  of  its  hubs,  for  example, 
but  another  carrier  that  has  less  fre- 
quency at  those  airports  may  be  very 
eager  to  deal.  And  then  the  savings  go 
right  to  the  bottom  line." 

ALTERNATIVES  to  TRAVEL 

T  T  That's  the  surest  way  to  save  money 
V  V  on  travel?  Travel  managers  have 
a  two-word  solution:  Don't  go. 

They're  not  entirely  facetious. 
One  of  the  fastest-growing  trends  in 
travel  management  is  the  use  of  video- 
conferencing, which  is  growing  in 
popularity  as  the  technology  improves 
and  participants  become  more  com- 
fortable with  the  medium. 


Companies  are  using 

virtual  meetings  for  training 

and  internal  communications, 

as  a  way  to  introduce  a  new 

product  and  get  feedback 

from  potential  customers, 

nd  as  an  alternative  to 

a  road  show. 


Some  companies,  like  Chicago-based 
AON,  have  determined  that  videocon- 
ferencing is  such  a  viable  alternative  to 
travel  that  they've  installed  dedicated, 
networked  videoconferencing  facihties 
in  46  AON  locations  around  the  world. 
Employees  are  subdy  encouraged  to 
use  the  rooms  on  the  corporate  travel 
Intranet  site:  there's  a  tab  called  "travel 
avoidance"  right  next  to  the  tab  for 
airline  reservations. 

For  companies  that  don't  (or  don't 
yet)  have  facilities  like  AON's,  there 
are  still  plenty  of  ways  to  use  video- 


Watching  every  T&E  dollar?  SPRINGHILL"*  SUITES  BY  MARRIOTT,  the  new 

all-suites  lodging  brand,  offers  a  surprising  bundle  of  amenities  for  a  very  down- 
to-earth  price.  Guest  suites  offer  up  to  25  percent  more  space  than  a  traditional 
hotel  room,  and  feature  separate  working,  sleeping  and  eating  areas.  For 
business  travelers,  there's  a  large  (45"  x  28"),  well-lit  desk  with  phone  and  data 
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earn  points  and  miles  in  the  popular  Marriott  Rewards®  program. 


conferencing  without  any  upfront 
expenses.  Some  commercial  sites,  like 
the  Digital  Sandbox  in  New  York 
City,  and  many  hotels  and  conference 
centers,  hke  the  Hilton  Lakes  Execu- 
tive Conference  Center  in  Dallas  and 
the  Hyatt  Regency  San  Francisco 
Airport,  feature  the  fiber-optic  hnes 
and  bandwidth  that  support  video- 
conferencing and  data  transmission 
to  multiple  sites. 

Other  companies  are  turning  to 
virtual  meetings,  using  Web  confer- 
encing appUcations  on  participants' 
laptop  and  desktop  computers. 

Participants  log  on  to  a  Web  site, 
type  in  a  password,  and  take  part  in 
some  sort  of  meeting,  demonstration, 
announcement  or  tutorial.  The  fee  can 
be  based  either  on  the  number  of 
meeting  participants  or  the  amount  of 
time  the  conference  uses.  Anyone  who 
misses  a  live  Web  conference  can  play 
back  the  recorded  version. 

At  Honeywell,  virtual  meetings  are 
used  to  help  different  research  and 
development  teams  share  information 
with  product  testers  located  in  various 
manufacturing  plants  around  the  world; 
participants  share  control  of  the  screen 
and  whiteboard  during  collaborations. 
Companies  are  also  using  virtual 
meetings  for  training  and  internal 
communications,  as  a  way  to  introduce 
a  new  product  and  get  feedback  from 
potential  customers,  and  as  an  alterna- 
tive to  a  road  show.  At  Medtronic,  teams 
use  Web  conferencing  for  training 


sessions,  brainstorming,  product  devel, 
opment,  weekly  status  meetings,  and 
meetings  with  vendors  and  partners. 
Major  players  in  Web  conferencing 
include  WebEx,  Place  Ware,  Raindance 
Communications,  BT  Videoconferencin 
Services,  Sprint  Video  Conferencing 
AT&:T,  and  Kinko's,  which  has  hun- 
dreds of  videoconferencing  rooms  at 
many  locations  around  the  world. 
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UMAN  TISSUE: 
lANDLE  WITH  CARE 


t's  getting  more 
mportant  in  medical 
research,  but  ethicists  have 
^rave  privacy  concerns 

Somewhere  in  a  medical  laboratory, 
there  may  be  a  scientist  who 
knows  far  more  about  you  than 
you  do  yourself. 
Labs  in  hospitals,  medical  schools,  and 
biotechnology  and  drug  companies  across 
the  U.S.  hold  more  than  300  million 
amples  of  human  blood,  tumors,  skin, 
hearts,  kidneys,  livers,  placenta,  em- 


bryos, sperm,  ova,  hair,  urine,  and  even 
sweat,  which  can  contain  skin  cells.  The 
samples  might  come  from  potentially 
cancerous  tumors,  organs  removed  dur- 
ing surgery,  or  cells  taken  from  inside 
your  mouth  to  check  for  infections.  Be- 
cause the  tissues  are  crucial  for  studying 
the  workings  of  himian  genes,  hospitals, 
biotech  companies,  and  pharmaceutical 
houses  are  racing  to  collect  them.  Every 
year,  20  million  samples  are  being  added 
to  the  nation's  tissue  banks. 

Many  samples  carry  codes  that  can 
be  used  to  identify  the  person  they 
came  from.  And  even  though  federal 
guidelines  require  researchers  to  get 


patients'  consent  before 
studying  tissues,  rules 
do  not  necessarily  apply 
to  hospital  laboratories 
that  are  testing  for 
diseases.  Thus,  people 
whose  samples  are  be- 
ing studied  often  don't 
know  that  a  little  bit  of 
themselves  is  sitting  in  a 
laboratory  freezer.  "It's 
typically  done  by  hospi- 
tal pathology  labs  with- 
out consent,"  says 
Thomas  H.  Murray, 
president  of  Hastings 
Center,  a  bioethics  think 
tank  in  Garrison,  N.Y. 
"If  you've  had  a  biopsy, 
your  tissue  is  in  a  lab." 
All  this  tissue  is  at 
the  center  of  a  new  mar- 
ket (page  76)  that  is 
spawning  a  host  of  tick- 
lish ethical  questions. 
Laboratories  are  buying 
and  selling  tissue  and  re- 
cruiting patients  to  es- 
tablish new  collections. 
This  frenzied  activity  re- 
flects the  changing  world  of  research  in 
biotechnology.  With  the  human  genome 
project  now  completed,  researchers  are 
left  with  the  gargantuan  task  of  figuring 
out  what  each  of  the  30,000  or  so  human 
genes  does,  a  field  of  study  known  as 
functional  genomics.  To  do  that,  the  re- 
searchers need  to  examine  how  the 
genes  function  in  human  tissue.  "Every- 
one who  is  doing  biomedical  research 
does  experiments  in  tissue,"  says  Steven 
H.  Holtzman,  chief  executive  officer  of 
Infinity  Pharmaceuticals  Inc.  in  Boston. 
While  the  research  will  probably  have 
a  huge  payoff  in  new  treatments  and 
diagnostic  tests,  it  could  also  lead  to  an 
erosion  of  privacy.  Virtually  all  of  the 
tissue  samples  are  accompanied  by 
codes  identifying  the  donors,  and  infor- 
mation on  their  medical  history.  The  in- 
formation can  get  back  to  a  patient's 
medical  record  and  fall  into  the  hands  of 
employers  or  insurance  companies — or 
even  law  enforcement  officials — without 
the  consent  of  the  person  the  tissue 
came  from.  That,  in  turn,  could  lead  to 
loss  of  insurance  coverage  or  loss  of 
employment. 

The  most  thorough  study  to  date  on 
the  ethics  of  tissue  handling  and  re- 
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search  raised  a  number  of  troubling 
questions.  Current  federal  regulations 
on  human  research  "are  inadequate  to 
ensure  the  ethical  use  of  human  biolog- 
ical materials  in  research,"  said  the  1999 
study  by  President  Clinton's  National 
Bioethics  Advisory  Commission.  And 
the  regulations  apply  only  to  federally 
financed  research.  They  do  not  cov- 
er privately  financed  research  at 
biotech  or  pharmaceutical  compa- 
nies. The  demand  for  the  tissue  is 
so  great  that  its  use  in  research 
has  grown  enormously,  even 
though  the  ethical  and  privacy  is- 
sues remain  unresolved.  The  com- 
mission estimated  the  nation's  tis- 
sue collections  held  282  million 
samples  and  that  the  total  was 
growing  by  20  million  per  year. 


lung  tissue  collected  over  decades  at  a 
Veterans  Administration  Hospital  in 
East  Orange,  N.J.  Research  on  arterial 
tissue  removed  fi-om  yoimg  s'bldiers  who 
died  during  the  Korean  War  showed  for 
the  first  time  that  atherosclerosis  be- 
gins early  in  life,  and  that  it  is  more 
common  in  Americans  than  in  Koreans 


DOING  HUMAN-TISSUE 
RESEARCH  ETHICALLY 

The  major  conclusions  and  recommendations 

reached  by  President  Clinton's  bioethics 

commission  in  July,  1999 


.it 


understand  the  genetic  difference  be 
tween  tumors  that  may  look  identica 
imder  the  microscope,"  says  Kom.  "Th( 
more  precise  subclassification  you  get"  - 
the  more  you  can  tailor  pharmacologica 
or  other  therapies  to  the  disease."  Re 
searchers  hope  these  tailored  treat 
ments  will  be  more  effective  and  havt 
fewer  side  effects  than  existini 
therapies. 

Sequenom  Inc.,  a  San  Diegc 
biotech,  is  among  the  many  compa- 
nies working  on  such  customjzec. 
treatments.  One  of  the  company's 
strengths,  it  says,  is  a  technolo; 
for  rapidly  scanning  genetic  sam-l 
pies.  That  can  be  used  with  DN>i 
samples  from  patients  to  identify, 
several  hundred  genetic  character#*- 
istics,  or  "markers,"  that  might  be  ^^ 


•  Current  regulations  on  human-tissue  research 

"are  inadequate  to  ensure  the  ethical  use  of  human 

XT  u  J    1  *i    u      1--    ^1.  biological  materials  in  research."  ,•  ,    ■,  ^         ^  •    -n        r™  ^,  ^   »  „. 

Nobody  knows  exactly  how  big  the  -  - - -  Imked  to  a  certain  illness.  Thats  too  *'"' 

market  is,  but  many  tissue  banks  •  Research  on  coded  or  identified  tissue  samples  should  many  to  study  in  detail,  so  the  com-  f 

report  they  are  making  tens  of  fall  under  the  same  rules  as  research  on  human  subjects,  pany  screens  those  markers  agains*  i 

thousands  of  samples  available  to  -"■"-------■-----■ -  - ,  ","  v  ". : .""," "  hundreds  or  thousands  of  tissue  *■ 

research  every  year,  so  the  total  *  f  ^*'^"*^  consent  for  use  of  their  tissues  must  be  j^^  ^^  ^^^^  ^^^  ^^^^^  ^^  10  ., , 

number  of  samples  used  is  likely  to  o.^t3'".elseparately  from  consent  for  medolproc  ^^  gO  genes  likely  to  be  major  con-  m 

be  in  the  millions.  •  Results  of  human-tissue  research  should  be  disclosed  tributors  to  the  disease,  says  Dr.  <  ' 

Tissue  hasn't  always  been  the  to  subjects  only  if  the  findings  have  important  Andi  Braun,  Sequenom's  chief  med-  ^ 

valuable  commodity  it  is  today  For  implications  for  the  subjects'  health  and  if  there  is  a  i^  ^^^^^-  '  ^: 

a  hundred  years  or  so,  doctors  and  treatment  available  to  address  those  implications.  ^his  research  requires  that  its  '- 

researchers  have  been  casually -  practitioners  know  as  much  asj 

tossing  discarded  human  tissue  into  •  The  National  Institutes  of  Health  and  others  should  possible  about  the  symptoms  andp 

beakers  of  preservative  or  fi-eez-  continue  efforts  to  educate  researchers  about  the  ethical  the  medical  condition  of  the  pa-t 


ers — often  without  any  clear  idea     issues  relating  to  human-tissue  research. 

of  what  to  do  with  it.  Such  samples 

have  become  a  "library  of  the  human 

experience  with  disease,"  says  Dr.  David 

Kom,  senior  vice-president  for  research 

at  the  Association  of  American  Medical 

Colleges.  And  that  library  has  led  to 

stimning  breakthroughs.  The  first  solid 

evidence  linking  smoking  to  cancer  came 

from  studies  of  thousands  of  samples  of 


or  Japanese.  Such  discoveries  radically 
changed  thinking  about  lung  cancer  and 
heart  disease,  Kom  says. 

Tissue  collected  over  time  has  be- 
come even  more  valuable  in  recent 
years  as  researchers  have  developed 
new  tools  to  study  its  genetic  charac- 
teristics. "We  can  really  use  tissues  to 


tients  from  whom  the  tissue  came 
Most  samples  are  given  a  code  so 
researchers  don't  know  which  patient  i  a 
an  individual  sample  came  from.  But  "sff 
it's  often  important  to  discern,  for  ex-  Mni 
ample,  who  among  a  population  of  limg  ^\ 
cancer  victims  died  quickly  and  who  iriy 
survived  longer,  Braun  says.  That  can  liva 
require  breaking  the  code  and  going  'M 
back  to  the  patients  or  their  records  to  sm 
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The  growing  market  for  human  tis- 
sue samples  operates  in  several  dif- 
ferent ways.  Some  samples  come 
from  patients  who  have  had  surgery  or 
biopsies.  In  the  past,  such  tissue  was 
often  taken  from  patients  and  used  for 
research  without  telling  them.  Now, 
hospitals  and  laboratories  usually  ask 
patients  to  sign  a  release  saying  their 
tissue  may  be  used  in  research,  though 
patients  might  easily  overlook  the  con- 
sent form  in  the  flurry  of  paperwork 
they  must  sign  upon  admission  to  the 
hospital. 

Another  source  of  tissue  is  companies 
established  specifically  to  obtain  sam- 


ples for  research.  So  far,  it's  a  cottage 
industry,  but  it's  growing.  One  such 
company  is  Ardais  Corp.  in  Lexington, 
Mass.  It  has  devised  what  it  says  is  a 
careful  consent  procedure,  which  it  uses 
to  get  25,000  to  30,000  samples  per  year 
from  each  of  several  medical  centers. 
They  include  Duke  University  Medical 
Center  in  Durham,  N.  C,  and  Beth  Is- 
rael Deaconess  Medical  Center  in 
Boston. 

Ardais  licenses  the  use  of  the  tissue 
to  researchers.  "This  is  not  parts  for 
sale,"  says  Eric  B.  Gordon,  Ardais' 
president  and  CEO.  The  samples  are 
frozen  within  an  hour  after  being  re- 


moved from  patients,  and  shipped 
Lexington.  About  half  of  the  samp) 
are  from  cancer  patients,  and  the  r 
cover  a  wide  range  of  other  diseas- 
Gordon  says.  He  won't  say  what  t\ 
company  charges  except  to  acknowjet 
edge  that  the  rates  are  higher  for  • 
mercial  customers  than  for  univers 
laboratories. 

Many  other  biotechnology  compajt 
have  decided  to  start  their  own  tis: 
collections.  San  Diego's  Sequenom 
is  one  of  them.  "Sometimes,  you  ca 
buy  it,  but  you  may  have  a  very,  v 
specific  question  or  hypothesis,  and 
you  need  very  special  samples,"  sa; 
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more  information  on  the  patients' 
lidical  histories. 

[Yet  the  genes  in  the  samples  carry 

crets  the  tissue's   original  owners 

|ght  not  want  revealed.  The  research 

uncover  a  susceptibility  to  cancer, 

disease,  or  diabetes.  It  can  reveal 

^dence  of  past  illnesses  or  exposure  to 

)S  or  other  infectious  diseases.  The 

iger  is  that  such  personal  informa- 

►n  could  prove  devastating  if  it  fell 


about  the  health  of  that  person's  chil- 
dren and  grandchildren. 

Federal  guidelines  for  the  protection 
of  human  research  subjects  generally 
apply  to  research  on  human  tissue  sam- 
ples as  well  as  individuals,  says  Michael 
Carome  of  the  Health  &  Human  Ser- 
vices Dept.'s  Office  for  Human  Re- 
search Protection.  But  the  guidelines 
apply  only  to  federally  funded  research, 
not  to  research  funded  by  industry.  And 


m 


Labs  are  adding  20  million  samples 
a  year.  "If  youVe  had  a  biopsy,  your 
tissue  is  in  a  lab,"  says  one  expert 


'roe 


the  hands  of  insurers,  employers,  or 

ilice.  One  study  found  that  as  many  as 

people  may  see  the  medical  records 

someone  in  the  hospital. 

Police  and  other  law  enforcement  of- 

ials  might  also  come  calling  for  ac- 

ss  to  tissue  samples  to  help  solve 

imes,  or  to  try  to  track  the  move- 

irni  ents  of  suspected  terrorists.  At  pres- 
it,  the  law  does  not  make  clear 
hether  police  can  get  access  to  the 
imples — or  whether  tissue  banks  have 
right  to  refuse  it,  says  R.  Alta 
haro,   professor  of  law  and 

j  an  ledical  ethics  at  the  University 
■  Wisconsin  Law  School. 
It's  not   only  the   patients 

(iealfhose  privacy  is  compromised, 
an  inherited  disorder  or  a 

Bolisceptibility  to  a  disease  is 
>und  in  a  tissue  sample,  other 

Idii  imily  members  may  be  simi- 
irly  afflicted — meaning  their 
rivacy  has  been  violated,  too. 
ven  tissue  from  someone  who 
no  longer  alive  can  say  much 


re! 


'oin 


the  guidelines  do  not  require  that 
names  be  taken  off  tissue  samples — 
only  that  efforts  be  made  to  protect 
patients'  privacy. 

Tissue  studies  raise  unusual  questions 
that  are  not  triggered  by  other  kinds  of 
human  research,  however.  For  one 
thing,  getting  proper  informed  consent 
is  complicated.  Sheri  Alpert,  a  bioethicist 
at  the  University  of  Notre  Dame,  has 
suggested  that  many  of  the  samples  ob- 
tained after  surgery  may  have  come 


?raun,  Sequenom's  chief  med- 
icer.  Companies  typically  es- 
a  collaboration  with  an  aca- 
researcher  who  will  find 
ts  \\ith  the  desired  character- 
n  ind  obtain  the  tissue  samples, 
1   says. 

g  )ther  reason  companies  might 
tj  m  in-house  collection  is  to 
fl  ;t  their  patent  rights,  Braun 
^Vhen  companies  buy  tissue, 
«  nay  be  required  to  sign  an 
■nent  saying  they  will  share 
issue  suppliers  the  patent 
to  new  products  or  a  share  of 
'ofits  of  anything  developed  using 
3  5sue.  Should  the  research  succeed, 
V I  provision  could  ultimately  cost 
ij  inies  tens  or  hundreds  of  millions 
lars.  "If  you  have  to  borrow  or 


Tests  on  tissue  can  often  sub  for 

animal  or  human  tests-and 
they're  far  cheaper  than  either 


collaborate,  you  have  to  give  away  so 
much  intellectual  property  that  at  the 
end  of  the  day,  it's  not  worthwhile  to  do 
it,"  he  says.  An  alternative  is  to  buy 
samples  outright,  but  that  can  cost  $50 
to  $1,000  per  sample,  Braun  says.  And 


from  patients  who  signed  a  form  saying 
their  tissue  is  to  be  "disposed" — without 
realizing  that  such  tissue  could  be  used 
in  research. 

Hospitals  and  companies  collecting 
tissue  samples  generally  make  a  seri- 
ous effort  to  educate  patients  before 
seeking  their  consent,  but  it  is  difficult 
for  the  collectors  to  say  exactly  how 
the  tissue  sample  will  be  used.  "The 
dilemma  is  you  don't  know  all  the  kinds 
of  research  you  might  want  to  do," 
says  the  University  of  Wisconsin's 
Charo.  "How  can  you  ask  people 
to  give  consent  for  a  limitless,  un- 
knowable amount  of  research?" 

A    further    problem    for    re- 
searchers is  what  to  do  when  stud- 
ies of  a  particular  sample  reveal 
that  the  patient  it  came  from  is 
at  high  risk  for  breast  cancer  or  a  heart 
attack.  Do  researchers  have  an  obliga- 
tion to  send  word  back  that  the  code 
should  be  broken  and  the  patient  noti- 
fied? This  issue  is  still  unresolved,  says 
Charo,  who  served  on  Clinton's  bioethics 
commission.  Such  information  can  be 
devastating,  particularly  in  cases,  such 
as  those  involving  Alzheimer's  disease, 
in  which  nothing  can  be  done  to  treat 
the  patient. 

Researchers  and  ethicists  agree  that 
excessive  restrictions  on  such  re- 
search would  delay  the  many  bio- 
medical advances  promised  with 
the  completion  of  the  Human 
Genome  Project.  Yet  many  experts 
concur  with  the  Clinton  commis- 
.sion  that  patients  are  not  ade- 
quately protected.  Without  such 
protection,  patients  may  refuse  to 
make  their  tissue  available.  That 
could  cripple  the  biotechnology  in- 
dustry and  delay  many  promising, 
potentially  life-saving  treatments. 
By  Paul  Raebum  in  New  York 


an  experiment  might  require 
hundreds  of  samples,  meaning 
the  costs  of  the  tissue  alone 
could  be  in  the  millions. 

Despite  the  expense,  re- 
search on  tissue  samples  can 
often  substitute  for  research 
on  human  subjects  or  laborato- 
ry animals,  and  it's  far  cheaper 
than  either.  And  because  so 
much  information  is  collected 
on  each  sample,  bits  of  the  tis- 
sue can  be  used  for  many  dif- 
ferent experiments.  That  saves 
time  and  money  because  researchers 
don't  need  to  collect  a  new  group  of  pa- 
tients each  time  they  begin  a  new 
study.  They  simply  use  the  samples 
they  have  on  hand. 

By  Paul  Raebum  in  New  York 
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budgets  have  always  been  the  toughest  part  of 
your  job.  But  you  now  find  those  skills 
being  tested  like  never  before  when 
challenged  to  reduce  infrastructun 
costs  without  risking  your  long-ten 
business  objectives. 

HP  Services  can  help:  thousand: 
of  infrastructure  specialists  who  hav* 
provided  IT  operations  for  hundreds 
companies  around  the  world.  People 
who  work  with  you  to  address  virtually 
every  aspect  of  your  infrastructure.  From 
streamlining  operations  to  reducing 
overhead  to  simplifying  processes. 
All  while  ensuring  that  the  solution  is 
flexible  enough  to  evolve  with  your 
changing  needs. 

That's  because  our  outsourcing 
solutions  always  start  with  you— your 
issues,  your  people,  your  challenges. 
So  we  can  take  on  entire  operations 
or  parts  of  operations  depending  on 
the  specific  business  goals  you  hope 
to  achieve. 

HP  infrastructure  solutions- 
servers,  software,  storage,  services 
and  beyond— are  engineered  for  the 
real  world  of  business.  Because  the  lost 
time  we  checked,  that's  where  we  all 
work.  Call  1.800.HPASKME,  ext.  246. 
Or  visit  vAvw.hp.com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 
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Developments  to  Watch 


HTED  BY  CATHERINE  ARNST 
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IE  VISION  THING 

ITS  CLOSER 

IR  COMPUTERS 

IVING  DEVICES  THE  POWER 
comprehend  the  three-di- 
nsional  world  around  them 
IS  long  been  a  central  pur- 
lit  of  machine-vision  re- 
^'  archers.  C'heap  digital  cam- 
*i*  -as  have  made  it  simple 
ough  to  generate  images 
/:M.sA.  computers  can  process, 
ut  true  machine  vision  re- 
lires  that  a  device  be  able 
»  make  sense  of  what  it 
es,  a  much  harder  and 
ore  expensive  task. 
By  keeping  things  small 
*^^d  simple,  San  Jose  (Calif.) 
"^  artup  Canesta  may  be  close 
"51  >  providing  a  sort  of  primi- 
ve  :^D  vision  to  a  variety  of 
lexpensive  products.  Called 
lectronic  perception,"  the  ap- 
roach  uses  infrared  light  and 
sensor  chij)  like  those  in  dig- 
al  cameras.  Light  is  beamed 
t  the  target,  and  the  tiny  dif- 
;rences  in  the  time  it  takes 
ays  to  return  to  specific 
oints  on  the  chip  are  meas- 
red.  Gauging  distance  ba«ed 
n  the  time  that  signals  travel 
o  and  from  a  target  is  the 
irinciple  behind  radar.  Canes- 
a  uses  the  time  differences 
o  compute  a  three-dimension- 
.1  relief  map  of  the  target. 

Canesta's  patented  sensor 
an  do  50  scans  per  second 
nd  resolve  features  as  small 
us  1  millimeter.  Company  CEO 
^lazim  Kareemi  says  volume 
production  of  the  sensors 
lA'ould  allow  the  required  soft- 
ware and  hardware  to  be  in- 
•orfxirated  into  devices  for  as 
ittle  as  $10.  Enabling  stereo- 
scopic vision  for  such  a  small 
um  of  money  opens  up  all 
sorts  of  possibilities.  Instead 
rjf  a  conventional  controller, 
for  example,  a  game  console 
could  translate  the  motions  of 
a  player's  brxly  into  movement 
on  the  screen.  If  all  goes  well, 
the  first  products  using  the 
Canesta  technology  could  hit 
the  market  by  the  end  of  this 
year,  says  Kareemi. 

Stephen  H.  Wiidstrom 
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A  NEW  WEAPON  AGAINST  WORLD  HUNGER? 


TWO  GROUPS  OF  SCIENTISTS  HAVE  StKXI.i      i     -   IN  MAPPING 

the  rice  genome  in  an  important  breakthrough  that 
could  help  ease  world  hunger.  Because  rice  is  a  dietary 
staple  for  more  than  half  the  world's  people,  scientists 
are  hopeful  the  information  gleaned  from  its  genome 
will  lead  to  improvements  in  nutrition,  crop  yield,  and 
sustainable  agriculture. 

The  two  ref)orts,  in  the  Apr.  5  issue  of  Science,  mark 
the  first  time  a  crop  plant  has  been  sequenced.  A  team 
led  by  scientists  from  the  Beijing  Genomics  Institute 
deciphered  the  genetic  code  for  indica  rice,  a  major 
crop  in  the  Asia-Pacific  region,  while  researchers  from 
Myriad  Genetics  in  Salt  Lake  City  mapped  the  japonica 
strain,  favored  in  arid  regions.  Both  strains  are  incredi- 
bly complex,  with  45,fXX)  to  56,000  genes  in  imlica  and 
42,fKX)  to  63,000  in  japonica.  By  comparison,  the  human 
genome  has  only  30,000  to  40,000  genes — although  hu- 
man genes  are  16  to  36  times  longer.  The  scientists  be- 
lieve that  differences  in  gene  length  may  indicate  differ- 
ent mechanisms  for  generating  diversity.  ■ 


X-RAY  TECHNOLOGY 
ENTERS  A 
NEW  DIMENSION 

EMERGENCY    ROOM    DOCTORS 

treating  patients  in  life- 
threatening  situations  have  a 
powerful  new  diagnostic 
weapon  available  to  them.  A 
medical  imaging  technology 
recently  unveiled  by  Mercury 
Computer  Systems  can  pro- 
duce a  3-D  X-ray  image  in 
about  15  seconds.  Using  ordi- 
nary X-ray  gear,  it  takes  doc- 
tors 5  U)  10  minutes  to  create 
such  an  image. 

Mercury's  secret  is  a  dedi- 
cated circuit  board  that  can 
run  image-reconstruction  al- 
gorithms far  more  quickly 
than  a  PC  microprocessor.  It 


would  take  15  processors 
working  in  parallel  to  achieve 
comparable  speeds. 

Outside  the  EK,  Mercury's 
technology  could  aid  doctors 
performing  common  proce- 
dures such  as  angio{)lasty. 
Currently,  a  physician  insert- 
ing a  catheter  inUj  a  coronary 
artery  to  clear  a  blockage  is 
guided  by  two-dimensional  X- 
ray  images.  To  get  a  different 
view,  the  doctor  must  reposi- 
tion the  patient  and  take  an- 
other X-ray.  The  new  tech- 
nique lets  the  doctor  work 
and  view  3-D  images  in  al- 
most real-time.  "It  was  be- 
yond our  expectations  that 
this  could  be  done,"  says 
Michael  W.  Vannier,  a  radiol- 
ogist at  the  University  of 
Iowa.  Darnell  Little 


PUniNG  THE  PLANET 
UNDER  MUCH 
CLOSER  SCRUTINY 


LAST  DECEMBER,  IBM  BOAST- 
ed  it  was  building  the  world's 
fastest  weather  supercom- 
puter, called  Blue  Storm,  for 
the  European  Center  for 
Medium-Range  Weather 
F^orecasts.  But  even  before 
Blue  Stfjrm's  startuf)  late  this 
year.  Big  Blue  has  lost  brag- 
ging rights.  NEC  Corp.'s 
Earth  Simulator  system  was 
switched  on  in  March,  and  it 
is  twice  as  fast. 

Installed  at  the  Yokohama 
Institute  for  Earth  Sciences 
in  Japan,  NEC's  supercomput- 
er harnesses  5,120  processors 
to  achieve  an  incredible  peak 
speed  of  40  trillion  calcula- 
tions a  second,  or  40  tera- 
flops.  Blue  Storm's  top  speed 
will  be  20  trillion. 

Researchers  in  Yokohama 
will  use  Earth  Simulat(ir  to 
run  the  highest-resolution 
model  of  the  earth  yet  creat- 
ed. The  mcKJel  wraps  the  en- 
tire i)lanet  in  a  virtual  grid  of 
small  boxes.  To  simulate 
weather  and  climatt-  patU^ms, 
predict  pollution  levels  in  the 
oceans  and  atmosphere,  and 
study  other  geophysical 
trends,  the  computer  solves 
equations  for  each  box,  then 
combines  them  to  derive  a 
worldwide  fXirsf>ective — com- 
pressing centuries  of  global 
change  int<j  three  days  of  com- 
puting, not  the  months  it  now 
takes.  Being  able  to  run  mul- 
tiple variations  of  a  pn^bjem  in 
rapid  succession,  researchers 
predict,  will  lead  to  new  in- 
sights about  global  environ- 
mental trends.  Otis  Port, 
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For  Lawrence  J.  Ellison,  it  was  the 
best  of  years,  it  was  the  worst  of 
years.  Really.  The  Oracle  Corp. 
chief  executive  earned  a  special 
place  in  the  history  of  executive 
compensation  last  year  with  the 
$706  million  he  pocketed  from  exercising 
long-held  stock  options.  It  was  an  amount 
that  far  exceeds  the  gross  domestic  product 
of  Grenada  and  constitutes  the  single  biggest 
one-year  haul  of  all  time.  But  looked  at  an- 
other way,  Ellison  was  also  history's  biggest 
loser.  With  Oracle  stock  off  57%  for  the 
year,  the  value  of  his  option  holdings  fell 
by  more  than  $2  billion. 

Ellison's  $706  milUon  windfall  is  all  the 
more  remarkable  considering  that  it  oc- 
curred in  a  year  when  the  nation's  corporate 
eUte  experienced  their  first  double-digit  de- 
chne  in  pay  in  seven  years,  ending  an  ex- 
traordinary decade-long  inflationary  spiral 
that  increased  their  average  take  by  more 
than  550%.  In  a  year  when  a  slowing  econ- 


Special  Report 


omy  killed  bonuses  and  plunged  stock  op- 
tions under  water  at  companies  across  the 
land,  the  average  CEo's  pay  declined  16%,  to 
$11  million,  according  to  BusinessWeek's 
52nd  annual  Executive  Pay  Scoreboard,  com- 
piled with  Standard  &  Poor's  execucomp. 
Take  out  Ellison's  princely  haul,  and  the 
drop  in  total  pay  was  nearly  31%,  to  $9.1 
miUion,  a  level  not  seen  since  1997.  "It  was  a 
sobering  year,  even  for  those  who  profited," 
says  Patrick  McGum,  director  of  corporate 
programs  at  proxy  adviser  Institutional 
Shareholder  Services. 

Nobody  knows  that  better  than  Ellison. 
How  could  he  record  both  the  biggest  gain 
and  the  biggest  loss  in  one  year?  The  an- 
swer points  to  a  fundamental  problem  in 
the  way  executive  pay  is  tallied.  Most 
watchers,  including  BusinessWeek,  coxmt  op- 
tion gains  in  the  year  the  exec  cashes  in, 
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Many  CEOs  had  a  terribljf 
year-but  were  still  left 
with  a  mountain  of 
wealth.  BusinessWeek^s 
2001  survey  gives  the  besi 
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though  that  value  may  have  been 
tng  for  a  decade.  Others  estimate  the 


k 
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fe  value  of  new  options,  sometimes  mis- 
lating  by  hundreds  of  millions  of  doUars. 
methods  miss  an  important  change  in 
iitive  compensation.  For  at  least  two 
ies  now,  compensation  has  been  far 
about  wealth  creation  than  pay  for 
ces  rendered  over  the  year.  The  en- 
af  change  has  been  stock  options,  which 
been  handed  out  so  lavishly  they  now 

6  ]l     up  15%  of  shares  outstanding. 
''     get  a  better  reading  on  how  much 

\      orate  America  really  pays  its  CEOs, 
i£ss'Week  is  introducing  a  new  measure 

pvj    we  call  the  change   in  pay-related 

;h.  It's  based  on  the  annual  gain  or  loss 

executive's  stock  options,  whether  ex- 

3d  or  not,  along  with  any  salary,  bonus, 

itock  grants  for  the  year.  We  still  rank 

tives  based  on  how  much  they  took 

,i  IP  from  options  exercises,  salary,  and 

xdlses,  but  we  believe  that  this  new  meas- 


idds  clarity  to  an  increasingly  complex 
[contentious  topic. 

jth  the  vast  riches  and  the  almost 
laginable  losses  recorded  in  the  execu- 
suite  last  year  were  a  function  of  op- 
3,  a  perk  that  has  come  to  represent  a 
ie  of  corporate  excess  and  greed.  Com- 
i  with  2000,  many  more  executives  in 
\  BusinessWeek  Scoreboard  took  home 
I  cash  in  2001  and  suffered  losses  in  the 
[e  of  their  option  holdings,  just  as  share- 
holders  suffered 
losses.  What  ran- 
kles critics  is  that 
many  had  enjoyed 
such  enormous  op- 
tion gains  in  recent 
years  that  even  big 
one-year  losses  left 
them  with  Everest- 
size  mountains   of 
stock-option  wealth. 
Some    CEOS,    of 
course,  were  pun- 


THE  TOP-PAID  CHIEF  EXECUTIVES. 

■  ■ 

2001  SALARY                  LONG-TERM 
&  BONUS                        COMPt 

TOTAL 
PAY 

MILLIONS 

1   UWRENCE  ELLISON 

ORACLE 

$0            $706.1 

$706.1 

2  JOZEF  STRAUS 

JDS  UNIPHASE 

0.5           150.3 

150.8 

3  HOWARD  SOLOMON 

FOREST  LABORATORIES 

1.2           147.3 

148.5 

4  RICHARD  FAIRBANK 

CAPITAL  ONE  FINANCIAL 

0             142.2 

142.2 

5  LOUIS  GERSTNER* 

IBM 

10.1           117.3 

127.4 

6  CHARLES  WANG** 

COMPUTER  ASSOCIATES  INTL. 

1.0           118.1 

119.1 

7  RICHARD  FOLD  JR. 

LEHMAN  BROTHERS 

4.8           100.4 

105.2 

8  JAMES  Mcdonald 

SCIENTIFIC-ATLANTA 

2.1             84.7 

86.8 

9  STEVE  JOBS*** 

APPLE  COMPUTER 

43.5             40.5 

84.0 

10  TIMOTHY  KOOGLE**** 

YAHOO! 

0.2             64.4 

64.6 

11  TONY  WHITE 

APPLIED  BIOSYSTEMS  GROUP 

1.7             60.2 

61.9 

12  DAVID  RICKEY 

APPLIED  MICRO  CIRCUITS 

0.9            58.6 

59.5 

13  JOHNGIFFORD 

MAXIM  INTEGRATED  PRODUCTS 

0.3            57.7 

58.0 

14  PAULFOLINO 

EMULEX 

0.9            55.3 

56.2 

15  DOUGLAS  DAFT 

COCA-COLA 

5.1             49.9 

55.0 

16  GEOFFREY  BIBLE 

PHILIP  MORRIS 

5.6            44.3 

49.9 

17  MICHAEL  DEVLIN 

RATIONAL  SOFTWARE 

1.0            46.3 

47.3 

18  BRUCE  KARATZ 

KB  HOME 

7.5            36.9 

44.4 

19  SANFORD  WEILL 

CITIGROUP 

18.7            23.9 

42.6 

20  MICKY  ARISON 

CARNIVAL 

2.2            38.3 

40.5 

...ANDIOWHOARENTCEOs 

1   SnPHENCASE 

AOL  TIME  WARNER 

$1.0         $127.3 

$128.3 

2  GREGORY  DOUGHERH***** 

JDS  UNIPHASE 

121.4              0 

121.4 

3   DONALD  SCIFRES***** 

JDS  UNIPHASE 

75.1             19.3 

94.4 

4  GREGORY  ZEMAN 

CDW  COMPUTER  CENTERS 

1.3-           88.8 

90.1 

5  HIGEL  MORRIS 

CAPITAL  ONE  FINANCIAL 

0               89.5 

89.5 

6  JEFFREY  HENLEY 

ORACLE 

0.9            85.6 

86.5 

7  M.ZITACOBB 

JDS  UNIPHASE 

0.3            69.2 

69.5 

8  ROBERT  HERBOLD****** 

MICROSOFT 

1.0            67.2 

68.2 

9  ROBERT  PIHMAN 

AOL  TIME  WARNER 

1.4            66.2 

67.6 

10  JEFFREY  RAIKES 

MICROSOFT 

0.7             57.3 

58.0 

tLong-term  compensation  includes  exercised  options,  restricted  shares,  and  long-term  incentive  payments;  does  not 
include  the  value  of  unexercised  option  grants. 

'Retired  as  CEO  March,  2002.**CEO  until  August,  2000.  '"Amounts  represent  payments  in  fiscal  2001  toward  pur- 
chase of  aircraft  given  to  Jobs  as  bonus  in  fiscal  2000.  A  $90  million  bonus  previously  reported  for  the  same  plane  was 
not  made.  ****Stepped  down  as  CEO  May,  2001.  *****lncludes  bonuses  related  to  merger  with  SDL  Inc.  Joined  com- 
pany Feb.  13,  2001.  ******Retired  as  chief  operating  officer  February,  2001. 

Data:  Standard  &  Poor's  EXECUCOMP 
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Special  Report 


ished  for  their  companies'  less-than-stellar  results.  Dis- 
ney's Michael  D.  Eisner,  JDS  Uniphase's  Jozef  Straus,  and 
Texas  Instruments'  Thomas  J.  Engibous  all  lost  their 
bonuses.  Straus  and  Adobe  Systems'  former  ceo  John  E. 
Warnock  received  dramatically  smaller  option  grants  for 

the  year.  Others,  in- 
cluding Archer  Daniels 
Midland's  G.  Allen  An- 
dreas, were  deprived  of 
new  grants  entirely. 
Harry  M.  Jansen  Kraemer  Jr.,  CEO  of  Baxter  Interna- 
tional, voluntarily  cut  his  bonus  by  40%,  even  though  his 
company's  stock  climbed  by  20%  in  2001.  The  reason:  De- 
fective Baxter  dialysis  machines  were  linked  to  the 
deaths  of  more  than  50  people.  Kraemer,  who  earned  total 
cash  compensation  of  $1.6  milHon  plus  a  grant  of  600,000 
options,  says  somebody  had  to  pay  the  price  for  the  dial- 
ysis machine  deaths:  "Fifty  people  died.  If  you  have  a 


EXECUTIVE  PAY 


J.] 


problem,  the  buck  stops  somewhere,  and  it  stops  here 
As  usual,  though,  many  other  CEOs  were  insulated  fro 
their  companies'  falling  stock  prices  with  new  option  gran 
or  favorable  repricings  on  their  existing  options.  At  Eas 
man  Kodak  Co.,  where  the  stock  declined  23%,  CEO  Dani 
A.  Garp  received  410,000  options,  up  from  100,000  the  ye: 
before.  A  company  spokesman  said  the  option  grant  wi 
small  compared  with  other  large  companies'  and  intended 
compensate  Carp  for  assuming  the  position  of  chairma 
With  Cisco  Systems  Inc.'s  stock  price  down  72%  in  a  yet 
CEO  John  T.  Chambers  last  April  requested  that  his  annu 
base  salary  be  reduced  to  $1.  Instead,  Chambers,  who  h< 
pocketed  $322.8  milUon  over  the  past  seven  years  as  CE 
was  awarded  six  million  options. 

A  similar  gargantuan  option  grant  is  how  Ellison  m.ai 
aged  his  $706  milUon  miracle  last  year.  In  June,  1999,  wit  ^" 
Oracle  stock  trading  at  about  $6,  he  agreed  to  trade  foi 
years  of  his  salary  and  bonus  in  return  for  10  million  oj 
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GEniNG  A  BEHER 

HANDLE  ON 

TOTAL  COMPENSATION 

Figuring  out  how  much  a  CEO 
really  makes  in  any  given 
year  is  a  tricky  task.  It's 
not  like  the  old  days  when  pay 
consisted  of  a  check  in  an  enve- 
lope that  you  got  every  Friday 
afternoon.  These  days,  the  num- 
ber for  CEOS  depends  largely  on 
how  you  value  stock  options, 
the  most  essential  part  of  their 
compensation. 

This  year's  poster  child  for  ex- 
ecutive-pay reform,  Oracle  Corp. 
founder  Lawrence  J.  Ellison,  ei- 
ther made  the  most  ($706  million) 
or  lost  the  most  (a  staggering  $2 
bilhon)  last  year.  Which  of  these 
two  numbers  is  more  accurate 
and  reasonable?  It's  an  important 
question,  because  the  answer 
could  well  alter  the  stormy  de- 
bate over  executive  pay. 

For  years,  BusinessWeek  has 
reported  all  the  gains  from  a 
stock-option  exercise  in  a  CEO's 
annual  compensation.  The  rea- 
son: That  income  is  taxable  and  reported  to  the  Internal 
Revenue  Service.  Others,  however,  place  a  hypothetical  val- 
ue on  a  new  stock-option  grant  in  the  year  it  is  given. 
Even  worse,  some  observers  now  do  both,  double-counting 
the  same  goodies  so  that  the  numbers  look  much  larger 
than  they  actually  are. 

Sure,  it's  hard  to  work  up  any  pity  for  someone  making 
tens  or  hundreds  of  millions  of  dollars  a  year.  But  it's  unfair 
and  misleading  to  dump  theoretical  grant  values  or  option 
gains  in  a  single  year's  pay.  Option  gains  are  earned  over  a 
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HENRY  R.  SILVERMAN 

CENDANT 

His  pay-related 
wealth  jumped  64%, 

%    4 

but  shareholders 
don't  mind.  Their 
returns  rose  104% 

scon  McNEALY 

SUN  MICROSYSTEMS 

One  of  the  year's 
biggest  losers, 
he  saw  his  pay- 
related  wealth 
plummet  70% 

^^^^^^^^1         il^^^l 

period  as  long  as  10  years,  while  grant  values  are 
predict  an  option's  worth  over  its  entire  10-year  tei 
As  option  income  overwhelmed  cash  pay,  this  prot: 
made  it  difficult  to  match  pay  to  shareholder  retumsj 
single  year.  "There  are  plenty  of  abuses  going  on  in 
tive  compensation,  but  saying  there  is  no  link  betwetj 
CEO's  total  pay  and  performance  is  a  wrong  conclusic 
says  Fred  Cook,  founder  of  Frederic  W.  Cook  &  Co., 
prominent  pay  consultant.  "It's  the  measurement  tha  I" 

wrong."  mt- 

For  the  first  time,  Busin  „j 
Week  is  adding  a  new  meas  r 
ment  called  "pay-related  we 
to  account  for  option  gains 
losses.  It  measures  the  chai 
value  of  all  vested,  unveste^ 
exercised  stock  options  oveij 
reported  year.  Added  to  tl 
ber  is  the  executive's  base 
bonus,  and  the  value  of  any| 
stricted  stock  grants. 

What  the  new  methodolod 
clearly  demonstrates  is  thai| 
CEO's  financial  health  is  dire 
related  to  his  company's  peJ 
ance.  When  shareholders  sup 
the  CEOS  almost  always  lose 
chunk.  Last  year,  with  the 
market  in  a  tumble,  the  avt 
CEO  lost  $15.4  million  in  paj 
ed  wealth.  Some  28  out  of  cl 
CEOS  in  the  BusinessWeek 
ranging  from  Merck  &  Co.'sl 
mond  V.  Gilmartin  to  Colga| 
molive  Co.'s  Reuben  Mark, 
more  than  $50  million  each. 
Of  course,  the  only  way  a  CEO  can  lose  that  much  il 
have  a  ton  of  options  to  begin  with.  Consider  Cisco  S| 
tems  Inc.  CEO  John  T.  Chambers.  With  shareholder  rel 
down  72%  in  fiscal  2001,  Chambers  lost  $931.4  million  [ 
pay-related  wealth,  a  drop  of  85%.  The  $268,131  in  ca:j 
received  could  hardly  offset  the  more  than  $950  millioi 
to  his  stock  options.  Even  so,  his  in-the-money  option; 
were  still  worth  $194.4  million  at  the  end  of  the  fiscal  its 

Walt  Disney  Co.'s  Michael  D.  Eisner,  a  perennial  m 
maker  in  the  CEO  pay  sweepstakes,  lost  nearly  100%  « 
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*  ii^ns,  an  almost  urJTeard-of  stockpile  that  escalated  in  value 
tfjB'er  the  next  16  months  as  the  stock  hit  a  high  of  $46  in 
pptember,  2000.  Proponents  say  that  options  align  the 
i^n  lief  executive's  interests  with  those  of  shareholders,  but 
oDi  lat's  not  the  way  it  worked  at  Oracle.  By  2001,  with  the 
ch  bubble  bursting,  Oracle  stock  was  in  a  free  fall.  Rather 
lan  sit  tight  in  a  show  of  confidence,  Ellison  sold  29  million 
ei^  lares  in  a  single  week  in  January,  flooding  the  market 
jjjf,  hen  investors  already  were  jittery.  He  exercised  23  million 
)tions  the  same  week  for  a  gain  of  more  than  $706  million. 
^\^thin  a  month,  Oracle  stock  had  lost  a  third  of  its  value, 
id  the  company  was  announcing  that  it  would  miss  third- 
3j,  larter  earnings  forecasts.  That  triggered  further  price 
leclines  and  a  rash  of  shareholder  lawsuits  alleging  that  El- 
5on  engaged  in  "what  appears  to  be  the  largest  insider 
ading  in  the  history  of  the  U.S.  financial  market,"  ac- 
^j  I  )rding  to  one  such  suit.  Ellison's  stock  sales  were  a  factor 
the  sell-off  that  followed,  says  Henry  Asher,  president  of 
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Northstar  Group  Inc.,  which  owns  48,000  Oracle  shares. 
"Was  that  a  ringing  endorsement  for  the  company's  short- 
term  prospects?"  asks  Asher.  "I  don't  think  so."  Oracle 
and  Ellison  declined  to  comment. 

In  a  post-Enron  world  that  has  little  tolerance  for  cor- 
porate financial  maneuvers,  Ellison's  decision  to  cash  out  will 
likely  add  more  fuel  to  the  fiery  debate  over  options,  the 
perk  that  has  sparked  as  much  disdain  for  its  overuse  as  the 
three-martini  lunch  of  another  era.  Once  a  minor  perk,  op- 
tions have  come  to  account  for  80%  of  the  executive-com- 
pensation pie.  Shareholder  activists,  institutional  investors, 
and  governance  experts  all  viewed  them  as  a  way  to  turn 
managers  into  owners  who  would  keep  one  eye  trained  on 
the  stock  price.  Throughout  the  1990s,  boards  gave  out 
options  with  abandon,  seeing  them  as  a  way  not  only  to  ap- 
pease shareholder  activists  but  also  to  compete  in  the  in- 
creasingly tight  market  for  top-flight  talent.  And  best  of  all, 
they  were  free.  Since  accounting  rules  allow  companies  to 


-RELATED  WEALTH:  WINNERS  &  LOSERS 


dge  more  accurately  how  a  chief  executive 
in  a  single  year,  BusinessWeek  is  adopt- 
new  measure  called  pay-related  wealth.  The 
sure  includes  the  change  in  value  of  all  the 
utive's  outstanding  stock  options — exercised 
not — for  the  year,  along  with  cash  compensa- 
and  restricted  stock. 


EXECUTIVES 


*IERS 


» tlgNRY  SILVERmil  Cendant 
^'^f  HIS  GERSTNER  JR.  IBM 


PAY- 
RELATED 
WEALTH 

2001 

MILLIONS 

$251.0 


240.5 


IBERT  F8LD  JR.  Lehman  Brothers 


100.6 


jIFFREY  B*RB«OW  Tenet  Healthcare       %J 
ENRY  DUQUES  Rrst  Data  95.7 


EVE  JOBS  Apple  Computer 


83.4 


IfARB  SOLOMON  Forest  Laboratories 


I6EL0  MOZILO  Countrywide  Credit 


3}A 


OBERT  WALTER  Cardinal  Health 


53.3 


ID  BROWN  Electronic  Data  Systems     52.7 


.Wif-?M!f.?_M.ynip.hase. 


RS 

AWRENCE  ELLISON  Oracle 


-1970.1 


-979.3 


OHN  CHAMBERS  Cisco  Systems -931.4 


;COn  MCHEALY  Sun  Microsystems     -587.7 
IICHAEL  EISNER  Walt  Disney  -265.8 


M  WARMENBOVEN  Networl^  Appliance    -243.7 


V   IWIN  JACOBS  Qualcomm 


•86  BERTNIABME  Waters 


-216.3 


-211.4 


ILLIAM  ROEUNDTS  Xilinx 


-205.9 


iVIO  RICKEY  Applied  Micro  Circuits      -203.3 


PERCENT 

CHANGE 

FROM 

2000 


64% 


49 


19 


204 


65 


9752 


"334" 


87 


226 


-58 


-87 


-85 


-70 


-100 


-71 


-38 


-61 


-55 


-75 
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TOTAL 
RETURN 
2001* 

104% 


43 


34 


78 


49 


-40 


_40 
93" 


40 


20 


-57% 


-90 


-72 


-65 


-51 


-77 


-33 


-54 


-58 


-78 


shareholder  return  Is  for  the  comparable  fiscal-year  pay  period. 

Data:  Standard  &  Poor's  EXECUCOMP,  Bloomberg  Financial  Markets 


pay-related  wealth  in  the  past  fiscal  year  as  shareholder 
return  fell  51%.  How  can  any  executive  lose  almost  all  of 
his  pay-related  wealth?  After  drawing  dowTi  a  $1  milUon 
salary  for  the  year,  Eisner  found  that  all  his  21.4  miUion 
options  were  under  water.  But  bear  in  mind  that  he  al- 
ready has  taken  home  more  than  $1  billion  in  salary, 
bonus,  and  option  exercises  since  becoming  CEO  of  Disney 
in  1984. 

The  biggest  winner  on  the  pay-related  wealth  measure 
was  Henry  R.  Silverman,  CEO  of  Cendant  Corp.  His  pay- 
related  wealth  jumped  64%,  to  $250.9  million.  Sharehold- 
ers aren't  complaining,  though:  They  saw  returns  of  104% 
on  their  investment  in  Cendant  in  the  same  period.  IBM's 
Louis  V.  Gerstner  Jr.  was  right  up  there  with  Silverman. 
Gerstner's  sum  rose  by  49%  last  year,  to  $240.5  miUion, 
as  shareholders  saw  their  returns  increase  43%. 

Our  new  measure  has  an  added  advantage:  Many  retir- 
ing CEOS  wait  to  exercise  their  options  until  they  no 
longer  appear  in  the  proxy  statement.  So  they  walk  off 
with  tens  of  miUions  of  dollars  of  pay  that  never  gets  ac- 
counted for.  This  new  methodology  captures  those  gains 
throughout  the  CEo's  tenure. 

It  also  shows  the  dramatic  leverage  stock  options  give 
CEOS,  particularly  on  the  way  up.  When  shares  swing  up- 
ward, CEOS  reap  vast  rewards  that  often  far  outdistance 
those  of  investors.  In  a  year  when  Tenet  Healthcare 
Corp.  shareholders  enjoyed  returns  of  78%,  CEO  Jeffrey 
C.  Barbakow's  pay-related  wealth  shot  up  by  204%,  to 
$96.9  million.  At  Electronic  Data  Systems  Corp.,  in- 
vestors had  returns  of  20%,  but  CEO  Richard  H.  Brovim 
had  a  226%  increase,  to  $52.7  million.  But  when  stock 
prices  decline,  the  CEOs'  fortunes  tend  to  fall  in  line  with 
those  of  shareholders,  at  least  in  percentage  terms.  Even 
Ellison's  58%  dechne  in  pay-related  wealth  was  virtually 
equal  to  the  57%  fall  in  shareholder  return. 

Why  the  big  boost  on  the  way  up?  It's  largely  in  the 
math.  If  a  stock  climbs  to  $50  a  share  from  $40,  the  share- 
holder return  is  25%.  But  if  a  CEo's  option  is  priced  at  $39, 
and  the  stock  starts  the  year  at  $40  and  ends  the  year  at 
$50,  his  pay-related  wealth  increases  by  1,000%.  An  analy- 
sis by  consultants  Michael  R  Chavira  and  Beverly  W 
Aisenbrey  with  Cook  &  Co.  found  that  options  are  typical- 
ly leveraged  at  a  multiple  ranging  from  one  to  five  times 
total  shareholder  return.  It's  another  reason  why  boards 
need  to  be  more  stingy  when  they  hand  out  grants. 

By  John  A.  Byrne  in  New  York 
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EXECUTIVE  PAY 


B.  WAYNE  HUGHES 

PUBLIC  STORAGE 

He  gave  shareholders  a  47% 

gain  for  a  mere  $254,300  in 

pay  from  1999  through  2001 

grant  options  without  treating 
them  as  a  compensation  expense 
on  their  income  statements,  op- 
tions— urdike  cash — have  no  im- 
pact on  earnings.  They  were,  and 
are,  a  hcense  to  print  money. 

But  the  increased  use  of  stock  options  has  created  a 
host  of  problems.  Many  critics  object  to  the  sheer  mag- 
nitude of  the  riches  CEOs  can  now  pocket.  In  1950,  when 
BusinessWeek  first  catalogued  the  pay  of  the  nation's 
corporate  elite,  the  highest-paid  executive  was  General 
Motors   Corp.   President   Charles   E.   Wilson,   whose 

$652,156  pay  pack- 
age— $4.4  million  in 
inflation-adjusted  dol- 
lars— would  make 
modem-day  CEOs  like 
Ellison  laugh.  Worse,  the  link  between  pay  and  per- 
formance that  options  are  supposed  to  provide  is  often 
subverted  by  compensation  committees  that  ladle  on 
more  options  when  the  company  stock  falls  or  swap  the 
old  underwater  options  for  new,  more  valuable  grants. 
Amazon.com  Inc.  and  Lucent  Technologies  both  repriced 
or  swapped  executive  stock  options.  Says  Peter  Clapman, 
chief  counsel  for  TIAA-CREF,  the  world's  largest  pension 
system  with  $275  billion  in  assets:  "It's  sort  of  heads  you 
win,  tails  let's  flip  again." 
Even  worse  for  share- 
holders is  the  dilution 
problem.  Every  option 
granted  makes  the  shares 
of  every  other  stockholder 
less  valuable.  Investors 
are  starting  to  catch  on. 
This  year,  dozens  of  reso- 
lutions targeting  exorbi- 
tant pay — at  companies 
that  include  Boeing,  Citi- 
group, and  even  General 
Electric — will  be  voted  on 
by  shareholders,  and  sup- 
port for  such  proposals  is 


PAY  FOR 
PERFORMANCE: 
BOTH  ENDS 
OF  THE  SCALE 


EXECUTIVES  WHO  GAVE  SHAREHOLDERS 
THE  MOST  FOR  THEIR  PAY... 


5  IBWIN  JACOBS  Qualcomm 


1 J  JA!NE.H!l6HK.P!J*[lic  Storage 
2  MARK  LEVIH  Mil[enmum  Pharmaceuticals 
on'th^ ri^"^  ha^"this       3 .6E0R6E  PERLKOS  Atmel.„  „_  __ 
kind  of  stock-option  mad-      4  DANE  MILLER  Biomet 
ness,"  says  compensation 
consultant  Alan  Johnson. 
"The  system  is  significant- 
ly broken." 

Part  of  the  problem  is 
that  while  options  decline 
in    lockstep    with    stock 


...AND  THOSE  WHO  GAVE 
SHAREHOLDERS  THE  LEAST 

V  LAWRENCE  ELUSOM  Oracle _^ 195.1  __^ 

2  JOHN  CHAMBERS  Cisco  Systems  279.3 


prices,  on  the  upside  they       3  PETER  KARMANOS  JR.  gompuware _.?M., 

offer  far  greater  leverage       4  LOUIS  GERSTNER  IBM ^ 303.2 

(page  82).  The  gains  in  5  lTdeNHIS  KOZLOWSKI  TycoTntl.  '"  _  "331.9^ 
the  fat  years  can  provide 
a  generous  cushion  dur- 
ing downturns.  That's 
why  some  executives  in 
our  Scoreboard  could  suf- 


*Salaty,  bonus,  and  long-term  compensation,  including  exercised  stock  options,  forthel999, 
2000,  and  2001  fiscal  years 

**Stock  price  on  Dec.  31,  2001,  plus  dividends  reinvested  for  three  years,  divided  by  stock 
priceonOec.  31, 1998 

Data:  Standard  &  Poor's  EXECUCOMP 
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JOHN  T.  CHAMBERS 

CISCO  SYSTEMS 

He  reduced  his  salary  to  $1  a 
year — but  was  awarded  6 
million  new  options 

fer  massive  losses  but  unlike 
shareholders,  still  have  lots 
left  over.  We  believe  our  pay-re- 
lated wealth  measure  provides  a 
more  complete  look  at  this  cru- 
cial component  of  ceo  pay. 
The  results  are  eye-opening.  Looking  solely  at  cash 
compensation  and  option  exercises,  the  nation's  top  exec- 
utives had  a  bad  year  315  out  of  730  in  the  BusinessWeek 
Scoreboard  saw  their  total  compensation  decrease.  But 
BusinessWeek's  new  measure  of  executive  wealth  reveals 
much  steeper  losses.  In  all,  the  plummeting  value  of  stock- 
option  holdings  reduced  pay-related  wealth  for  the  average 
executive  by  43%,  to  $27.5  milhon.  Of  the  441  who  either 
broke  even  or  had  holdings  that  increased  in  value,  the  av- 
erage gain  was  13%.  Of  the  216  who  saw  their  wealth  de- 
cline, the  average  loss  totaled  60%.  Indeed,  at  company  af- 
ter company,  top  executives  \\ith  huge  option  stockpiles 
saw  their  wealth  depleted  by  himdreds  of  miUions  of  dol- 
lars. Cisco  Systems'  Chambers,  Sun  Microsystems'  Scott  G. 
McNealy,  and  Walt  Disney's  Eisner  all  took  major  hits  to 
their  wealth. 

To  be  sure,  not  everyone  was  hurting.  Howard 
Solomon,  CEO  of  Forest  Laboratories  Inc.,  saw  his  salary 
increase  nearly  13%,  to  $823,765,  his  bonus  double  to 
$400,000,  and  his  take  from  option  exercises  top  $147 

million.  In  a  year  when 
Forest  shareholders  saw 
gains  of  40%,  compensa- 
tion committee  members 
felt  he  deserved  every 
penny.  Forest  has  en- 
joyed spectacular  growth 
over  the  past  five  years. 
Solomon,  who  has  been 
CEO  since  1977,  benefited 
enormously,  since  that 
growth  sent  the  value  of 
his  options  soaring.  Says 
committee  member  Dan 
L.  Goldwasser:  "If  a 
man  is  delivering  sub- 
stantial increases  in 
shareholder  value  . . .  it's 
only  appropriate  that  he 
be  rewarded  for  it." 

Other  CEO  pay  pack- 
ages were  harder  to  jus- 
tify. Tyson  Foods  Inc. 
had  a  lousy  year.  Net  in- 
come fell  to  $88  million 
from  $151  million.  Share- 
holder return  was  es- 
sentially flat — at  a  time 
when  Tyson's  peer-group 
companies  doubled  in 
value.  And  in  December, 
a  federal  indictment  in 
Tennessee  accused  the 


To  see  how  pay  measures  up  to 
performance,  BusinessWeek 
compares  what  the  boss  made 
over  a  three-year  period  with 
how  he  did  for  shareholders 
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INTRODUCING 
THE  NEW 
PRIORITY  CLUB 
REWARDS. 


Points  never  expire. 


No  blackout  dates. 


Transfer  points 
between  accounts. 


#> 


Fastest  way  to 
Elite  status. 


(The  travel  rewards  program  for  people  who  don't 
have  time  for  a  travel  rewards  program.) 


3.200  locations  to 
earn  and  redeem. 


EASIER  TO  EARN 

Tons  of  places  to  earn  points.  Quick  Elite  status. 

And  valuable  promotions.  Nothing  to  it. 

EASIER  TO  ACCESS 

Experience  unrivaled  customer  service,  check  your  account 
and  browse  our  rewards  catalog.  All  online.  All  the  time. 

EASIER  TO  REDEEM 

No  point  expiration  or  blackout  dates,  and  a  simple 
reward-night  structure.  Can  you  say  hassle-free? 

EASIER  TO  GET  WHAT  YOU  WANT 
With  so  many  rewards  options,  when  you  cash  in  points, 
you'll  really  cash  in.  Don't  see  what  you  want?  We'll  find 
it  for  you.  no  problem. 


The 

Six  Continents^"  Hotels 

Family  of  Brands: 


INTERCONTINENTAL 
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EARN  DOUBLE  POINTS  OR  DOUBLE  MILES 
WITH  PRIORITY  CLUB  REWARDS  AND  VISA.* 

To  register,  visit  priorityclub.com/doublerewards  or  call  1  -888-560-56i0 
When  prompted,  enter  your  Priority  Club  member  number  and  promotion 
code  5500  To  qualify,  stays  must  occur  between  April  1  and  May  31.  2002 


EXPRESS 


It's  easier.  Enjoy.' 

Must  be  a  Priority  Club  member,  U.S.  resident,  and  must  register  member  number  in  advance  to  participate  in  ftiis  promotion.  Bonus  points  or  miles  will  be  awarded  on  evety  qual- 
ifying stay  when  you  book  and  pay  with  a  Visa  card,  beginning  with  the  second  qualifying  stay,  between  4/1/02  and  5/31/02  at  participating  hotels  throughout  the  U.S.  Please 
allow  SIX  to  eight  weeks  following  the  end  of  the  promotion  for  bonus  points  or  miles  to  be  credited  to  your  account.  You  must  be  a  miles  collector  with  a  preferred  alliance  in  order 
to  collect  miles.  For  a  list  of  participating  airlines,  further  offer  details,  and  Priority  Club  terms  and  conditions,  visit  pnorityclubcom/doublerewards  or  call  1-888-211-9874.  A  stay 
is  defined  as  one  night  or  consecutive  nights  at  the  same  hotel,  regardless  of  frequency  of  check-in/check-out.  A  stay  is  qualified  when  paying  qualifying  rates,  which  include  most 
business  and  leisure  rates.  Only  one  member  per  room  per  stay  will  be  awarded  the  applicable  bonus  points  or  miles.  No  retroactive  points  or  miles  will  be  awarded  for  stays  prior 
to  registration.  Subject  to  standard  Priority  Club  program  terms  and  conditions.  ©2002  Six  Continents  Hotels,  Inc.  All  rights  reserved.  Most  hotels  are  independently  owned  and/or 
operated.  Priority  Club  is  a  service  mark  of  Six  Continents  Hotels.  Inc. 
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company  and  six  managers  of  conspiring 
to  smuggle  illegal  immigrants  into  the  U.S. 
from  Mexico  to  work  in  its  poultry-pro- 
cessing plants,  a  charge  the  company  de- 
nies. The  upshot?  CEO  John  H.  Tyson  re- 
ceived 200,000  new  options  and  a  $2.1 
million  bonus.  The  company  says  lyson  was 
rewarded  for  reducing  debt  by  $86  million 
and  negotiating  the  acquisition  of  meat- 
packer  IBP.  But  others  didn't  see  it  that 
way.  "I'm  surprised  the  board  would  be  so 
generous,"  says  Charles  M.  Elson,  director 
of  the  University  of  Delaware's  Center  for 
Corporate  Governance.  "It  raises  a  lot  of 
questions." 

At  other  companies,  boards  quietly  scaled 
back  the  tough  performance  targets  executives  needed 
to  meet  to  win  millions  in  rewards.  At  gm,  ceo  G.  Richard 
Wagoner  Jr.  and  other  top  executives  who  were  entitled  to 
a  special  performance  bonus  if  the  company's  net-profit 
margin  reached  5%  by  the  end  of  2003  will  now  be  held  to 
a  less  rigorous  test.  And  at  Coca-Cola  Co.,  the  goal  line  for 

CEO  Douglas  N.  Daft 
to  receive  one  million 
performance-based 
shares — 20%  annual 
earnings  growth  over 
five  years — last  year  got  a  Uttle  bit  closer.  It's  now  16%. 
With  shares  down  23%,  his  pay  package  totaled  $55  mil- 
lion, including  $5.1  million  in  salary  and  bonus  and  $49.9 
million  in  option  exercises. 

Overall,  though,  the  anemic  economy  skewed  Busi- 
nessWeek's pay-for-performance  analysis  sharply  down- 
ward: CEOS  with  the  best  and  worst  shareholder  returns 
relative  to  pay  got  less  and  posted  sharply  poorer  re- 
turns than  the  executives  in  last  year's  analysis  (table. 


Proponents  say 
options  align 
CEOs'  interests 
with  those  of 
shareholders. 
That's  not 
always  the  case 
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page  84).  The  CEO  who,  dollar  for  dollar, 
gave  the  most  this  year  was  B.  Wayne 
Hughes  of  Public  Storage  Inc.  He  delivered 
a  47%  gain  for  stockholders  for  $254,300  in 
pay  from  1999  through  2001 — a  pittance 
compared  with  last  year's  winner,  David  M. 
Rickey  of  Applied  Micro  Circuits  Corp.,  who 
was  paid  $4.5  million  for  a  staggering  4,751% 
return.  At  the  bottom  of  the  performance 
heap  was  Ellison,  whose  mammoth  2001 
payday  overshadowed  his  company's  92% 
three-year  return  for  shareholders. 

Companies  that  fared  poorly  in  our  pay- 
for-performance  analysis  took  issue  with  our 
methodology.  Oracle  said  it  unfairly  inflates 
pay  by  counting  exercised  options.  Cisco  said 
it  compares  fiscal-year  pay  with  calendar-year  perform- 
ance. In  fact,  calculating  Cisco's  return  on  a  fiscal-year  ba- 
sis would  result  in  a  three-year  return  of  20%  and  move 
Chambers  from  the  No.  2  slot  to  No.  3.  Tyco  said  our 
methodology  doesn't  account  for  internal  performance  meas- 
ures such  as  earnings,  and  IBM  said  it  disregards  nearly  a 
decade  of  exceptional  stock  performance  by  Gerstner.  Says 
IBM  Vice-President  Carol  Makovich:  "Mr.  Gerstner's  long- 
term  leadership  at  IBM  has  produced  outstanding  results." 
This  year's  survey  of  executive  pay  shows  just  how  sig- 
nificantly CEO  compensation  has  changed  since  Charles 
Wilson  steered  GM  in  the  1950s.  Chief  executives,  once 
employees,  have  become  owners.  Salaries  and  bonuses 
are  now  afterthoughts  compared  with  the  potential  wealth 
that  options  represent.  Put  another  way,  in  a  lousy  year, 
Ellison  took  home  almost  three-quarters  of  a  billion  dol- 
lars. Imagine  what  he  could  make  if  Oracle  shares  turned 
around. 

By  Louis  Lavelle,  tmth  Frederick  F.  Jespersen  in  New 
York  and  Michael  Amdt  in  Chicago 
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If  the  system  worked  perfectly, 
executive  pay  would  rise  when  the 
boss  delivered  the  goods  for 
shareholders.  And  it  would  fall  when 
corporate  perfornnance  declined.  But  it 
doesn't  always  happen  that  way. 

In  this  Scoreboard,  BusinessWeek, 
along  with  Standard  &  Poor's 
EXECUCOMP,  attempts  to  measure  how 
closely  pay  matches  performance.  The 
study  compares  an  executive's  total 
compensation  with  the  company's  total 
return  to  shareholders  in  stock  appreci- 


ation and  dividends  over  three  years. 
Three  years  of  data  are  examined  to 
minimize  the  impact  of  single-year 
windfalls.  Each  company  is  assigned  to 
one  of  nine  industry  groups.  Then, 
each  executive's  pay  and  the  com- 
pany's total  return  to  shareholders  are 
measured  against  the  others  in  the 
group. 

This  year,  BusinessWeek  also  has 
added  a  new  measure  called  pay- 
related  wealth  that  takes  into  account 
increases  or  decreases  in  an 


executive's  in-the-money  stock 
options. 

The  Scoreboard  companies  boast 
market  values  that  are  among  the  500 
largest  for  which  2001  compensation 
data  are  available. 

Performance  ratings  are  given  only 
when  three  years  of  data  are  available. 
On  a  scale  of  5,  1  indicates  the 
best  performance;  5  is  the  worst.  The 
top  15%  of  the  sample  receives  a 
1,  25%  a  2,  30%  a  3,  20%  a  4,  and 
10%  a  5. 


2001  PAY-RELATED  WEALTH 

CHAHGE  IN  PAY-RELATED  WEALTH  is  2001  salary,  short- 
and  long-term  bonus,  and  the  value  of  restricted  stock 
grants  plus  the  value  of  an  executive's  in-the-money  stock 
options  at  yearend  minus  the  value  of  options  at  the  end  of 
the  previous  year. 

%  CHANGE  FROM  2000  represents  the  percentage  increase 
or  decrease  in  pay-related  wealth  compared  with  the  previous 
year. 

VALUE  OF  REMAINING  OPTIONS  Is  the  yearend  value  of 
an  executive's  exercisable  and  unexercisable  in-the-money 
stock  options.  It  provides  a  glimpse  of  potential  gains  in  the 
future. 


PAY  VS.  SHAREHOLDER  RETURN 

TOTAL  COMPENSATION  is  the  sum  of  an  executive's 
salary,  bonus,  and  long-term  compensation  for  the  three 
years. 

VALUE  OF  $100  MVESTED  is  the  yearend  2001  value  of  a 
$100  investment  in  the  company  made  three  years  earlier, 
including  both  share-price  appreciation  and  dividends 
(reinvested). 

RATING  shows  how  an  executive  stacks  up  against  peers, 
measured  in  terms  of  pay  relative  to  total  return  to 
shareholders.  The  rating  is  based  on  an  index  in  which  the 
value  of  the  investment  is  divided  by  total  pay  and  then 
compared  with  other  executives  in  the  same  industry. 


Footnotes:    tindicates  executive  retired  in  1999-2000     tMay  exclude  option  gains  in  earlier  years     e=estimated     NA=not  available     NM=not  meaningful 
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2001  PAY-RELATED  WEALTH 

COMP.  &  STOCK  OPTION  WEALTH 

199»01  PAY  PERFORMANCE 

PAY  VS.  SHAREHOLDER  RETURN 

SALARY 
&  BONUS 

$000 

LONG  TERM 
COMP 

$000 

TOTAL 
COMP 

$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-REUTED 

WEALTH  $000 

% 

CHANGE 
FROM  2000 

VALUE  OF 

REMAINING 

OPTIONS 

TOTAL 
COMP 
$000 

$  VALUE 
OF  $100 
INVESTED 

RATING 

1     AEROSPACE  (INDUSTRIAL:  HIGH  TECH) 

JUf 

BOEING                    P.M.  Condit,  chmn.  &  CEO 

H.C.  Stonecipher,  vice-chmn. 

2684 
1902 

1245 
1641 

3929 
3543 

-80 
-78 

-7617 
-28153 

-78 
-58 

3897 
29116 

28074 
23238 

124 

m 
m 

ias- 

GENERAL                 N.D.  Chabraja,  chmn.  &  CEO 
DYNAMICS              W.W.  Bolsture,  Jr.,  exec,  v-pt 

May  contain  preliminary  data. 

3362 
952 

2357 
443 

5719 
1395 

-45 
-92 

6934 
1878 

-10 
-83 

26617 
1625 

28982 
19491 

143 

m 

i.r 

GOODRICH               D.L.  Burner,  chmn.  &  CEO 
M.O.  Larsen,  pres.  &  COO 

1156 
1191 

442 
45 

1597 
1235 

-46 
-34 

-623 
40 

-68 
-57 

125 
128 

7447 
4514 

82 

m 
m 

LOCKHEED               V.D.  Coffman,  chmn.  &  CEO 
MARTIN                   R.J.  Stevens,  pres.  &  COOt 

4525 
2380 

12031 
1245 

16556 
3625 

185 
140 

25039 
6221 

125 
154 

18009 
4142 

23687 
6221 

116 

m 
m 

'■• 

NORTHROP              K.  Kresa,  chmn.  &  CEO                        4296 
GRUMMAN              P.O.  Sugar,  pres.  &  COO                    10227* 

May  contain  preliminary  data.  'Includes  $7.1  mil.  as 

3056 

15652 

compensati 

7352              0                10214 
25879           NA                      NA 
on  for  excise  tax  on  payments 

34 

NA 

3940 
560 

37598 

NA 

147 

m 

NA 

RAYTHEON               D.P.  Burnham,  chmn.  &  CEO 
W.H.  Swanson,  exec,  v-p 

2573 
1534 

15 
547 

2588 
2081 

-68 
-44 

3936 
2594 

-27 
-16 

8698 
4116 

12567 
7726 

65 

m 

[3] 

S. 

ROCKWELL              CM.  Jones,  pres.  &  CEO*t                     783**           0          783         -37 
COLLINS                  P.M.  Chiusano,  exec,  v-pt                      396**           0          396         -61 
•Became  CEO  6/1/01.  "Compensation  through  6/29/01  paid  by  Rockwell  International 

NA 
NA 

NA 
NA 

35 
0 

3939 

NA 

NA 

NA 

NA 

UNITED                   G.  David,  chmn.  &  CEO 
TECHNOLOGIES        K.J.  Krapek,  pres.  &  COOt 

3083 
1834 

19554 
5932 

22636 
7766 

20 

71 

-58335 
-23807 

-30 

-32 

155935 
53523 

58247 
36677 

124 

2     AIRLINES  (TRANSPORTATION) 

1 

DELTA  AIR  LINES      LF.  Mullin,  chmn.  &  CEO 
F.W.  Reid,  pres.  &  COO 

604 
718 

1575 
607 

2179 
1325 

-29 
-23 

-3978 
1325 

-76 
-23 

0 
0 

7127 
4291 

57 

m 
a 

3     APPLIANCES  (CONSUMER  PRODUCTS) 

BED  BATH                W.  Eisenberg,  co-chmn.  &  co-CEO 
&  BEYOND               L.  Feinstein,  co-chmn.  &  co-CEO 

750 
750 

19138 
19260 

19888 
20010 

2459 
2451 

40944 
41066 

442 
443 

29369 
29369 

21436 
21566 

199 

m 

BEST  BUY                R.M.  Schuize,  chmn.  &  CEO 

2168 
1256 

18126 
8967 

20294 
10223 

-32 
9 

4668 
-387 

-39 
-23 

19327 
22935 

60338 
31107 

243 

m 

CIRCUIT  CITY          W.A.  McCollough,  pres.  &  CEO* 
GROUP                    W.A.  Ligon,  sr.  v-pt 

•Became  CEO  6/1/00. 

1213 
958 

0 
0 

1213 
958 

-83 

11 

-5126 
NA 

-90 
NA 

114 
245 

10921 
2407 

105 

m 
m 

LEGGEH&PLAn    F.E.  Wright,  vice-chmn.,  pres.  t  CEO     945* 
H.M.  Cornell,  Jr.,  chmn.                       1003 

1830        2775 
1301         2304 
js  paid  in  stock  options 

142 
130 

6273 
2262 

44 
25 

13950 
3910 

9670 
4919 

111 

m 

WHIRLPOOL             D.R.  Whitwam,  chmn.  &  CEO 
P.  Periquito,  exec,  v-p 

2409 
2396 

1354 
470 

3763 
2866 

34 

115 

18167 

6687 

457 

389 

14971 
3863 

11167 

6052 

143 

m 

m 

4     AUTOMOTIVE  (CONSUMER  PRODUCTS) 

DANA                      J.M.  Magliochetti,  pres.,  CEO  &  COO 
W.J.  Carroll,  group  pres. 

1015 
580 

1019 
510 

2034 
1089 

114 
101 

2034 
1089 

114 
101 

0 
0 

5534 
2651 

39 

m 
m 

DELPHI  AUTOMOTIVE  J.T  Battenberg  III,  chmn.,  pres.  &  CEO 
SYSTEMS                D.L.  Runkle,  exec,  v-p 

1549 
896 

1282 
567 

2831 
1462 

-51 
-46 

4984 
2072 

-15 
-23 

2153 
610 

20568 
7843 

NA 

NA 
NA 

EATON                     A.M.  Cutler,  chmn.,  pres.  &  CEO 
R.W.  Carson,  sr.  v-pt 

1611 
569 

2001 
307 

3612 
876 

1 
34 

8562 
1894 

62 
125 

9340 
1359 

9854 
1860 

130 

m 
m 

NAVISTAR                J.R.  Home,  chmn.,  pres.  &  CEO 
INTERNATIONAL       R.C.  Lannert,  exec,  v-p  &  CFO 

1083 
475 

0 
0 

1083 
475 

-84 

-11 

2628 
422 

-51 
-2 

2778 
3870 

10190 
2223 

139 

m 

PACCAR                   M.C.  Pigott,  chmn.  &  CEO 
D.J.  Hovind,  pres. 

2156 

1350 

689 

1633 

2845 
2983 

70 

124 

8347 

4105 

133 

112 

8824 
2275 

6534 
5796 

181 

5     BANKS  &  BANK  HOLDING  COMPANIES  (FINANCIAL  SERVICES) 

AMSOUTH               CD.  Ritter,  chmn.,  pres.  &  CEO 
BANCORPORATION    S.D.  Gibson  IV,  vice-chmn.,  &  CFO 

•Includes  tax  gross-ups  of  $130,134 

2923 
1115' 

5446 
1974 

8369 
3090 

-24 
30 

12915 
4406 

15 
70 

5742 
1829 

23994 
6660 

71 

BANK  OF  AMERICA   K.D.  Lewis,  chmn.  &  CEO* 

J.H.  Hance,  Jr.,  vice-chmn.  &  CFO 

•Became  CEO  4/25/01. 

6533 
4767 

0 
0 

6533 
4767 

161 
91 

13363 
11597 

107 
90 

14455 
14455 

33883 
32117 

117 

a 
m 

FOOTNOTES  ON  PAGE  86 

BusinessWeek  /  April  15,  2002  87 

1 

^^ 

1 

1 

EXECUTIVE  COMPENSATION  SCOREBOARD 

t 

COMPANY 

EXECUTIVE                                                 2001  CO*ff>ENSATION 

TOTAl  ANNUAL  COMPENSATION 

2001  PAY-RELATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

1999-01  PAY  PERFOHMANCcI 

^ 

PAY  VS.  SHAREHOLDER  RETURN      1 

SALARY 
&  BONUS 

$000 

LONG  TERM 
COMP. 

$000 

TOTAL 
COMP. 

$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-RELATED 
WEALTH  $000 

% 

CHANGE 

ROM  2000 

VALUE  OF 

REMAINING 

OPTIONS 

TOTAL 
COMP 
$000 

$  VALUE 
OF  $100 
INVESTED 

RATING 

BANK  ONE 

J.  DImon,  CEO                                       4286 
J.S.  Boshart  III,  exec,  v-p                     2545 

8143 
1000 

12430 
3545 

53-1 
-66 

10624 
4786 

27 

28367 
4239 

NA 
NA 

85 

NA        1"*^ 
NA 

BB&T 

J.A.  Allison  IV,  chmn.  &  CEO                1830 
H.G.  Williamson,  Jr.,  COO                    1297 

2139 
1469 

3969 
2766 

23 
34 

1455 
1047 

-11 
-10 

9847 
5992 

9483 
6825 

97 

[3] 

m 

v-:- 

COMPASS 
BANCSHARES 

D.P.  Jones  Jr.,  chmn.  &  CEO                2102 
C.E.  McMahen,  vice-chmn.                  1064 

676 
312 

2778 
1375 

55 
74 

5542 
2630 

136 
151 

3715 
1688 

6046 
2982 

125 

m 

FIFTH  THIRD 
BANCORP 

G.A.  Schaefer,  Jr.,  pres.  &  CEO            2476 
S.J.  Schrantz,  exec,  v-p                          923 

0 
0 

2476 
923 

2 
6 

8585 
3096 

8 
8 

77030 
28881 

11991 
4285 

134 

FIRST  TENNESSEE 
NATIONAL 

R.  Horn,  chmn.  &  CEO                         1949 
J.K.  Glass,  pres.  &  COO                         1020 

5236 
14 

7185 
1034 

562 
27 

8127 
3392 

58 
71 

12086 
5166 

10698 
3304 

105 

FLEETBOSTON 
FINANCIAL 

T.  Murray,  chmn.  &  CEO                       3628 
C.K.  Gifford,  pres.*                                3242 

♦Became  CEO  1/1/02. 

4455 
26 

8083 
3268 

32 
-63 

2688 
2399 

-12 
-53 

17812 
2451 

34064 
27565 

90 

HUNTINGTON 
BANCSHARES 

T.E.  Hoaglin,  chmn.,  pres.  &  CEO*         933 
R.J.  Seiffert,  vice-chmn.                        596 

•Joined  company  and  became  CEO  2/15/01. 

0 

35 

933 
632 

NA 
20 

NA 

1032 

NA 

64 

874 
668 

NA 
2042 

78 

NA 

ffl       ^ 

IV 

J.P.  MORGAN 
CHASE 

W.B.  Harrison,  Jr.,  chmn.  &  CEO        1 1000 
D.H.  Layton,  investment  bank            1 1000 

11141 
7042 

22141 
18042 

105 
36 

2121 
8225 

-17 
-12 

20646 
18336 

44660 
41092 

83 

KEYCORP 

H.L.  Meyer  III,  chmn.,  pres.  &  CEO*      815 
R.T.  Clutterbuck,  sr.  v-pt                      1 533 

May  contain  preliminary  data  'Became  CEO  2/1/01. 

517 
0 

1331 
1533 

-19 
^3 

-1579 
912 

-36 
-50 

4343 
274 

4431 
5718 

87 

^     ici 

M&T  BANK 

R.G.  Wilmers,  chmn.,  pres.  &  CEO         956 
R.E.  Sadler,  Jr.,  exec,  v-p                       946 

23418 
9882 

24374 
10828 

803 
207 

5968 
4284 

4 
3 

53474 
19026 

27947 
16331 

146 

g] 

1  c 

■  rt 

MARSHALL  & 
ILSLEY 

J.B.  Wigdale,  chmn.  &  CEO                  1800 
D.J.  Kuester,  pres.*                              1518 
•Became  CEO  1/1/02. 

7646 
4813 

9446 
6331 

356 
261 

8925 
6070 

64 
53 

8194 
6131 

18341 
13543 

115 

ICHEI 

lie 

wk 

in 
Da 

PL 
Ml 

m 

MBNA 

A.  Lemer,  chmn.  &  CEO                       7500 
CM.  Cawley,  pres.                                7963 

20381 
35960 

27881 
43922 

65 

11 

18808 
30372 

1 
-10 

246448 
38749 

55576 
132884 

146 

IS 

MELLON 
FINANCIAL 

M.G.  McGuinn,  chmn.  &  CEO              2095* 
R.P.  O'Hanley,  vice-chmn.t                  1461* 
•Excludes  25%  of  bonus  paid  In  restricted  Steele 

12035 
603 

14130 
2064 

25 
-10 

2348 
NA 

-36 
NA 

1844 
80 

32142 
10189 

117 

[4] 

NATIONAL  CITY 

D.A.  Daberko,  chmn.  &  CEO                 1791 
R.G.  Siefers,  vice-chmn.                      2151 

4311 
2168 

6102 
4319 

34 
75 

4538 
2993 

0 
9 

7427 
2283 

15993 
9643 

92 

g] 

NATIONAL 
COMMERCE  FINL 

E.C.  Roessler,  pres.  &  CEOI                 1688 
T.M.  Garrott,  chmn.                              1688 

434 
2077 

2121 
3764 

-71 
-75 

2333 
1860 

-39 
-58 

5443 
5960 

10485 
25771 

143 

[S 

NORTH  FORK 
BANCORPORATION 

J.A.  Kanas,  chmn.,  pres.  &  CEO           3751 
J.  Bohlsen,  vice-chmn.                         2518 

3286 
2033 

7037 
4551 

52 
49 

9381 
5887 

61 
72 

5499 
2237 

15180 
9458 

147 

iiu 

NORTHERN  TRUST  W.A.  Osbom,  chmn.  &  CEO                  2438 
B.G.  Hastings,  pres.  &  COO                  1605 

3383 
6044 

5821 
7649 

-13 
33 

-16123 
-9420 

-40 
-34 

28189 
22373 

18525 
19599 

142 

m   ■ 
a 

PNC  FINANCIAL 
SERVICES  GROUP 

J.E.  Rohr,  chmn.,  pres.  &  CEO             1979 
W.E.  Gregg,  Jr.,  vice-chmn.                  1 168 

5216 
5301 

7195 
6468 

-28 
34 

-4559 
-2167 

-52 
-45 

6371 
2064 

22189 
13211 

115 

J 

Fif 

SOUTHTRUST 

W.D.  Malone,  Jr.,  CEO                          3121 
J.W.  Banton,  chmn.,  pres.  &  CEO-sub.  1519 

2152 
3073 

5273 
4592 

13 
104 

21754 
5854 

141 
53 

23879 
5746 

16045 
8964 

145 

i] 

STATE  STREET 

D.A.  Spina,  chmn.  &  CEO                    2671 
R.E.  Logue,  pres.  &  COO                      2333 

0 
1962 

2671 
4295 

-74 
^3 

-8998 
1566 

-32 
-39 

37886 
4978 

14489 
17756 

152 

[3] 

SUNTRUST 
BANKS 

L.P.  Humann,  chmn.,  pres.  &  CEO       1686 
J.M.  Wells  III,  vice-chmn.                     1163 

656 
2226 

2342 
3389 

91 
280 

2486 
1190 

36 
3 

2357 
7118 

5539 
5086 

88 

i 

SYNOVUS 
FINANCIAL 

J.H.  Blanchard,  chmn.  &  CEO              1300 
J.D.  Yancey,  pres.  &  COO                       992 

69 
69 

1369 
1061 

85 
87 

-4578 
-1954 

-16 
-14 

27032 
14648 

3312 
2496 

111 

m 

i 

TCF  FINANCIAL 

W.A.  Cooper,  chmn.  &  CEO                  2100 
T.A.  Cusick,  vice-chmn.  &  COO            1080 

0 
0 

2100 
1080 

-26 
0 

2100 
1080 

-26 
0 

0 
0 

6909 
3473 

215 

m 
a 

ij 

U.S.  BANCORP 

J.A.  Grundhofer,  pres.  &  CEO*              1042 
J.F.  Grundhofer,  chmn.t                        1 123 

•Became  CEO  2/1/01. 

8534 
2357 

9575 
3480 

193 

35 

-2183 
NA 

-9 

NA 

48410 
0 

15421 
7870 

74 

a 

[3 

i 

UNION  PLANTERS 

J.W.  Moore,  chmn.,  pres.  &  CEO          1424 
A.  Henriques,  group  CEOI                       690 

2368 
0 

3792 
690 

22 
2 

6348 
1767 

92 
149 

2946 
1134 

8362 
1789 

117 

to 

UNIONBANCAL 

N.  Kanari,  pres.  &  CEO*t                       583 
R.M.  Walker,  vice-chmn.                        799 

•Became  CEO  7/1/01. 

0 
846 

583 
1646 

155 
130 

NA 
3820 

NA 
151 

0 
3508 

NA 
3458 

123 

NA 

m 

WACHOVIA 

G.K.  Thompson,  pres.  &  CEO               3674 
D.A.  McMullen,  Jr.,  sr.  exec,  v-p           2768 

220 
0 

3894 
2768 

-33 
-13 

5440 
3457 

-6 
9 

1902 
802 

11014 
7870 

59 

31 

a 

fe 

WELLS  FARGO 

R.M.  Kovacevich,  chmn.,  pres.  &  CEO    3474 
M.C.  Oman,  group  exec,  v-pt               2475 

14888 
3583 

18361 
6058 

172 
228 

-28369 
NA 

-39 
NA 

36636 
4776 

52046 
9674 

116 

a 

13 

\ 

ZIONS 
BANCORPORATION 

H.H.  Simmons,  pres.  &  CEO                  900 
D.E.  Blackford,  chmn.,  pres.  &  CEO-sub. t      579 

'Includes  $1  mil.  of  debt  forgiveness. 

782 

1145* 

1682 
1724 

49 
178 

-127 
NA 

-25 

NA 

2050 
71 

5486 
3003 

88 

•_ 

6     BEVERAGES  (CONSUMER  PRODUCTS) 

""a 

a 

u 

ANHEUSER-BUSCH 

A.A.  Busch  III,  chmn.,  pres.  &  CEO     4604 
P.T.  Stokes,  sr.  exec,  v-p                       3302 

4996 
6424 

9600 
9725 

-67 
-32 

5038 
5381 

-28 

-16 

51725 
37621 

53011 
26376 

144 

II 

in 

! 

88  BusinessWeek  /  April  15,  2002 

FOOTNOTES  ON  PAGE  86 

no 

; 

XECUTIVE  COMPENSATION  SCOREBOARD 

'^^OMPANY 

EXECUTIVE 

2001  COMPENSATION 

TOTAL  ANNUAL  COMPENSATIO^ 

2001  PAY-RELATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

1999-01  PAY  PERFOR 

PAY  VS  SHAREHOLDER  R 

MANCE 

ETURN 

.,■ 

SALARY 

&  BONUS 

$000 

LONG  TERM 
COMP. 
$000 

TOTAL 
COMP, 
$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-RELATED 
WEALTH  $000 

% 

CHANGE 

FROM  2000 

VALUE  OF 

REMAINING 

OPTIONS 

TOTAL 
COMP 
$000 

$  VALUE 
OF  $100 
INVESTED 

RATING 

'1 

IROWN-FORMAN 

0.  Brown  II,  Chmn.  &  CEO                    1513* 
W.M.  Street,  pres.                                1060* 

•Excludes  50%  of  bonus  paid  in  stock  options. 

447 
290 

1960 
1350 

-1 
-18 

2729 
1682 

28 
2 

1475 
427 

5647 
4365 

88 

;OCA-COLA 

D.N.  Daft,  Chmn.  &  CEO                      5119      49885 
S.J.  Heyer,  exec,  v-p                            2205*      8273 

•Includes  $500,000  pursuant  to  employment  contract. 

55004 
10478 

64 

NA 

-11834 
NA 

-44 
NA 

2205 
1525 

94815 
NA 

73 

m 

NA 

J 

T 

:OCA-COLA 
ENTERPRISES 

L.F.  Kline,  vice-chmn.  &  CEO* 
J.R.  Aim,  pres.  &  COO 

•Became  CEO  4/1 1/01. 

812 
1005 

191 
295 

1002 
1299 

27 

-13 

1096 
1441 

10 

-1 

2475 
4619 

3885 
8685 

54 

I 

T 

PEPSI  BOHLING 
iROUP 

C.E.  Weatherup,  chmn.  &  CEO 
J.T.  Cahill,  CEO* 

•Became  CEO  9/19/01. 

2367 
1519 

0 
442 

2367 
1961 

-3 

44 

15296 
7394 

62 
56 

31203 
14928 

6970 
5334 

NA 

NA 
NA 

|il 

>EPSICO 

S.S.  Reinemund,  chmn.  &  CEO* 
R.A.  Enrico,  vice-chmn.  &  CEOt 

•Became  CEO  5/1/01. 

4644 
4734 

865 

197 

5509 
4931 

36 

-43 

12649 
8893 

11 

0 

78548 
128156 

17165 
16224 

124 

m 

-^ 

1      BUILDING  (INDUSTRIAL:  LOW  TECH) 

T 

AMERICAN 
STANDARD 

F.M.  Poses,  chmn.  &  CEOt 
G.P.  D'Aloia,  sr.  v-p  &  CFO 

2192 
700 

383 
200 

2575 
900 

-84 
-17 

24408 
4321 

33 
117 

32770 
5106 

18541 
NA 

190 

[H 

NA 

t 

PPG  INDUSTRIES 

R.W.  LeBoeuf,  chmn.  &  CEO 
F.A.  Archinaco,  exec,  v-pt 

1684 
875 

918 
626 

2602 
1501 

53 

39 

2821 

1583 

66 

47 

219 
82 

7931 
3492 

98 

[U 

m 

r 

B     CHEMICALS  (INDUSTRIAL:  LOW  TECH) 

• 

AIR  PRODUCTS 
^  CHEMICALS 

J.P.Jones  III,  chmn.  &  CEO* 
R.E.  Gadomski,  exec,  v-p 

•Became  CEO  12/1/00. 

1665 
1023 

939 
1204 

2604 
2227 

43 
34 

3675 
2807 

40 
25 

3926 
3425 

5699 
5328 

125 

^ 

bow  CHEMICAL 

M.D.  Parker,  pres.  &  CEO 

J. P.  Reinhard,  exec,  v-p  &  CFO 

1890 
1372 

13 
19 

1903 
1391 

31 
-1 

-543 
-253 

-23 

-32 

4859 
2087 

3919 
6680 

124 

m 

i 

DUPONT 

CO.  Holliday,  Jr.,  chmn.  &  CEO 
R.R.  Goodmanson,  exec,  v-p  &  COO 

1085 
640 

0 
0 

1085 
640 

-60 
-56 

1027 
640 

-59 
-56 

122 
0 

8386 
3987 

87 

m 
m 

J. 

EASTMAN 
CHEMICAL 

E.W.  Deavenport,  Jr.,  chmn.  &  CEOt 
J. P.  Rogers,  sr.  v-p  &  CFOt 

1017 
416 

2320 
470 

3337 
886 

-11 
-25 

641 
845 

-46 
-28 

344 
0 

8827 
3038 

98 

INTL.  FLAVORS 
&  FRAGRANCES 

R.A.  Goldstein,  chmn.  &  CEO 
C.A.  Lobbosco,  exec,  v-p 

1370 
819 

0 
0 

1370 
819 

-23 
-26 

8215 
3187 

187 
125 

8504 
2932 

NA 
2694 

75 

NA 

HI 

I 

T 

MONSANTO 

H.A.  Verfaillie,  pres.  &  CEO 

R.W.  Ide  III,  sr.  v-p  &  gen.  counsel* 

♦Left  company  6/1/01. 

1307 
915 

0 
0 

1307 
915 

8 
48 

9061 
915 

93 
48 

14955 
0 

NA 
NA 

NA 

NA 
NA 

— 

PRAXAIR 

D.H.  Reilley,  chmn.,  pres.  &CEO 
P.J.  Bilek,  exec,  v-p 

1753 
812 

0 
684 

1753 
1496 

-29 
85 

7956 
3164 

124 
82 

8178 
3742 

NA 
3808 

164 

NA 

m 

= 

9     CONGLOMERATES  (INDUSTRIAL:   LOW  TECH) 

T 

GENERAL  ELECTRIC  J.F.  Welch,  Jr.,  chmn.  &  CEOt 
J.R.  Immelt,  chmn.  &  CEO*t 

16247 
6388 

0 
0 

16247 
6388 

-87 

-74 

-75568 
-3763 

-43 
-44 

249703 
29831 

231966 
37600 

123 

■ 

• 

HONEYWELL 
INTERNATIONAL 

M.R.  Bonsignore,  chmn.  &  CEOt 
L.A.  Bossidy,  chmn.  &  CEO*t 

•Became  CEO  7/3/01.  ••Includes  $9  mil. 

1333 
1992 

severance 

15039** 
7165 

payment. 

16372 
9158 

26 

1732 

5296 
NA 

-32 
NA 

0 
0 

63956 
57536 

80 

7 

PALL 

E.  Krasnoff,  chmn.  &  CEO 
J.  Hayward-Surry,  pres. 

1197 
723 

49 
31 

1246 
754 

-19 
-13 

2657 
1343 

59 
46 

1797 
754 

4370 
3068 

104 

TEXTRON 

L.B.  Campbell,  chmn.,  pres.  &  CEO 
T.R.  French,  exec,  v-p  &  CFOt 

2662 
990 

4969 
4758 

7632 
5749 

67 
4983 

6359 
NA 

18 

NA 

3892 
0 

34691 
NA 

59 

NA 

I 

TRW 

D.M.  Cote,  chmn.,  pres.  &  CEO*): 
J.C.  Plant,  pres.  &  CEO-sub.t 

•Became  CEO  2/1/01:  resigned  2/19/02. 

1239 
1929 

9545 
0 

10784 
1929 

-46 
-32 

10784 
1929 

-46 
-32 

0 
0 

36534 
6165 

72 

- 

TYCO 

INTERNATIONAL 

L.D.  Kozlowski,  chmn.  &  CEO 
R.J.  Meelia,  group  pres. 

5870 
12664 

30474 
0 

36343 

12664 

-71 
89 

20800 
4614 

-74 
-7 

7 

16800 

331905 
25827 

157 

.'. 

10     CONTAINERS  (INDUSTRIAL:  LOW  TECH) 

BEMIS 

J.H.  Curler,  pres.  &  CEO 
J.H.  Roe,  chmn. 

1192 
851 

2498 
1600 

3690 
2452 

0 
-72 

7971 
7657 

106 
-12 

4624 
5822 

9003 
16279 

141 

m 

B 

L 

MEADWESTVACO 

J.A.  Luke,  Jr.,  pres.  &  CEO                   1021*        412 
J.F.  Tatar,  chmn.t                                 1255            45 

•  Includes  14  months  of  compensation  due  to  fiscal  year  change. 

1433 
1300 

-10 
-39 

1565 
NA 

-1 
NA 

1449 
3575 

4059 
6030 

117 

[3] 

1" 

SEALED  AIR 

W.V.  Hickey,  pres.  &  CEO 
R.A.  Pesci,  sr.  v-p 

704 
389 

0 
0 

704 
389 

-1 
-74 

704 
389 

-1 
-74 

0 
0 

3679 
2199 

80 

-- 

• 

TEMPLE-INLAND 

K.M.Jastrowll,  chmn.  &CEO 
K.R.  Dubuque,  group  v-p 

1127 
790 

533 
102 

1660 
892 

23 
10 

2364 
1063 

69 
31 

812 
190 

4235 
2337 

103 

m 

m 

11      DRUGS  (CONSUMER  PRODUCTS) 

ABBOn 
LABORATORIES 

M.D.  White,  chmn.  &  CEO 
J.M.  Leiden,  group  pres.  &  CEOt 

3650 
1337 

6913 
0 

10563 
1337 

203 
-68 

19070 
NA 

99 
NA 

20843 
3811 

20015 
NA 

120 

m 

NA 
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^ 

EXECUTIVE  COMPENSATION  SCOREBOARD                                  I 

t 

COMPANY 

EXECUTIVE 

2001  COMPENSATION 

TOTAL  ANNUAL  COMPENSATION 

2001  PAY-RELATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

199»«1  PAY 

PERFORMANcIl!^ 

PAY  VS.  SHAREHOLDER  RETURN  1 

SALARY 

&  BONUS 

$000 

LONG  TERM 
COMP. 
$000 

TOTAL 
COMP. 
$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-REUTED 
WEALTH  $000 

% 

CHANGE 

FROM  2000 

VALUE  OF 

REMAINING 

OPTIONS 

TOTAL 
COMP 
$000 

$  VALUE 
OF  $100 
INVESTED 

RATINi 

ALLERGAN 

D.E.  Pyott,  chmn.,  pres.  &  CEO 
L.J.  Kaplan,  v-p 

1745 
618 

0 
4182 

1745 
4799 

^78 
-64 

-13545 
-5664 

-42 
-58 

28452 
9090 

11001 
20430 

235 

AMGEN 

K.W.  Sharer,  chmn.,  pres.  &  CEO 
R.M.  Perlmutter,  exec,  v-p* 

1794 
2138 

10991 
6544 

12785 
8682 

-29 

NA 

-6091 
NA 

-43 
NA 

18834 
0 

42501 
NA 

216 

a  0 

NA     0 

BARD  (C.R.) 

W.H.  Longfield,  chmn.  &  CEO 
J.H.  Weiland,  group  pres. 

2128 
779 

576 
148 

2704 
927 

-7   . 
33 

19081 
3746 

165 
294 

23297 
3158 

7381 
2549 

137 

m  0 

BAXTER 
INTERNATIONAL 

H.M.  Jansen  Kraemer,  Jr.,  chmn.  &  CEO 
A.L.  Heller,  sr.  v-pt 

1578 
844 

335 
0 

1912 
844 

-74 
101 

21-733 
NA 

53 
NA 

39310 
2922 

12508 
NA 

181 

NA 

BECTON, 
DICKINSON 

E.J.  Ludwig,  pres.  &  CEO 

J.R.  Consldine,  exec,  v-p  &  CFO 

1453 
918 

535 
0 

1988 
918 

92 
82 

10613 
4148 

158 
721 

13628 
3230 

3585 
NA 

80 

ffl  m 

NA 

BIOMET 

D.A.  Miller,  pres.  &  CEO 
N.L.  Noblitt,  chmn. 

452 
453 

0 
0 

452 
453 

16 
15 

452 
453 

16 

15 

0 
0 

1219 
1223 

175 

a  r 

CHIRON 

S.P.  Lance,  chmn.,  pres.  &  CEO 
W.G.  Green,  sr.  v-p  &  gen.  counsel 

1992 
778 

47 
792 

2040 
1570 

2 
-66 

1583 
708 

-2 
-26 

20447 
9709 

5807 
7932 

167 

m   m 

FOREST 
LABORATORIES 

H.  Solomon,  chmn.  &  CEO 
K.E.  Goodman,  pres.  &  COO 

1224 
800 

147253 
31827 

148476 
32626 

782 
271 

61030 
29961 

19 
28 

126152 
63644 

189170 
41933 

308 

SI     ptjii 

1^.  ii 

GENENTECH 

A.D.  Levinson,  chmn.,  pres.  &  CEO 
M.S.  Potter,  exec,  v-p  &  COO 

1915 
2153 

359 
0 

2274 
2153 

-96 
34 

-46558 
-217 

-62 
-29 

62468 
2374 

86729 
NA 

273 

NA     ^ 

GUIDANT 

R.W.  Dollens,  pres.  &  CEO 
A.J.  Graf,  group  chmn. 

617 
408 

8570 
0 

9187 
408 

546 
-92 

-1838 
1065 

-6 
-19 

41904 
17683 

17675 
14283 

91 

m  FJ 

JOHNSON 
&  JOHNSON 

R.S.  Larsen,  chmn.  &  CEO 
R.N.  Wilson,  sr.  vice-chmn. 

5279 
4116 

4223 
3765 

9503 
7882 

26 
6 

34976 
19279 

38 
24 

90153 
54142 

50795 
31808 

147 

LILLY  (ELI) 

S.  Taurel,  chmn.,  pres.  &  CEO 
A.M.  Watanabe,  exec,  v-p 

2135 
1056 

2149 
964 

4284 
2020 

-77 
-15 

-17310 
-4857 

-44 
-37 

41309 
10304 

55995 
12314 

92 

aP 
[3]  na 

MEDTRONIC 

W.W.  George,  chmn.  &  CEO                  1860 
A.D.  Collins,  Jr.,  pres.  &  COO"            1456 

•Excludes  $1  mil.  LTIP  payout  converted  to  stock  op 

8439*     10299           29             -16329         -24        65652             45277 
227**     1683         -69             -11381         -26        45282                8231 

tions.  "Became  CEO  5/1/01.  Excludes  $681,327  LTIP  payout  converted  to  stock  options 

140 

m 

m 

MERCK 

R.V.  Gilmartin,  chmn.,  pres.  &  CEO 
E.M.  Scolnick,  exec,  v-p 

2883 
1645 

0 
0 

2883 
1645 

-3 
-94 

-93770 
-26165 

-58 
-86 

68123 
7233 

11981 
43887 

84 

m 

m 
w 

MILLENNIUM 
PHARMACEUTICALS 

M.J.  Levin,  chmn.,  pres.  &  CEO 
K.P.  Starr,  COO  &  CFOt 

772 
604 

0 
0 

772 
604 

93 
-93 

-48196 
-10623 

-68 
-81 

22239 
4103 

1681 
9833 

379 

m 
m 

ui 

MYLAN 
UBORATORIES 

M.  Puskar,  chmn.  &  CEO 
R.F.  Moldin,  pres.  &  COO 

1500 
1000 

0 
0 

1500 
1000 

0 
NA 

1894 
NA 

16 
NA 

1422 
0 

4500 
NA 

121 

m 

NA 

111 

PFIZER 

H.A.  McKinnell,  chmn.  &  CEO* 
W.C.  Steere,  Jr.,  chmn. 

*BecameCEO  1/1/01. 

4331 
2446 

19311 
25592 

23642 
28038 

48 
-30 

-1935 
-26147 

-24 
-43 

33680 
60187 

66825 
103729 

98 

m 

SCHERING-PLOUGH 

R.J.  Kogan,  chmn.,  pres.  &  CEO 
J.C.  Connors,  exec,  v-p  &  gen.  counsel 

1430 
542 

4081 
935 

5511 
1477 

-74 
-80 

-8986 
-15641 

-76 
-66 

3775 
10407 

63290 
16222 

67 

a 

m 

STRYKER 

J.W.  Brown,  chmn.,  pres.  &  CEO 
E.B.  Lipes,  v-p  &  group  pres. 

1650 
880 

0 
0 

1650 
880 

-63 
-90 

9085 
4394 

14 
-23 

36998 
14001 

7461 
10412 

213 

m 

(D 

SOLE 

WYETH 

R.  Essner,  pres.  &  CEO* 
J.R.  Stafford,  chmn.  &  CEOt 

•Became  CEO  5/1/01. 

2792 
3728 

2390 
35525 

5182 
39253 

-40 
50 

5098 
-2405 

-15 
-31 

14975 
25473 

16527 
68579 

114 

m 

iw 

ZIMMER  HOLDINGS 

J.R.  Elliott,  chmn.,  pres.  &  CEO*t 
B.E.  Peterson,  pres. -sub. t 

•Became  CEO  8/1/01. 

1238 
464 

300 
60 

1538 
524 

133 
63 

NA 
NA 

NA 
NA 

2259 
1424 

NA 
NA 

NA 

NA 
NA 

12     ELECTRICAL  &  ELECTRONICS  (INDUSTRIAL  HIGH  TECH) 

111 

ADVANCED 
MICRO  DEVICES 

W.J.  Sanders  III,  Chmn.  &  CEO 
W.  Maghribi,  group  pres.*t 

•Resigned  3/1/02. 

2760 
1525 

9311 
2685 

12071 
4210 

-87 
41 

16181 
NA 

-70 
NA 

20976 
1788 

106947 
8717 

109 

AGERE  SYSTEMS 

J.T.  Dickson,  pres.  &  CEOt 
M.T.  Greenquist,  exec,  v-p  &  CFO 

823 

547 

3522 
174 

4345 
721 

437 
NA 

NA 
NA 

NA 
NA 

0 
0 

6626 
NA 

NA 

NA 
NA 

nil 

ALTERA 

J. P.  Daane,  pres.  &  CEO 
J.S.  Plofsky,  sr.  v-p 

1065 
549 

0 
282 

1065 
832 

-86 
NA 

-2498 
NA 

-90 
NA 

0 
0 

NA 
NA 

139 

NA 
NA 

ANALOG  DEVICES 

J.G.  Fishman,  CEO,  pres. 
B.P.  McAloon,  group  v-p 

3375 
768 

13028 
290 

16403 
1059 

-50 
-93 

-51456 
-6409 

-48 
-65 

74142 
10221 

59889 
17443 

283 

m 
m 

tti 

APPLIED 
MICRO  CIRCUITS 

D.M.  Rickey,  chmn.,  pres.  &  CEO 
T.L.  Tullie,  sr.  v-p 

917 
553 

58587 
0 

59504 
553 

1554 
-35 

-203260 
-30796 

-75 
-83 

9473 
6089 

63528 
1675 

267 

m 
m 

ij 

ATMEL 

G.  Perlegos,  pres.  &  CEO 
G.  Perlegos,  exec,  v-p 

357 
311 

0 
0 

357 
311 

-32 
-32 

357 
-2296 

-32 
-53 

0 
2167 

1287 
1122 

193 

m 
m 

\ 

AVX 

B.P.  Rosen,  chmn.  &  CEO 
J.S.  Gilbertson,  pres.  &  COO* 

•Became  CEO  7/25/01. 

1776 
1437 

15171 
0 

16947 
1437 

766 
31 

14759 
-14 

229 

-17 

1440 
4107 

19500 
2996 

285 

m 
m 

\ 

BROADCOM 

H.T.  Nicholas  III,  co<hmn.,  pres.  &  CEO 
S.J.  Poteracki,  controliert 

111 
167 

25506 
88 

25617 
255 

-55 
57 

-14215 
NA 

-72 
NA 

2535 
406 

113917 
NA 

135 

NA 

\ 

CONEXANT 
SYSTEMS 

D.W.  Decker,  chmn.  &  CEO 
R.Y.  Halim,  sr.  v-p 

713 
711 

0 
0 

713 
711 

-97 
-93 

-73227 
-24569 

-98 
-98 

1355 
3 

27250 
10807 

171 

HI 

m 
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FOOTNOTES  ON  PAGE  8 

to 

XECUTIVE  COMPENSATION  SCOREBOARD 

MUD 

tOMPANY 

EXECUTIVE 

2001  COMPENSATION 

TOTAL  ANNUAL  COMPENSATION 

2001  PAY-RELATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

1999-01  PAY  PERFOH 

PAY  VS. SHAREHOLDER  R 

MANCE 

, 

ETURN 

1 

SALARY 
&  BONUS 

$000 

LONG  TERM 
COMP. 
$000 

TOTAL 
COMP 
$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-RELATED 
WEALTH  $000 

% 

CHANGE 

FROM  2000 

VALUE  OF 

REMAINING 

OPTIONS 

TOTAL 
COMP 
$000 

$  VALUE 
OF  $100 
INVESTED 

RATING 

] 

COOPER 
NDUSTRIES 

H.J.  Riley,  Jr.,  chmn.,  pres.  &  CEO 
R.E.  Jackson,  Jr.,  COO 

965 
525 

0 
0 

965 
525 

-69 
-59 

-979 
-211 

-81 
-74 

0 
0 

7418 
3198 

81 

121 

I 

■k 

I 

MERSON 
LECTRIC 

D.N.  Farr,  CEO  &  COO*t 
C.F.  Knight,  chmn. 

•Became  CEO  10/1 1/00. 

1259 
1672 

6681 
5000 

7940 
6673 

656 
-46 

6223 
2368 

159 
-54 

486 
1762 

9690 
25669 

101 

m 

ABIL  CIRCUIT 

T.L.  Main,  CEO  &  pres.* 
R.J.  Rapp,  coot 

•Became  CEO  9/1/00. 

726 

403 

0 
0 

726 
403 

-5 
-3 

-22606 
NA 

-80 
NA 

5195 
1795 

1944 
1231 

122 

m 
m 

H 

OS  UNIPHASE 

J.  Straus,  co-chmn.,  pres.  &  CEO 
G.P.  Dougherty,  exec,  v-p  &  COO* 

521 
121375* 

150296 
0 

150817 
121375 

491 
NA 

-979309 
NA 

-87 
NA 

0 
5894 

NA 
NA 

100 

NA 
NA 

•Includes  $121.3  mil.  In  payments  following  merger. 


-3                          F.C.  Lanza,  chmn.  &  CEO 
;OMMUNICATIONS   R.V.  LaPenta,  pres.  &  CFO 

1500 
1196 

0 
0 

1500 
1196 

20 
-77 

13386 
11781 

18 
10 

76370 
68017 

3700 
7145 

193 

m 
m 

INEAR  R.H.  Swanson,  Jr.,  chmn.  &  CEO         3473        1940        5413         -64  -12478         -41        33980  31134 

FECHNOLOGY  C.B.  Davies,  pres.  2583        6343        8925         -60  -10476         -50        23398  38564 


176 


WVXIMIMTEGRATED  J.F.Gifford,  chmn.,  pres.  &  CEO  300*    57711      58011  -6  -84795         -52        75873  131303 

PRODUCTS  T.  Doluca,  v-p  200*     10049      10249         -22  -26977         -49        30925  27326 

•2001  bonus  not  yet  determined. 


242 


\AICROCHIP 
fECHNOLOGY 


S.  Sanghi,  pres.  &  CEO 
T.B.  Billington,  v-p 


639 
329 


964 
1455 


1603 
1784 


-35 
-13 


-52007 
-5765 


-51 
-55 


51178 
4644 


4475 
4744 


236 


NATIONAL 
SEMICONDUCTOR 


BLOGIC 


aUALCOMM  I.M.  Jacobs,  chmn.  &  CEO 

A.S.  Thornley,  COO  &  CFO 


MICRON  S.R.  Appleton,  chmn.,  pres.  &  CEO        824  118  942         -98  -25686         -89  7111  54293 

TECHNOLOGY  J.J.  Kocher,  chmn.  &  CEO-sub.t  421*  0  421         -48  NA  NA  0  2038 


123 


MOLEX 


F.A.  Krehbiel,  co-chmn.  &  co-CEO  643  149  793         -51 

J.H.  Krehbiel,  Jr.,  co-chmn.  &  CO-CEO     531  0  531         -69 


387 
284 


-55 
-67 


200 
200 


3207 
2864 


102 


MOTOROLA  C.B.  Galvin,  chmn.  &  CEO 

R.L.  Growney,  pres.  &  COO 


1280 
983 


2732 
0 


4012 
983 


-74 
-47 


-2723 
-778 


-75 
-64 


2105 
503 


22880 
18504 


75 


B.L.  Halla,  chmn.,  pres.  &  CEO  833  0  833         -92  -30494         -68        18093  12218 

D.  Macleod,  exec,  v-p  &  COO  439        1345        1784  94  -9542         -57  6126  3242 


228 


H.K.  Desai,  chmn.,  pres.  &  CEO     899   11228   12127     2     -82287    -85    4630     38186 
T.R.  Anderson,  v-p  &  CFO         362    1989   2351    -47     -11871    -84     773      10364 


272 


1537 
879 


15 
19409 


1551 
20288 


-38 
166 


-216337 
-40156 


-38 
-35 


358325 
69041 


5821 
43603 


ROCKWELL  D.H.  Davis,  Jr.,  chmn.  &  CEO  934  0  934         -58  2255  1  3933  8677 

AUTOMATION  W.M.  Barnes,  sr.  v-p  &  CFO*  467  40  506         -48  402         -17  2372  2796 

•Resigned  6/1/01. 


780 

Til 


^ANMINA-SCI 


J.  Sola,  chmn.  &  CEO 
R.R.  Ackel,  exec,  v-p  &  CFO 


547 
480 


0 
768 


547 
1248 


-57 
752 


-178015 
-12797 


-74 
-91 


63397 
0 


2782 
NA 


SOLECTRON  K.  Nishimura,  chmn.,  pres.  &  CEO       1144        3315        4459         593  -27923         -76  4616  14767 

S.  Zohouri,  exec,  v-p  &  COO  1083        4823        5906         188  -7521         -61  193  12171 


49 


SPX 


J.B.  BIystone,  chmn.,  pres.  &  CEO       4346        2866        7212         -51  44550  47         85202  27209 

P.J.  O'Leary,  v-p,  CFO  &  treasurer         1870        1380        3250         -34  13222  50        21493  10061 


204 


TEXAS 
INSTRUMENTS 

XIUNX 


T.J.  Engibous,  chmn.,  pres.  &  CEO         837  0  837         -98  -58854         -69        41970  49928 

R.K.  Templeton,  exec,  v-p  &  COO  592  0  592         -96  -45533         -61        38399  25753 


W.P.  Roelandts,  pres.  &  CEO 
R.W.  Sevcik,  sr.  v-p 


925 
571 


6320 
4264 


7245 
4835 


70 
87 


-205883 
-62662 


-65   105641 
-65    29567 


12094 
8067 


132 

"246 


13     FOOD  PROCESSING  (CONSUMER  PRODUCTS) 


ARCHER  DANIELS    G.A.  Andreas,  chmn.  &  CEO  2465  0        2465  1  3498  43  1032  7374 

MIDLAND  J.D.  McNamara,  pres.  1220  0        1220  2  1829  53  609  3050 


102 


CAMPBELLSOUP     D.R.  Conant,  pres.  &  CEO*  1585  126        1711  NA  NA  NA  0 

D.W.  Johnson,  pres.  &  CEO**  1662        2613        4275         252  4399         156  959 

•Became  CEO  1/8/01.  "Left  office  1/7/01. 


CONAGRA  FOODS     B.C.  Rohde,  chmn.,  pres.  &  CEO  950  0  950         -79 

D.J.  Goslee,  exec,  v-pt  562  616        1177  6 


950 
538 


-79 
-28 


0 
285 


8232 
2803 


84 


GENERAL  MILLS 


S.W.  Sanger,  chmn.  &  CEO 
R.G.  Viault,  vice-chmn. 


2054 
1251 


2416 
2203 


4470 
3454 


27 
168 


12162 
4346 


21 
34 


45034 
8578 


13119 
5996 


145 


HEINZ  (HJ.)  W.R.  Johnson,  chmn.,  pres.  &  CEO       1692        2521        4213  57  5656  17         16419  11435 

D.R.  Williams,  exec,  v-p  805  0  805         -47  1937  6  6253  17975 


81 


HERSHEY  FOODS 


R.H.  Lenny,  pres.  &  CEO* 
K.L.  Wolfe,  chmn.t 

•Became  CEO  3/12/01. 


1506 

1700 


3233 

2163 


4738 
3863 


NA 

-9 


NA 
3873 


NA 

-4 


1466 
4690 


NA 
12522 


115 


KELLOGG  CM.  Gutierrez,  chmn.,  pres.  &  CEO     2165        1066        3231         246 

S.K.  Reed,  vice-chmn.*  1578        4270*      5847  NA 

•Joined  company  3/1/01;  left  company  3/26/02.  Long-term  compensation  includes  $4.3  mil. 


m 
g] 


(S 

m 


m 
m 


m 


a 
m 


I! 


m 
m 
1" 
ffl 


m 

"m 
m 


iiitji 


127     m 

NA 


m 
m 

"m 


NA         59      NA 
NA  NA 


m 


m 
m 


[4] 


NA 


4926    262    2284      5271    98   [H 
NA    NA    2608        NA        NA 

change  in  control  bonus  payment. 
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EXECUTIVE  COMPENSATION  SCOREBOARD 

COMPANY                   EXECUTIVE                                                 2001  COMPENSATION 

TOTAL  ANNUAL  COMPENSATION 

2001  PAY-RELATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

199»«i  PAY  PERFORMANCH^ 

PAY  VS.  SHAREHOLDER  RETURN     I 

SALARY 
&  BONUS 

$000 

LONG  TERM 
COMP. 

$000 

TOTAL 
COMP 
$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-REUTED 
WEALTH  $000 

% 

CHANGE 

FROM  2000 

VALUE  OF 

REMAINING 

OPTIONS 

TOTAL 
COMP 

$000 

$  VALUE 
OF  $100 
INVESTED 

RATING 

KRAFT  FOODS          R.K.  Deromedi,  co^EO*t                      1701 

743 

2444 

-?9 

NA 

NA 

11429 

NA 

NA 

NA 

RiiW 

B.D.  Holden,  co-CEOn                        1693 

659 

2352 

-13 

NA 

NA 

4086 

NA 

NA 

! 
1 

•Became  co-CEOs  1/1/01. 

SARA  LEE                C.S.  McMillan,  pres.  &  CEO*               2468 

986 

3454 

-50 

3372 

-36 

2805 

16501 

85 

m 

IBPf 

J.H.  Bryan,  chmn.t                              2492 

5142 

7634 

15 

7497 

12 

426 

28498 

n 

♦Became  CEO  7/1/00. 

m 

STARBUCKS            O.C.  Smith,  pres.  &  CEO                      2145 

0 

2145 

-86 

-15738 

-64 

15125 

25808 

136 

m 

insi 

H.D.  Schultz,  chmn.                            2145 

22557 

24703 

88 

-35742 

-37 

57790 

46265 

m 

Ui 

SUPERVALU             M.W.  Wright,  chmn.  &  CEO                  1702 

1212 

2915 

-12 

2505 

-22 

0 

13234 

86 

m 

J.  Noddle,  pres.  &  COO                          901 

584 

1484 

14 

1106 

-11 

39 

4104 

m 

SYSCO                     C.H.  Cotros,  chmn.  &  CEO                   2401* 

2611 

5012 

42 

4789 

23 

1819 

10591 

197 

m 

b 

R.J.  Schnleders,  pres.  &  COO               1717* 

1398 

3116 

44 

3647 

39 

2232 

6586 

m 

'Excludes  portion  of  bonus  paid  in  restricted  stock. 

m 

TYSON  FOODS         J.H.  Tyson,  chmn.,  pres.  &  CEO           2899 

0 

2899 

129 

2899 

129 

0 

5315 

56 

m 

R.L.  Peterson,  chmn.  &  CEO-sub.t      3456 

0 

3456 

-45 

NA 

NA 

99 

17093 

m 

m 

WRIGLEY  (WM.)  JR.  W.  Wrigley,  Jr.,  pres.  &  CEO                    696* 

180 

876 

-60 

2106 

-2 

3090 

4338 

121 

m 

P.R.  Hempstead,  sr.  v-pt                        430* 

30 

460 

-62 

1048 

-6 

1830 

2068 

m  . 

*Bonus  and  restricted  stock  awards  for  2001  not  yet  determined 

- 

am 

14     FOOD  &  LODGING  (SERVICE)                                                                                                                                                         | 

ARAMARK               J.  Neubauer,  chmn.  &  CEO                  23 1 1 

203 

2514 

-71 

7983 

-6 

7350 

13263 

NA 

NA 

W.  Leonard,  pres.  &  COO                      1229 

1467 

2696 

11 

3876 

31 

3508 

6852 

NA 

DARDEN                   J.R.  Lee,  chmn.  &  CEO                        1714 

2698 

4412 

3 

25436 

113 

35456 

11513 

199 

m 

19 

RESTAURANTS        B.D.  Blum,  exec,  v-p                            1005 

936 

1942 

20 

8595 

129 

10442 

5149 

m 

MARRIOTT               J.W.  Marriott,  Jr.,  chmn.  &  CEO              761 

59 

820 

-66 

-5580 

-10 

70555 

11990 

143 

m 

m 

INTERNATIONAL      W.J.  Shaw,  pres.  &  COO                        1087 

8075 

9162 

-24 

537 

-23 

30165 

24398 

m 

^ 

TRicON  GLOBAL       D.C.  Novak,  chmn.,  pres.  &  CEO          2322 

2709 

5030 

200 

37590 

384 

40234 

9740 

98 

m 

Ml 

RESTAURANTS        C.A.  Bachelder,  pres.-sub.                    1512 

0 

1512 

NA 

NA 

NA 

1424 

NA 

NA 

May  contain  preliminary  data. 

_ 

WENDY'S                 J.T.  Schuessler,  chmn.,  pres.  &  CEO      2507 

690 

3197 

62 

4167 

53 

3137 

6842 

138 

m 

III 

m 

INTERNATIONAL       R.D.  Thomas,  sr.  chmn.*                      1910 

0 

1910 

7 

5206 

40 

9962 

5356 

12J 

'Passed  away  1/8/02. 

15     GENERAL  &  SPECIAL  MACHINERY  (INDUSTRIAL  LOW  TECH) 

APPLIED                  J.C.  Morgan,  chmn.  &  CEO                     810 

0 

810 

-98 

-13594 

-73 

22554 

67134 

188 

a 

m 

MATERIALS              D.  Maydan,  pres.                                    682 

173 

855 

-77 

-9132 

-49 

12655 

24367 

(4] 

■ 

BLACK  &  DECKER    N.D.  Archibald,  chmn.,  pres.  &  CEO      2149 

21404 

23553 

543 

4459 

3 

7502 

31807 

70 

m 

P.F.  McBride,  exec,  v-p                           885 

0 

885 

-39 

1659 

14 

774 

4339 

[3] 

n 

CATERPILLAR          G.A.  Barton,  chmn.  &  CEO                   2269 

255 

2524 

20 

3691 

32 

4100 

8017 

124 

m 

M 

G.S.  Flaherty,  group  pres.t                   1306 

267 

1573 

24 

2525 

25 

4720 

5437 

13] 

DEERE                     R.W.  Lane,  chmn.,  pres.  &  CEOt          1066 

0 

1066 

-18 

1075 

-15 

214 

4631 

142 

m 

M 

F.F.  Korndorf,  pres. -sub. t                       557 

1139* 

1696 

117 

1741 

39 

1696 

4799 

12| 

"Includes  payment  from  early  retirement  agreement. 

20 

m. 

DOVER                     T.L.  Reece,  chmn.,  pres.  &  CEO           1413 

822 

2236 

-35 

-528 

-30 

7170 

8049 

105 

m 

L.E.  Burns,  v-p                                       951 

1875 

2826 

66 

453 

-19 

2460 

7874 

[4] 

ILLINOIS  TOOL         W.J.  Farrell,  chmn.  &  CEO                   2041 

0 

2041 

-29 

14715 

55 

31461 

8014 

121 

m 

MA 

1 

WORKS                    J.M.  Ringler,  vice-chmn.                      1577 

14912 

16489 

-9 

7666 

-24 

16169 

44525 

[5] 

INGERSOLL-RAND    H.L.  Henkel,  chmn.,  pres.  &  CEO         1760 

1298 

3058 

2 

3250 

8 

192 

11679 

92 

m 

D.W.  Devonshire,  exec,  v-p  &  CFO*        835 

281 

1115 

-8 

1199 

-1 

83 

4396 

111 

W 

♦Resigned  1/31/02. 

in  INDUSTRIES       L.J.  Giuliano,  chmn.,  pres.  &  CEO*      2207 

785 

2992 

78 

14422 

75 

26650 

7979 

133 

m 

ttj 

D.J.  Anderson,  sr.  v-p  &  CFOt                885 

755 

1640 

62 

2445 

93 

1324 

4136 

12J 

•Became  CEO  3/1/01. 

16      INSTRUMENTS  (INDUSTRIAL:   HIGH  TECH) 

AGILENT                  E.W.  Barnholt,  pres.  &  CEO                    942 

0 

942 

-45 

-22660 

-90 

1752 

11518 

NA 

NA 

a 

1 

1 

TECHNOLOGIES        A.A.  Couder,  exec,  v-p  &  COOt               669 

0 

669 

30 

NA 

NA 

0 

NA 

NA 

APPLIED  BIO-           T.L.  White,  chmn.,  pres.  &  CEO            1706 

60171 

61877 

269 

-90328 

-50 

43317 

83497 

163 

m 

ft 

SYSTEMS  GRP.        M.W.  Hunkapiller,  sr.  v-p                        743 

0 

743 

-96 

-62270 

-77 

23885 

21085 

13| 

KLA-fENCOR            K.L.  Schroeder,  pres.  &  CEO                1514 

2680 

4195 

-72 

-10145 

-35 

43637 

21356 

229 

m 

Rt 

J.D.  Tompkins,  director                        1346 

6497 

7843 

-16 

3730 

-25 

8701 

20122 

I3j 

WATERS                  D.A.  Berthiaume,  chmn.,  pres.  &  CEO     856 

0 

856 

-98 

-211355 

-61 

158886 

55785 

178 

m 

J.R.  Nelson,  sr.  v-p                                 403 

4817 

5220 

-84 

-47693 

-68 

31888 

41014 

|4J 

M 

j 

May  contain  preliminary  data. 

17     LEISURE  TIME  INDUSTRIES  (CONSUMER  PRODUCTS) 

i 

BRUNSWICK            G.W.  Buckley,  chmn.  &  CEO                 1530 

0 

1530 

^8 

24596 

740 

23066 

5858 

95 

m 

n 

j 

P.B.  Hamilton,  vice-chmn.                     679 

0 

679 

-65 

5139 

165 

4461 

3812 

|2| 

fr 

CARNIVAL                M.M.  Arison,  chmn.  &  CEO                  2248 

38240 

40488 

969 

18437 

56 

386 

49041 

61 

m 

ill 

A.K.  Lanterman,  chmn.  &  CEO-sub.     3437 

0 

3437 

-10 

3437 

-10 

0 

10558 

|4J 
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EXECUTIVE  COMPENSATION  SCOREBOARD 

iL_ 

! 

MM 

COMPANY 

EXECUTIVE                                               2001  CO 

MPENSATION 

TOTAL  ANNUAL  COMPENSATION 

2001  PAY-RELATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

1999-01  PAY  PERFORMANCE 

PAY  VS  SHAREHOLDER  RETURN 

__  -1 

^ 

SALARY 
&  BONUS 

$000 

LONG  TERM 
COMP. 
$000 

TOTAL 
COMP 
$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-REUTED 
WEALTH  $000 

% 

CHANGE 

FROM  2000 

VALUE  OF 

REMAINING 

OPTIONS 

TOTAL 
COMP 
$000 

$  VALUE 
OF  $100 
INVESTED 

RATING 

Ieastman  kodak 

D.A.  Carp,  chmn.  &  CEO                      1 533 
P.P.  Russo,  pres.  &  COO*                      1 304 

•Joined  company  4/1/01;  resigned  1/4/02. 

3049 
4248 

4582 
5552 

128 
NA 

4562 
NA 

124 
NA 

30 
12 

8426 
NA 

45 

m 

NA 

^ 

HARLEY-OAVIDSON  J.L.  Bleustein,  chmn.  &  CEO               2768 
J.L.  Ziemer,  v-p  &  CFO                           908 

10309 
0 

13078 
908 

419 
12 

22349 
7230 

52 

55 

44784 
17118 

17600 
2324 

231 

m 
m 

1 

HARRAH'S 
ENTERTAINMENT 

P.G.  Satre,  chmn.  &  CEO                     2206 
G.W.  Loveman,  pres.  &  COO                 1853 

5114 
1746 

7320 
3598 

362 
189 

25221 
12656 

134 
168 

33991 
14596 

11071 
6188 

236 

m 

|i 

MGM  MIRAGE 

J.T.  Lanni,  chmn.  &  CEO*                    2522 
R.H.  Baldwin,  pres.  &  CEO-sub.t         2148 

•Became  CEO  3/1/01. 

0 
0 

2522 
2148 

-64 
-79 

3231 
NA 

-19 
NA 

13600 
0 

22611 
14503 

213 

1 

1 

i 
1 

18     METALS  &  MINING  (RESOURCES) 

1 
1 

r 

ALCOA 

A.J.  Belda,  chmn.  &  CEO                     2697 
R.B.  Kelson,  exec,  v-p  &  CFO               1 138 

9872 
3738 

12569 
4876 

-27 
-61 

12869 
5466 

-20 
-55 

4874 
783 

47984 
24200 

200 

SI 

1 
1 

ENGELHARD 

B.W.  Perry,  chmn.  &  CEO*                   2026 
A.A.  Dornbusch  II,  v-p  &  gen.  counsel      500 

•Became  CEO  1/1/01. 

1223 
126 

3249 
626 

81 
-24 

11406 
4570 

252 
190 

10180 
5085 

6452 
2165 

151 

j 

FREEPORHVIcMORAN  J.R.  Moffett,  chmn.  &  CEO                   5422 
COPPER  &  GOLD       R.C.  Adkerson,  pres.  &  CFO                 2342 

732 
1061 

6154 
3403 

21 
10 

9097 
4874 

61 
46 

4488 
2244 

16036 
9479 

128 

m 
m 

1 

NEWMONT  MINING 

W.W.  Murdy,  CEO*                                1495 
D.H.  Francisco,  exec,  v-p                       768 

•Became  CEO  1/1/01. 

1300 
564 

2795 
1332 

100 
49 

3024 
1519 

116 
70 

228 
187 

• 

5207 
2931 

107 

m 

1     1 

-1 

19     MISCELLANEOUS  MANUFACTURING  (INDUSTRIAL:  LOW  TECH) 

! 

f 
T 

AVERY  DENNISON 

P.M.  Neal,  chmn.  &  CEO                      1372 
D.A.  Scarborough,  pres.  &  COO              845 

1320 
1120 

2692 
1966 

-67 
14 

662 
1874 

-37 
3 

9881 
3441 

19220 
6818 

133 

S] 

m 

FORTUNE  BRANDS 

N.H.  Wesley,  chmn.  &  CEO                   1961* 
C.P.  Omtvedt,  sr.  v-p  &  CFO                   877** 
•Includes  $324,805  paid  for  reimbursement  of  taxes 

3012        4973           87                  9528         140 
617         1493           25                 4016         159 
.  "Includes  $102,832  paid  for  reimbursement  of  taxes. 

6789 
3097 

10281 
4239 

137 

m 

1 

INTL.  GAME 
TECHNOLOGY 

G.T.  Baker,  pres.  &  CEO*                     2571 
C.N.  Mathewson,  chmn.                      1300 
•Became  CEO  12/6/00. 

9983 
25680 

12554         598 
26980    1975 

10802 
17845 

71 
76 

9064 
11310 

15153 
28280 

281 

H 

JOHNSON 
CONTROLS 

J.H.  Keyes,  chmn.  &  CEO                    2296 
J.M.  Barth,  pres.  &  COO                       1354 

8776 
5136 

11072 
6490 

157 
182 

15681 
6896 

64 
115 

18155 
2114 

19111 
10684 

145 

m 

n 

1 

f 

MINNESOTA 
MINING  &  MFG. 

W.J.  McNerney,  Jr.,  chmn.  &  CEO*       3754 
R.O.  Baukol,  exec,  v-p                          1119 

•Became  CEO  1/1/01. 

0 
834 

3754 
1953 

NA 
2 

NA 
443 

NA 
-21 

9269 
3631 

NA 
6119 

179 

NA 

HI 

, 

1 
I 

T 

NEWELL 
RUBBERMAID 

J.  Gain,  Jr.,  pres.  &  CEO*                     2431 
R.S.  Parker,  group  pres.                         904 

•Became  CEO  1/7/01. 

0 
0 

2431 
904 

NA 
24 

NA 
1195 

NA 
63 

3715 
291 

NA 
2240 

73 

NA 

m 

F 

PARKER  HANNIFIN 

D.E.  Collins,  Chmn.  &  CEOt                 1895 
D.W.  Sullivan,  exec,  v-p                        1091 

9510 
467 

11405 
1559 

44 
-61 

10387 
3183 

20 
-15 

3524 
3154 

22966 
10730 

147 

a 

T 

20     NATURAL  RESOURCES  (RESOURCES) 

Li 

1 

AMERADA  HESS 

J.B.  Hess,  chmn.  &  CEO                      2500 
J.B.  Collins  II,  exec,  v-p  &  gen.  counsel     1100 

0 
586 

2500 
1686 

-57 

-49 

-4410 
-698 

-56 
-56 

5481 
1529 

10528 
6018 

130 

m 

1 

e. 

ANADARKO 
PETROLEUM 

R.J.  Allison,  Jr.,  chmn.  &  CEO              3250 
J.N.  Seitz,  pres.  &  COO*                        1880 

•Became  CEO  1/1/02. 

44 
10 

3294 
1890 

-89 
-61 

-33534 
-14620 

-53 
^9 

52378 
18389 

45660 
8596 

187 

m 

1 

- 

APACHE 

R.  Plank,  chmn.  &  CEO                       1400 
G.S.  Farris,  pres.  &  COO                       1380 

678 
1401 

2078 
2781 

-4 
54 

-2946 
434 

-A2 

-20 

4994 
2764 

5628 
7474 

221 

m 

I 

! 

ASHLAND 

P.W.  Chellgren,  chmn.  &  CEO               2609 
J.M.  Quin,  sr.  v-p  &  CFO                          992 

541 
0 

3150 
992 

10 
-8 

4328 
1316 

42 
22 

1802 
323 

7639 
2734 

110 

a 
m 

1 

-" 

BURLINGTON 
RESOURCES 

B.S.  Shackouls,  chmn.,  pres.  &  CEO    2167 
R.L.  Limbacher,  sr.  v-p                           861 

1897 
474 

4063 
1335 

-17 
-16 

1816 
713 

-41 
-38 

332 
82 

10893 
3625 

109 

m 
m 

1 

^ 

J 

CONOCO 

A.W.  Dunham,  chmn.,  pres.  &  CEO      4771 
G.W.  Edwards,  sr.  exec,  v-pt                3 1 98 

6178 
3479 

10949 
6676 

38 
58 

3886 
2879 

-7 
-5 

41352 
17173 

25945 
12770 

148 

m 
m 

,  i 
i  1 

i! 

\ 

EOG  RESOURCES 

M.G.  Papa,  chmn.  &  CEO                       685 
E.P.Segner  III,  pres.                              869 

3751 
1835 

4436 
2704 

-74 
-44 

-3029 
-1396 

-59 
-48 

9540 
3948 

22460 
8314 

230 

m 
(a 

I 

I. 

KERR-McGEE 

L.R.  Corbett,  chmn.  &  CEO                  1094* 
K.W.  Crouch,  sr.  v-p                               448* 
•Bonus  not  yet  determined. 

2321 
390 

3415 
838 

-14 
-32 

175 
490 

-43 
-42 

1629 
170 

8888 
2615 

158 

m 
ffl 

' 

MARATHON  OIL 

T.J.  Usher,  chmn.  &  CEO                    10412 
C.P.  Cazalot,  Jr.,  vice-chmn.                 2870 

2959 
67 

13371 
2938 

53 
-24 

13314 
3556 

45 
-6 

1365 
2327 

25116 
NA 

110 

m 

NA 

MURPHY  OIL 

C.P.  Deming,  president  &  CEO              1692 
H.A.  Fox,  Jr.,  exec,  v-p                           782 

104 
567 

1796 
1349 

16 
41 

7118 
2378 

153 

110 

7409 
1372 

4339 
2795 

220 

m 
m 

I 
I 

OCCIDENTAL 
PETROLEUM 

R.R.  Irani,  chmn.  &  CEO                      4673 
D.R.  Laurance,  pres.                            3027 

5396 
2356 

10069 
5383 

108 
58 

15879 
8500 

70 
64 

16694 
7597 

21059 
12453 

179 

SUNOCO 

J.G.  Drosdick,  chmn.,  pres.  &  CEO       2199 
J.H.  Maness,  sr.  v-pt                              654 

682 
624 

2882 
1278 

19 
-35 

4690 
NA 

40 
NA 

5024 
511 

6743 

na' 

114 

m 

NA 

1 

je 
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EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 

EXECUTIVE 

2001  COMPENSATION 

TOTAL  ANNUAL  COMPENSATION 

2001  PAY-REIATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

199»«1  PAY  PERFOR 

MANCcI 

0 

PAY  VS.  SHAREHOLDER  RHURN      I 

SALARY 
&  BONUS 

JOOO 

LONG  TERM 
COMP. 

$000 

TOTAL 
COMP 

$000 

% 
CHANGE 

FROM  2000 

CHANGE  IN 
PAY-RELATED 
WEALTH  $000 

% 

CHANGE 

FROM  20OO 

VALUE  OF 

REMAINING 

OPTIONS 

TOTAL 
COMP 
$000 

$  VALUE 
OF  $100 
INVESTED 

RATING 

21     NONBANK  FINANCIAL  (FINANCIAL  SERVICES) 

> 

AFUC 

P.S.  Amos,  chmn.t 

J. P.  Kuechenmeister,  sr.  v-p 

'Includes  $658,885  retirement  award. 

4523 
2597 

659* 
204 

5182 
2800 

34 

49 

5182 
534 

34 
-23 

0 
1758 

19833 
5851 

114 

1- 

ALLSTATE 

E.M.  Liddy,  chmn.,  pres.  &  CEO 
C.J.  Sylla,  chief  investment  officer 

1149 
988 

1025 
3207 

2173 
4195 

-81 
166 

-10883 
-13.86 

-59 
-37 

13170 
920 

17711 
7869 

93 

m 
m 

AMBAC  FINANCIAL  P.B.  Ussiter,  chmn.  &  CEO 
GROUP                     R.J.  Genader,  pres.  &  COO 

1550 
1037 

12828 
7463 

14378 
8500 

76 
81 

7757 
1158 

-2 

-15 

7969 
12153 

34567 
14663 

147 

g]       0 

m 

AMERICAN 
EXPRESS 

K.I.  Chenault,  chmn.  &  CEO* 
J.M.  Cracchiolo,  group  pres.t 

♦Became  CEO  1/1/01. 

3450 
1276 

20278 
4574 

23728 
5850 

36 
14 

-37390 
-7462 

-63 
-56 

8843 
4105 

53244 
13634 

107 

a 
m 

'" 

AON 

P.G.  Ryan,  chmn.  &  CEO 
M.D.  O'Halleran,  pres.  &  COO 

2794 
2300 

3941 
763 

6735 
3063 

416 
206 

3670 
3325 

18 
77 

8682 
2287 

10324 
6803 

104 

m    M 

BEAR  STEARNS 

J.E.  Cayne,  chmn.  &  CEO 
A.D.  Schwartz,  pres.  &  co-COOt 

5172 
4967 

2001 
1887 

7173 
6853 

-75 
-70 

8868 
NA 

-68 
NA 

2215 
1758 

57482 
46933 

179 

m    m 
a    m 

BERKSHIRE 
HATHAWAY 

W.E.  Buffett,  chmn.  &  CEO                    100          256* 
M.D.  Hamburg,  v-p  &  CFO                     413              0 

'Includes  $256,400  in  director  fees  from  related  companies. 

356 
413 

0 

14 

356 
413 

0 
14 

0 

0 

1050 
1106 

108 

m     - 
m  ■  J 

BISYS  GROUP 

L.J.  Mangum,  chmn.  &  CEO                 1418 
D.R.  Sheehan,  pres.  &  COO                    688 

•Includes  $551,993  bionus  to  cover  interest  payable 

12755*     14172           63               22677           85 
3887**     4575         147                11532         169 

on  loan.  "Includes  $110,973  tionus  to  cover  interest  payable 

16299 
10824 

an  loan. 

24074 
7201 

248 

m 
no 

BLOCK  (H&R) 

F.L.  Salizzoni,  chmn.  &  CEO 
M.A.  Ernst,  pres.  &  CEO* 

'Became  CEO  1/1/01. 

1036 
1129 

0 
0 

1036 
1129 

0 
58 

6845 
5187 

105 
558 

10295 
4143 

3210 
4011 

213 

m     ™ 

m     1 

CAPITAL  ONE 
FINANCIAL 

R.D.  Fairbank,  chmn.  &  CEO                      0 
J.G.Finneran,  Jr.,  exec,  v-p  &gea  counsel   1303 

142231 
15530 

142231 
16833 

423 
149 

-75208 
-29 

-19 
-24 

283148 
4483 

169438 
25423 

142 

m     III 
a 

CHARTER  ONE 
FINANCIAL 

C.J.  Koch,  CEO 
M.D.  Grossi,  exec,  v-p 

1576 
969 

831 
435 

2407 
1404 

40 
60 

1243 
805 

-3 

-1 

13957 
8531 

6217 
3611 

123 

m  -1 
m  fw 

CHUBB 

D.R.  O'Hare,  chmn.  &  CEO 
T.F.  Motamed,  exec,  v-p 

1013 
422 

460 
273 

1472 
695 

-71 
-26 

-13659 
-4115 

-58 

-54 

12150 
3565 

8984 
2629 

113 

i  fin 
Q  pes 

CIGNA 

H.E.  Hanway,  chmn.  &  CEO 
I.e.  Jones,  pres.-sub. 

3612 
1503 

6739 
3635 

10351 
5138 

-21 
-30 

-19446 
-2299 

-64 
-61 

8259 
916 

36336 
NA 

125 

a 

NA 

CINCINNATI 
FINANCIAL 

J.J.  Schiff,  Jr.,  pres.  &  CEO 
J.G.  Miller,  sr.  v-p 

560 
496 

0 
81 

560 
578 

-86 
-16 

367 
436 

-64 
-17 

1476 
673 

5001 
1898 

111 

m    w 

ffl       51 

CITIGROUP 

S.I.  Weill,  chmn.  &  CEO 

R.L  Rubin,  member-office  of  chmn. 

18670 
11409 

23943 
5000 

42613 
16409 

-81 
-1 

23326 
14744 

-71 
-4 

40691 
29241 

357707 
35902 

210 

a 

COUNTRYWIDE 
CREDIT  INDUSTRIES 

A.R.  Mozilo,  chmn.,  pres.  &  CEO 
S.L  Kurland,  COO 

5506 
1990 

429 
1727 

5935 
3717 

5 
94 

60118 
17671 

334 
341 

64809 
16663 

16934 
12586 

84 

a 
a 

FEDERATED 
INVESTORS 

J.C.  Donahue,  pres.  &  CEO 
J.F.  Donahue,  chmn.t 

1624 
3585 

0 
0 

1624 
3585 

6 
28 

2687 
3585 

31 
28 

3212 
0 

4565 
9042 

270 

m    _ 

m     i 

FRANKLIN 
RESOURCES 

C.B.  Johnson,  chmn.  &  CEO 
M.L.  Flanagan,  pres. 

725 
1183 

0 
1084 

725 
2267 

7 
27 

286 

671 

-33 
-30 

72 
273 

2525 
5391 

113 

iii     « 

m 

GOLDMAN  SACHS 
GROUP 

H.M.  Paulson,  Jr.,  chmn.  &  CEO 
J.A.  Thain,  pres.  &  co-COO 

12151 
10544 

0 
0 

12151 
10544 

-34 
-34 

13008 
11279 

-30 
-30 

857 
735 

55864 
48125 

NA 

NA 
NA 

GREENPOINT 
FINANCIAL 

T.S.  Johnson,  chmn.  &  CEO 
B.B.  Bhatt,  pres.  &  COO 

3324 
1947 

0 
20 

3324 
1966 

162 
159 

-6402 
-2780 

-21 
-23 

26401 
9970 

6191 
3679 

113 

m 
m 

HARTFORD  FINL. 
SERVICES  GROUP 

R.  Ayer,  chmn.,  pres.  &  CEO 
L.A.  Smith,  vice-chmn.t 

2129 
2326 

3104 
4399 

5233 
6725 

-33 
-51 

-8552 
-5556 

-30 
-46 

32952 
16063 

18478 
28995 

121 

m 
a 

ill 

JEFFERSON-PILOT 

D.A.  Stonecipher,  chmn.  &  CEO 
K.C.  MIekush,  vice-chmn. 

2612 
1195 

514 
198 

3126 
1393 

7 
11 

^328 
-602 

-16 
-13 

36166 
10531 

8889 
3840 

99 

m 
m 

BIS 

LEHMAN  BROTHERS  R.S.  Fuld,  Jr.,  chmn.  &  CEO 
HOLDINGS               J.M.  Gregory,  chief  admin,  officer 

4750 
3250 

100433 
41593 

105183 
44843 

59 
23 

100597 
59704 

19 
23 

107411 
81294 

190510 
89541 

308 

a 

BUI 

MARSH  & 

Mclennan 

J.W.  Greenberg,  chmn.  &  CEO 
L.J.  Lasser,  pres.-sub. 

3889 
18000 

2339 
12775 

6228 
30775 

-13 
-32 

2784 
15589 

-10 
-38 

34041 
18371 

18328 
111117 

195 

m 

m 

MBIA 

J.W.  Brown,  Jr.,  chmn.  &  CEO 
R.L.  Weill,  vice  pres. 

750 
855 

1373 
2111 

2123 
2966 

0 
^0 

11592 
3830 

84 
-9 

18621 
8294 

4985 
9642 

128 

a 

MERRILL  LYNCH 

D.H.  Komansky,  chmn.  &  CEO 
E.S.  O'Neal,  pres.  &  COO 

1700 
1500 

36002 
8229 

37702 
9729 

-4 
-74 

-60171 
2542 

-38 
-51 

121329 
23827 

87837 
55823 

162 

[U 

ifci 

METLIFE 

R.H.  Benmosche,  chmn.,  pres.  &  CEOt 
6.  Clark,  vice-chmn.t 

4415 
1766 

4238 
2114 

8653 
3881 

-3 
-5 

9211 
4036 

4 
-1 

558 
155 

24674 
11888 

NA 

NA 
NA 

MGIC  INVESTMENT 

C.S.  Culver,  pres.  &  CEO 
J.M.  Lauer,  exec,  v-p  &  CFO 

1100 
510 

2781 
278 

3880 
788 

18 
-90 

-906 
-460 

-21 
-52 

11761 
7015 

8448 
11085 

156 

m 

[3] 

ite 

MOODY'S 

J.  Rutherfurd,  Jr.,  pres.  &  CEO 
R.W.  McDaniel,  sr.  v-p 

2100 
1369 

208 

56 

2308 
1425 

65 
96 

8710 
5083 

231 
278 

8168 
4498 

5190 
3034 

NA 

NA 
NA 

ii 

la 

MORGAN  STANLEY 
DEAN  WIHER 

P.J.  Purcell,  chmn.  &  CEO 
R.G.  Scott,  pres.  &  COOt 

8388 
7737 

12052 
4177 

20439 
11914 

-72 
8 

-6685 
NA 

-47 
NA 

70766 
42718 

126974 
33518 

163 

a 

k 

NATIONWIDE 
HNANCIALSVCS. 

W.G.  Jurgensen,  chmn.  &  CEO 
J.J.  Gasper,  pres.  &  COO 

278 
965 

0 
2283 

278 
3248 

-85 
14 

-991 
-5407 

-48 
-62 

2827 
1872 

NA 
7556 

83 

NA 
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^EGUTIVE  COMPENSATION  SOOREBOARD 

8«H 

OMPANY 

EXECUTIVE 

2001  COMPENSATION 

200t  PAY-RELATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

199»«1  PAY  PERFOR 

PAY  VS  SHAREHOLDER  R 

MANCE 

TOTAL  ANNUAL  COMPENSATION 

ETURN 

1 

SALARY 

&  BONUS 

$000 

LONG  TERM 
COMP. 
$000 

TOTAL 
COMP 
$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-REUTED 
WEALTH  $000 

% 

CHANGE 

FROM  2000 

VALUE  OF 

REMAINING 

OPTIONS 

TOTAL 
COMP 
$000 

$  VALUE 
OF  $100 
INVESTED 

RATING 

10  REPUBLIC 
4TERNATI0NAL 

A.C.  Zucaro,  pres.  &  CEO 
W.A.  Simpson,  sr.  v-p 

1056 
1374 

0 
0 

1056 
1374 

-9 
-51 

-1636 
537 

-22 
-38 

8866 
2308 

3627 
5050 

135 

m 
m 

: 

RICE  (T.  ROWE) 
ROUP 

G.A.  Roche,  chmn.,  pres.  &  CEO 
J.S.  Riepe,  vice-chmn. 

2000 
2000 

814 
0 

2814 
2000 

-6 
-56 

-3160 
-2474 

-27 
-35 

13577 
10986 

8784 
10736 

106 

m 
m 

ROGRESSIVE 

G.M.  Renwick,  pres.  &  CEO* 
P.B.  Lewis,  chmn. 

•Became  CEO  1/1/01. 

2054 
1567 

1552*' 
14010* 

•     3606 
15577 

638 
125 

11556 
33181 

126 
55 

16231 
58365 

4785 
32754 

89 

m 
m 

AFECO 

M.S.  McGavick,  pres.  &  CEO*              3085 
R.H.  Talbot,  pres.-sub.                         1077 

•Joined  company  1/26/01;  became  CEO  1/30/01. 

1577 
334 

4662 
1411 

NA 
101 

NA 
1444 

NA 
64 

2419 
491 

NA 
2688 

83 

NA 

m 

T.  PAUL 

D.W.  Leatherdale,  chmn.,  pres.  &  CEOt 
J.F.  Duffy,  chmn.-sub.t 

1737 
557 

4647 
0 

6384 
557 

11 
-18 

-26029 
NA 

-74 
NA 

4869 
3663 

16488 
2307 

137 

m 
m 

ORCHMARK 

C.B.  Hudson,  chmn.  &  CEO 
M.S.  McAndrew,  pres.  &  CEO-sub. 

800 
930 

6369 
1143 

7169 
2073 

-15 
141 

3483 
1596 

-30 
23 

4395 
1886 

16434 
4943 

115 

m 

r 

VASHINGTON 
MUTUAL 

K.K.  Killinger,  chmn.,  pres.  &  CEO 
C.E.  Tall,  vice-chmn. 

3484 
1250 

3277 
657 

6761 
1908 

-15 
29 

-437 
248 

-15 
-11 

41839 
8428 

18720 
6029 

140 

- 

t2    OFFICE  EQUIPMENT  &  COMPUTERS  (INDUSTRIAL:  HIGH  TECH) 

^- 

kOOBE  SYSTEMS 

B.R.  Chizen,  pres.  &  CEO* 

S.  Narayen,  exec,  v-pl 

•Became  CEO  12/1/00.  Excludes  $7,003 

1129        3825*       4955 

583        3012        3595 

in  Adobe  Incentive  Partners  payouts 

-62 
-54 

-21102 
-10533 

-74 
-70 

6756 
4181 

22375 
12896 

267 

m 
m 

AFFILIATED               J.A.  Rich,  pres.  &  CEO 
XMPUTER  SERVICES  D.  Deason,  chmn. 

1500 
2010 

10054 
0 

11554 
2010 

782 
6 

31493 
4919 

234 
114 

31532 
3664 

15027 
5740 

236 

- 

UN.  TIME  WARNER 

G.M.  Levin,  CEO 
S.M.  Case,  chairman 

1238 
1000 

0 
127290 

1238 
128290 

-99 
75 

-16137 
3622 

-58 
-12 

127422 
399701 

178364 
318778 

83 

1 

IPPLE  COMPUTER 

S.P.  Jobs,  CEO                                     43512*    40485*    83996 
TD.  Cook,  exec,  v-pt                              952               0          952 

•Bonus  includes  $43.5  mil.  toward  purchase  of  aircraft.  Long-term  compensat 

NM               83382       9752             241 
111                      NA           NA           4666 

on  includes  $40.5  mil.  of  tax-related  assistance  on 

83996 
5660 

the  purchase. 

107 

a 

1 

AUTOMATIC  OATA 
PROCESSING 

A.F.  Weinbach,  chmn.  &  CEO 
G.C.  Butler,  pres.  &  COO 

1171 
907 

4443 
2424 

5615 
3331 

-46 
-65 

-2601 
1675 

-27 
-42 

29826 
7302 

24201 
18182 

150 

- 

IMC  SOFTWARE 

M.P.  Watson,  Jr.,  chmn.,  pres.  &  CEO*    1415 
R.E.  Beauchamp,  pres.  &  CEO**            878 

•  Resigned  4/30/0 1 .     •  *  Became  CEO  1/5/0 1 . 

11368 
3920 

12783 
4798 

-1 

13 

-60161 
-7267 

-62 
-67 

31142 
971 

45392 
11627 

37 

a 
a 

T 
T 

KtOCADECOMMUN. 
5YSTEMS 

G.L.  Reyes,  chmn.  &  CEO 
M.J.  Byrd,  pres.  &  COOt 

574 
336 

0 
0 

574 
336 

-88 
-49 

^7575 
1619 

-61 
13 

32971 
8178 

5896 
1100 

NA 

NA 
NA 

1 

SISCO  SYSTEMS 

J.T.  Chambers,  pres.  &  CEO 
L.R.  Carter,  sr.  v-p  &  CFO 

268 
424 

0 
29009 

268 
29433 

-100 
-40 

-931371 
-158850 

-85 
-77 

194361 
32840 

279272 
99996 

78 

[1] 

I 

COMPAQ 
:OMPUTER 

M.D.  Capellas,  chmn.  &  CEO 
P.  Blackmore,  exec,  v-p 

•Includes  $2  Mil.  in  loan  forgiveness. 

3733* 
640 

0 
0 

3733 

640 

-87 

-81 

3733 
-880 

-87 

-79 

0 
516 

40195 
4839 

24 

a 
a 

T 

COMPUTER 
ASSOCIATES  INTL. 

S.  Kumar,  pres.  &  CEO* 
I.H.  Zar,  exec,  v-p  &  CFO 

•Became  CEO  8/1/00. 

900 
1300 

5606 
12 

6506 
1312 

-55 
0 

-59973 
-15942 

-84 
-85 

7977 
1827 

380245 
3224 

81 

COMPUTER 
SCIENCES 

V.B.  Honeycutt,  chmn.,  pres.  &  CEO 
M.E.  Cooper,  corporate  v-pt 

2146 
1004 

0 
2331 

2146 
3335 

-7 
421 

-46270 
-11456 

-80 
-64 

10176 
3428 

5431 
4697 

76 

■7 

T 

COMPUWARE 

P.  Karmanos  Jr.,  chmn.  &  CEO 
J.A.  Nathan,  pres.  &  COO 

700 
600 

4723 
4591 

5423 
5191 

480 
-82 

-23868 
-21539 

-76 
-88 

2383 
1946 

93879 
58363 

30 

\5\ 

- 

DELUXE 

L.J.  Mosner,  chmn.  &  CEO 
R.E.  Eilers,  pres.  &  COO 

2189 
1069 

0 
1085 

2189 
2154 

22 
213 

14322 
4436 

664 
545 

12222 
2282 

4881 
3365 

165 

m 
m 

r 
.1 

bST  SYSTEMS 

T.A.  McDonnell,  pres.  &  CEO 
T.A.  McCullough,  exec,  v-p  &  COO 

1495 
1397 

27507 
12306 

29002 
13703 

138 
147 

-28067 
-13998 

-48 
-44 

15484 
10733 

43065 
20425 

175 

m 
m 

r 

ELECTRONIC  ARTS 

L.F.  Probst  III,  chmn.  &  CEO 
N.L.  Smith,  exec,  v-pt 

807 
661 

21550 
6904 

22357 

7566 

115 
1139 

28262 
NA 

26 
NA 

63628 
8627 

34043 
8832 

214 

m 

- 

ELECTRONIC  DATA 
SYSTEMS 

R.H.  Brown,  chmn.  &  CEO 
J.M.  Heller,  vice-chmn.t 

•Includes  $2  7  mil.  retention  bonus. 

8500 
2358 

28787 
2761* 

37287 
5119 

659 
152 

52729 
15406 

226 
99 

31693 
21778 

47336 
9247 

141 

a 
m 

EMC 

J.M.  Tucci,  pres.  &  CEO* 
M.C.  Ruettgers,  chmn. 

•Became  CEO  1/17/01. 

1700 

1793 

0 
13814 

1700 
15607 

-6 
-78 

2310 
-222442 

10 

-87 

3860 
27877 

NA 
101245 

65 

NA 

in 

FIRST  DATA 

H.C.  Duques,  chmn.  &  CEO 
C.T  Fote,  pres.  &  COO* 

•Became  CEO  1/1/02. 

2076 
1423 

18955 
3328 

21031 

4751 

16 

40 

95742 
44629 

65 

94 

175726 
80472 

43381 
11452 

247 

m 
m 

FISERV 

L.M.  Muma,  pres.  &  CEO 
D.F.  Dillon,  chmn. 

1295 
1157 

7098 
0 

8393 
1157 

8 
19 

21248 
11202 

31 
73 

48566 
22999 

17082 
2632 

185 

m 
m 

HEWLEH- 
PACKARD 

C.S.  Fiorina,  chairman  &  CEO              1075 
R.P.  Wayman,  exec,  v-p  &  CFO               925 

•Excludes  $682,520  in  restricted  forfeiture. 

167 
0* 

1242 
925 

-67 

-96 

-2352 
-26264 

-83 

-94 

0 
1958 

74398 
36021 

70 

a 
a 

IBM 

L.V.  Gerstner,  Jr.,  chmn.  &  CEO 
S.J.  Palmisano,  pres.  &  COO* 

•Became  CEO  3/1/02. 

10083 
4180 

117321 
2156 

127404 
6337 

73 

40 

240506 
31006 

49 

90 

382125 
49489 

303223 
25733 

133 

in 
m 

^ 
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EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


2001  COMPENSATION 


2001  PAY-RELATED  WEALTH 


1999-01  PAY 


TOTAL  ANNUAL  COMPENSATIO^ 

COMP.  &  STOCK  OPTION  WEALTH 

PAY  VS.  SHAREHOLDER  RETURN  1 

SALARY 

&  BONUS 

$000 

LONG  TERM 
COMP. 
$000 

TOTAL 
COMP 
$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-REWTED 
WEALTH  $000 

% 

CHANGE 

FROM  2000 

VALUE  OF 

REMAINING 

OPTIONS 

TOTAL 
COMP 
$000 

$  VALUE 
OF $100 
INVESTED 

ratikI 

INTUIT 

S.M.  Bennett,  pres.  &  CEO 

S.D.  Cook,  chmn.  of  exec,  committee 

2685 
701 

0 
0 

2685 
701 

^85 
0 

2844 
986 

-84 

1 

159 
19035 

NA 
2057 

177 

NA 

m 

- 

LEXMARK 
INTERNATIONAL 

P.J.  Curlander,  chmn.  &  CEO 
G.E.  Morin,  exec,  v-p  &  CFO 

939 
425 

9108 
1899 

10047 
2324 

1326 

171 

18174 
5501 

68 
67 

33290 
9235 

12395 
4115 

117 

MICROSOFT 

S.A.  Ballmer,  CEO 
R.J.  Herbold,  exec,  v-p 

666 
1026 

0 
67187 

666 
68213 

6 
18 

666 
-34963 

6 
^5 

0 
46663 

1955 
133139 

96 

NCR 

L.  Nyberg,  chmn.  &  CEO 
H.  Lance,  pres.  &  COO-sub. 

1357 
1750 

2279 
2929 

3636 
4678 

149 
NA 

-12182 
NA 

-75 
NA 

913 
0 

12505 
NA 

88 

NA 

NETWORK 
APPLIANCE 

D.J.  Warmenhoven,  CEO 
J.R.  Allen,  exec,  v-p  &  CFO 

726 
419 

23366 
28664 

24092 
29082 

181 
163 

-243700 
-165206 

-71 
-67 

78818 
56558 

40351 
41956 

195 

m  Nvu 
g] 

ORACLE 

L.J.  Ellison,  chmn.  &  CEO 
S.  Giacoletto,  exec,  v-pt 

0 
3367 

706077 
1620 

706077 
4987 

839 
512 

-1970091 
NA 

-58 
NA 

757644 
4314 

795094 
6262 

192 

m 

m 

PITNEY  BOWES 

M.J.  Critelll,  chmn.  &  CEO 
M.C.  Breslawsky,  pres.  &  COO* 

*  Resigned  12/3/01. 

1990 
1447 

1527 
1571 

3517 
3018 

3 
-37 

-5014 
-8479 

-53 
-57 

3975 
7073 

11506 
11953 

63 

(3    li 

fl^': 

RATIONAL 
SOFTWARE 

M.T.  Devlin,  CEO 
P.D.  Levy,  chmn. 

1000 
1000 

46325 
44463 

47325 
45463 

338 
243 

-32800 
-32529 

-44 
-46 

8756 
8320 

62978 
61297 

147 

a:- 

SUN 
MICROSYSTEMS 

S.G.  McNealy,  chmn.  &  CEO 
E.J.  Zander,  pres.  &  COO 

100 
788 

2227 
44112 

2327 
44901 

-91 
24 

-587678 
-257504 

-70 
-70 

258748 
83489 

30907 
93623 

115 

i^ 

SYMANTEC 

J.W.  Thompson,  chmn.,  pres.  &  CEO 
G.  Hamilton,  exec,  v-pf 

'Includes  salary  for  last  week  of  prior  fiscal 

1655 
835* 
year. 

453 
0 

2108 
835 

-14 
NA 

-31748 
NA 

-53 
NA 

28747 
569 

NA 
NA 

305 

NA     J 

NA     JBJ 

nil 

UNISYS 

L.A.  Weinbach,  chmn.,  pres.  &  CEO 
G.R.  Gazerwitz,  exec,  v-p 

1457 
492 

0 
0 

1457 
492 

-36 
-22 

-628 
322 

-57 
-24 

759 
476 

8373 
1863 

36 

H 

r 

m 

VERITAS 
SOFTWARE 

G.L.  Bloom,  chmn.,  pres.  &  CEO 
M.  Leslie,  chmn. 

1800 
786 

0 
55830 

1800 
56615 

1377 
181 

40330 
-150933 

32990 
-57 

38530 
70117 

NA 
86370 

337 

NA 

a 

YAHOO 

T.S.  Semel,  chmn.* 
G.G.  Coleman,  exec,  v-p 

•Became  CEO  5/1/01. 

255 
1770 

128 
59 

383 
1829 

NA 
NA 

NA 
NA 

NA 
NA 

9100 
2975 

NA 
NA 

30 

NA. 

NA 

23     OIL  SERVICE  &  SUPPLY  (RESOURCES) 

BAKER  HUGHES 

M.E.  Wiley,  chmn.,  pres.  &  CEO 
A.J.  Szescila,  sr.  v-p  &  COO 

2119 
1202 

0 
1006 

2119 
2208 

64 
52 

433 
-505 

-29 
-24 

0 
4057 

NA 
4370 

216 

NA 

m 

BJ  SERVICES 

J.W.  Stewart,  chmn.,  pres.  &  CEO 
M.  McShane,  v-p  &  CFO 

1695 
649 

21606 
1581 

23301 
2230 

119 
-74 

-5889 
.182 

-36 
-73 

6178 
815 

37178 
11410 

415 

m 

ENSCO 
INTERNATIONAL 

C.F.  Thorne,  CEO 
R.A.  Wilson,  exec,  v-p 

1165 
576 

0 
1284 

1165 
1860 

-61 
-57 

-2682 
-307 

-56 
-60 

3296 
1227 

4692 
6557 

236 

m 

SCHLUMBERGER 

D.E.  Baird,  chmn.  &  CEO 
A.  Gould,  exec,  v-p 

3500 
1920 

0 
0 

3500 
1920 

17 
-47 

-28084 
-3401 

-45 
-53 

34480 
4310 

20284 
6454 

137 

a 
a 

Mm 

mi 

m 

24     PAPER  &  FOREST  PRODUCTS  (RESOURCES) 

INTERNATIONAL 
PAPER 

J.T.  Dillon,  CEO 
C.W.  Smith,  exec,  v-pt 

1731 
801 

2145 
3641 

3876 
4442 

-48 
102 

7873 
4746 

5 
94 

5148 
829 

13459 
7992 

97 

a 
a 

M 

WEYERHAEUSER 

S.R.  Rogel,  chmn.,  pres.  &  CEO 
R.C.  Gozon,  exec,  v-p 

2023 
875 

0 
0 

2023 
875 

-30 
-29 

2617 
1234 

-10 
0 

618 
1055 

7410 
3847 

116 

m 

OR 

WILLAMEHE 
INDUSTRIES 

D.C.  McDougall,  pres.  &  CEO 
W.P.  Kinnune,  exec,  v-p 

1267 
564 

0 
0 

1267 

564 

23 

7 

3101 
1511 

75 

45 

3558 
2603 

3592 
2794 

165 

ffl 

m 

Nil 

25     PERSONAL  CARE  PRODUCTS  (CONSUMER  PRODUCTS) 

ri 

AVON  PRODUCTS 

A.  Jung,  chmn.  &  CEO 
S.J.  Kropf,  pres.  &  COO 

1829 
1219 

2621 
1810 

4450 
3030 

-43 
190 

3334 
2887 

-28 
35 

7103 
4046 

14569 
5584 

111 

m 

HI 

CLOROX 

G.C.  Sullivan,  chmn.  &  CEO 
G.E.  Johnston,  pres.  &  COO 

1666 
870 

199 
42 

1865 
912 

56 
54 

-13656 
-1649 

-39 

-35 

20894 
3181 

20080 
6183 

72 

a 
m 

IdQ 

COLGATE- 
PALMOLIVE 

R.  Mark,  chmn.  &  CEO 
W.S.  Shanahan,  pres. 

4938 
4163 

6177 
5738 

11115 
9901 

-7 
^5 

-51445 
-6530 

-23 
-59 

203218 
7589 

108367 
37023 

129 

m 
a 

in 

ECOLAB 

A.L.  Schuman,  chmn.,  pres.  &  CEO 
B.  Deschamps,  pres.  &  COO 

2156 
1558 

11637 
0 

13793 
1558 

85 
NA 

-2209 
NA 

-25 
NA 

15422 
261 

24926 
NA 

115 

a 

NA 

ESTEE  LAUDER 

F.H.  Langhammer,  pres.  &  CEO 
L.A.  Lauder,  chmn. 

4793 
3476 

5112 
0 

9905 
3476 

1 
-49 

-4485 
-23076 

-24 
-25 

34383 
84451 

33291 
16121 

76 

a 
a 

KIMBERLY-CLARK 

W.R.  Sanders,  chmn.  &  CEO 
T.J.  Falk,  pres.  &  COO 

961 
678 

13802 
5590 

14763 
6269 

344 
289 

-5668 
-1979 

-24 
-24 

14111 
4943 

33379 
12481 

116 

a 
m 

Sffl 

PROCTER  & 
GAMBLE 

A.G.  Lafley,  pres.  &  CEO 
J.E.  Pepper,  chmn.t 

1170 
1100 

688 
1795 

1858 
2895 

22 
399 

-850 
NA 

-31 
NA 

3485 
17625 

5862 
14745 

91 

m 
a 

26     PUBLISHING,  RADIO  &  TV  BROADCAST  (SERVICE) 

CLEAR  CHANNEL 
COMMUNICATIONS 

L.L.  Mays,  chmn.  &  CEO 
M.P.  Mays,  pres.  &  COO 

1011 
693 

0 
430 

1011 
1123 

-75 
-48 

7280 
2275 

30 
2 

13138 
5016 

37839 
7132 

93 

a 

^ 

DISNEY  (WALT) 

M.D.  Eisner,  chmn.  &  CEO 
P.E.  Murphy,  sr.  exec,  v-pt 

1000 
1700 

0 
0 

1000 
1700 

-99 
-62 

-265765 
-19872 

-100 
-93 

0 
0 

121501 
6745 

71 

a 

ttc 
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OCT 

XEGUTIVE  COMPENSATION  SCOREBOARD 


PANY 


EXECUTIVE 


2001  COMPENSATION 


TOTAL  ANNUAL  COMPENSATION 


SAURY 

&  BONUS 

$000 


LONG  TERM 
COMP. 
$000 


TOTAL  % 

COMP  CHANGE 

$000         FROM  2000 


2001  PAY-RELATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

CHANGE  IN  %  VALUE  OF 

PAY-REWTED        CHANGE       REMAINING 

WEALTH  $000      FROM  2000       OPTIONS 


1999-01  PAY  PEWFOWMANCE 

PAY  VS  SHAREHOLDER  RETURN 
TOTAL         $  VALUE 
COMP         OF  $100 
$000        INVESTED     RATING 


tow  JONES  P.R.  Kann,  chmn.,  CEO  1182        1472        2654         -15  1382         -26  2229  7974       120        1] 

R.F.  Zannino,  exec,  v-p  &  CFO  1085  477        1562  NA  NA  NA  0  NA  NA 


lANNETT  D.H.McCorkindale,  chmn.,  pres.&  CEO    3465        7720      11185  63  6288  -2 

G.L.  Watson,  div.  pres.  1231  862         2093  72  1995  8 


25031 
8050 

11755 
2774 


26150 
5950 


108 


m 


(NIGHT-RIDDER 


P.A.  Ridder,  chmn.  &  CEO 
S.B.  Rossi,  div.  pres. 


936 
613 


2830 
0 


3765 
613 


14 
-68 


6678 
2515 

4247" 
2616 


28 
21 


10403 
3520 


134 


I 


McGRAW-HILL         H.W.  McGraw  III,  chmn.,  pres.  &  CEO     1662        1069        2731         -25 
R.J.  Bahash,  exec,  v-p  &  CFO  1453  674        2126  -2 


4 
15 


13137 
1255 


16165   126 
16501 

12372   129 
8199 


"m 


4EW  YORK  TIMES 


R.T.  Lewis,  pres.  &  CEO 
A.  Sulzberger,  Jr.,  chmn. 


936 
925 


3299 
2334 


4235 
3259 


18 
-7 


5611 
3627 


39 
2 


2936 
4937 


>CRIPPS  (E.W.) 


K.W.  Lowe,  pres.  &  CEO 
R.A.  Boehne,  exec,  v-p 


800 
515 


4823 
331 


5623 
846 


45 
13 


6043 
1215 

-2469" 
-503 


21 

13 


6687 
3292 

1522 
466 


NA 
2906 


137 


NA 


ntlBUNE  J.W.  Madigan,  chmn.  &  CEO  1026        1837        2863         -47 

D.J.  FitzSimons,  pres.  8.  COO  737  887         1624         -16 


-64 
-54 


21702 
8411 


117 


m 
m 


UNIVISION  A.J.  Perenchio,  chmn.  &  CEO  0  0  0  NA 

POMMUNICATIONS  R.  Rodriguez,  pres.  &  COO  800        9449      10249         607 


0 
355 


NA 
-3 


0 
22081 


0 
13099 


225 


NA 

m 


WASHINGTON 
POST 


D.E.  Graham,  CEO 

J.B.  Morse,  Jr.,  v-p  &  CFO 


400 
385 


400 
307 


800 
692 


39 

11 


800 

230 


39 

-22 


0 

671 


2626 

2686 


94 


m 


27      RAILROADS  (TRANSPORTATION) 


BURLINGTON  M.K.  Rose,  pres.  &  CEO  691*       1350        2041         -36  2158         -25  1015  6337 

NORTHERN  C.R.  Ice,  exec,  v-pt  575  460        1034         153  1084  69  620  1873 

SANTA  FE  *Ej(Cludes  portion  of  bonus  paid  in  restricted  stock. 


88 


1 

I 

'.A 

^NORFOLK  D.R.  Goode,  chmn.,  pres.  &  CEO  2435  598        3033  35  5473         144  2440  7164 

'*  SOUTHERN  S.C.  Tobias,  vice-chmn.  &  COO  1004  161         1165  24  1862  98  697  3246 


m 


ipsx 


J.W.  Snow,  chairman,  pres.  &  CEO       2593         7132        9725  37  12937  68  4683  23841 

P.R.  Goodwin,  vice  chmn.  &  CFO  1055  177         1232  49  1963  92  1135  3543 


94 


a 


64 


m 
m 


UNION  PACIFIC        R.K.  Davidson,  chmn.  &  CEO  1208        4900        6107  31  10772  50        12353  16157 

C.W.  von  Bemuth,sr.  v-p  &  gen.  counsel    1122  729        1851  52  3187  37  5457  5407 


133 


(U 


28     RETAILING  (NONFOOD) 


AMERISOURCE         R.D.  Yost,  pres.  &  CEO  1206        1257        2463  34  9587  72         16042  5100 

BERGEN  N.F.  Dimick,  exec,  v-p  &  CFOt  936  0  936  52  NA  NA  8540  2155 


196 


AUTOZONE  S.  Odiand,  chmn.,  pres.  &  CEO*  1024* 

J.C.  Adams,  Jr.,  chmn.  &  CEO  1 159 

•Joined  company  and  became  CEO  1/1/01;  includes 


0         1024  NA  NA  NA  5874  NA 

6465        7624         605  18549       1199         11300  9502 

$150,000  sign-on  bonus. 


218       NA 


CARDINAL  HEALTH 


R.D.  Walter,  chmn.  &  CEO 
J.F.  Millar,  exec,  v-p 


2937 
1293 


0 
0 


2937 
1293 


-39 
-49 


53340 
9738 

NA 
103553 


87 
59 

NA 
-4 


101639 
18197 

27769 
161134 


13244 
5247 

"n"a 

221244 


128   g] 

m 

224   NA 


CDW  COMPUTER  J.A.  Edwardson,  CEO*  1421 

CENTERS       G.C.  Zeman,  vice-chmn.         1319 

•Joined  company  1/1/01;  became  CEO  1/28/01 


3663    5083     NA 
88775   90095    -21 


COSTCO 
WHOLESALE 

CVS 


J.D.  Sinegal,  pres.  &  CEO 
J.H.  Brotman,  chmn. 


525 
525 


5698 
5160 


6223 
5685 


587 
528 


3809 
3496 

-51071' 
-2573 


12 
11 

-82 
-91 


20321 
20321 


7478 
8092 

23671 
5211 


123 


m 
m 

1"" 

m 
"m 


T.M.  Ryan,  chmn.,  pres.  &  CEO      994   3678   4672    -71 
D.B.  Rickard,  exec,  v-p  &  CFO      595      0    595    -81 


9764 
0 


55 
'140 


FAMILY  DOLLAR       H.R.  Levine,  pres.  t  CEO  701*      2099        2800         266  7648         162  8335  4235 

STORES  L.  Levine,  chmn.  1274*  0        1274         -13  1274         -13  0  4267 

•Includes  compensation  for  53  weeks.  . 


HOME  DEPOT  R.L.  Nardelli,  chmn.,  pres.  &  CEO     13780        9050      22830         -26  52305  48        43475  NA 

B.  Marcus,  chmn.t  2929  0        2929         222  2929         222  0  6800 

May  contam  preliminary  data. 


126      NA 


McKESSON 
OFFICEDEPbt 


J.H.  Hammergren,  co-pres.  &  co-CEO    3243  0        3243         -36  5108 

D.L.  Mahoney,  co-pres.  &  co-CEO  824  0  824         -83  4459 


1 
-6 

"i'228" 

NA 


1996 
7765 

'12'7'di" 
2294 


10990 
8270 


49    a 
"75 m' 

NA 


M.B.  Nelson,  CEO  2069  820*       2890         166  15502 

J.  Colley,  pres.  758  103  860  NA  NA 

•Includes  $777,000  deferred  bonus  payment. 


7674 
NA 


SEARS,        A.J.  Lacy,  chmn.  &  CEO         1711    488   2199    28      16068    378   15942      6620   121   ID 
ROEBUCK       P.J.  LIska,  exec,  v-p  &  CFO        1106*   2289   3395    NA        NA    NA    1514        NA       NA 

•Includes  $100,000  sign-on  bonus. 


SHERWIN- 
WILLIAMS 

'WALGREEN 


CM.  Connor,  chmn.  &  CEO  1398        1448        2847         130  4482 

J.M.  Scaminace,  pres.  &  COO  1054        1106        2160         123  2865 


69 
53 

"i"2"' 

-7 


5085 
3294 


5843 
4589 


100 
116 


m 

"a" 
m 


L.D.  Jomdt,  chmn.  &  CEO  1643        7316        8959         311  7117 

D.W.  Bernauer,  pres.  &  COO*  944         1080        2024         -27  2031 

•Became  CEO  1/9/02 


37799 
7565 


16638 
5629 


29     SERVICE  INDUSTRIES  (SERVICE) 


ACCENTURE  J.W.  Forehand,  chmn.  &  CEOt  5294  0        5294  32 

S.A.  James,  coot  4476  0        4476  7 


NA 
NA 


NA 
NA 


0 
0 


NA         NA      NA 
NA  NA 
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EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 

EXECUTIVE 

2001  COMPENSATION 

TOTAl  ANNUAL  COMPENSATION 

2001  PAY-RELATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

199»«1  PAY  PBVOn 

MANa 

PAY  VS  SHAREHOLDER  R 
TOTAL         $  VALUE 
COMP         OF  $100 
$000        INVESTED 

ETURN 

SALARY 
&  BONUS 

$000 

LONG  TERM 
COMP. 
$000 

TOTAL 
COMP. 
$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-RELATED 
WEALTH  $000 

% 

CHANGE 

ROM  2000 

VALUE  OF 

REMAINING 

OPTIONS 

RATWG 

AETNA 

J.W.  Rowe,  chmn.,pres.  &CEO           2000        1403* 
R.A.  Williams,  exec,  v-p                       1222          530" 
•lnclucies$1.4mil.  retention  bonus.  **lncludes  $250,000  sign- 

3403         -15               -3689         -45           5864 

1752           NA                      NA           NA           1368 

on  bonus,  $250,000  retention  bonus  and  $30,399  of  relocation 

NA 
NA 
expenses. 

79 

NA 
NA 

APOLLO  GROUP 

J.G.  Sperling,  chmn.  &  CEO 
T.S.  Nelson,  pres.  &  CEO* 

'Became  CEO  8/1/01. 

481 
663 

0 
9481 

481 
10144 

2 
1556 

26928 
20165 

310 
202 

34513 
19088 

12329 
11369 

199 

m 
m 

CAREMARK  RX 

E.M.  Crawford,  chmn.  &  CEO 
J.H.  DIckerson,  Jr.,  pres.  &  COO 

1502 
1151 

2717 
931 

4218 
2082 

283 
-51 

22559 
3642 

29 
-8 

91201 
5516 

8621 
7160 

311 

m 
m 

CENDANT 

H.R.  Silverman,  chmn.,  pres.  &  CEO 
S.L.  Katz,  div.  chmn.  &  CEOt 

7857 
3539 

28495 
614 

36352 
4153 

-73 
169 

250953 
NA 

64 
NA 

255034 
23749 

185057 
7939 

102 

g] 

CENTEX 

L.E.  Hirsch,  chmn.  &  CEO                   3200 
D.W.  Quinn,  vice-chmn.t                     5055* 
•Includes  deferred  bonus  payment  in  lieu  of  options. 

984 
3278 

4184 
8333 

-40 
49 

15837 
16974 

104 
147 

13161 
10801 

13616 
15961 

129 

i 

CINTAS 

R.J.  Kohlhepp,  CEO 
R.R.  Buck,  sr.  v-p 

606 
571 

240 
307 

847 
878 

-30 
32 

1222 
833 

0 
5 

7250 
2500 

4672 
2284 

104 

m 
m 

CONVERGYS 

J.F.  Orr,  chmn.,  pres.  &  CEO 
R.J.  Marino,  group  pres. 

1192 
582 

818 
449 

2010 
1031 

36 
-23 

-10971 
-2623 

-29 
-32 

28833 

7200 

5516 
3025 

168 

m 
a, 

DONNELLEY  (R.R.) 

W.L.  Davis,  chmn.,  pres.  &  CEO 
R.E.  Daly,  pres.-sub. 

1078 
578 

0 
169 

1078 
747 

-62 
NA 

2664 
NA 

-5 
NA 

2813 
791 

5748 
NA 

75 

NA 

EQUmr  RESIDENTIAL  D.  Crocker  II,  CEO 
PROPERTIES  TRUST  G.A.  Spector,  exec,  v-p  &  COO 

May  contain  preliminary  data. 

1900 
1050 

10855 
4257 

12755 
5307 

227 
96 

10887 
5073 

36 
29 

13713 
5328 

21382 
10647 

173 

1 

m 

FEDEX 

F.W.  Smith,  chmn.,  pres.  &  CEO 
K.R.  Masterson,  exec,  v-p  &  gen.  counsel 

2309 
1232 

0 
322 

2309 

1554 

-46 
-49 

10400 
3142 

30 
1 

24527 
6778 

10731 
6587 

116 

m 
m 

FLUOR 

P.J.  Carroll,  Jr.,  chairman  &  CEOt 
A.L.  Boeckmann,  pres.  &  COO* 

-Became  CEO  2/6.'02. 

3008 
1593 

2267 
1686 

5275 
3279 

164 
37 

14312 
5645 

616 
135 

9037 
2366 

9793 
6710 

119 

m 

GENUINE  PARTS 

L.L.  Prince,  chmn.  &  CEO 
T.C.  Gallagher,  pres.  &  COO 

1058 
751 

102 
0 

1160 
751 

-20 
-26 

5990 
4109 

184 
180 

5843 
4051 

5153 
3137 

124 

1 

GRAINGER  (W.W.) 

R.L.  Keyser,  chmn.  &  CEO 
W.M.  Clark,  pres.  &  COO 

1558 
1003 

1369 
885 

2927 
1888 

66 
125 

7076 
3476 

207 
270 

4960 
1725 

6073 
3231 

121 

1 
m 

HEALTH 

MANAGEMENT 

ASSOCIATES 

J.V.  Vumbacco,  pres.  &  CEO* 
W.J.  Schoen,  chmn. 

-Became  CEO  1/1/01. 

1255 
565 

2849 
5255 

4104 
5820 

65 
-51 

4627 
458 

10 
-8 

18861 
132016 

7444 
25000 

85 

HEALTHSOUTH 

R.M.  Scrushy,  chmn.  &  CEO 
W.T.  Owens,  pres.  &  COOt 

10461 
2002 

0 
0 

10461 
2002 

186 
418 

18460 
2200 

12 
72 

129199 
2326 

17044 
3632 

96 

El 

m 

IMS  HEALTH 

D.M.  Thomas,  chmn.,  pres.  &  CEO 
G.V.  Pajot,  exec,  v-pt 

1779 
817 

2867 
1241 

4646 
2058 

69 
-7 

2146 
^261 

-12 
-70 

0 
696 

NA 
5857 

59 

NA 

m 

PAYCHEX 

B.T.  Golisano,  chmn.,  pres.  &  CEO 
W.  Turek,  v-p-sales 

936 
410 

0 
0 

936 
410 

4 
-91 

936 
1751 

4 
-18 

0 
12657 

2675 
17209 

156 

a   f 

PHARMACIA 

F.  Hassan,  chmn.  &  CEO 
T.G.  Rothwell,  exec,  v-p 

3534 
1869 

0 
945 

3534 
2814 

7 
-5 

-36743 
-5807 

-69 
-68 

14137 
1223 

21869 
8150 

92 

a  - 
a   1 

PUBLIC  STORAGE 

B.W.  Hughes,  chmn.  &  CEO 
M.M.  Lotz,  sr.  v-p 

May  contain  preliminary  data. 

79 
485 

0 
1126 

79 
1610 

-9 
145 

79 
838 

-9 
13 

0 
0 

254 
2733 

147 

m   ' 

3 

PULTE  HOMES 

R.K.  Burgess,  chmn.  &  CEOt 

W.J.  Pulte,  chmn.  of  exec,  committee 

May  contain  preliminary  data. 

4230 
4000 

1749 
0 

5979 
4000 

-76 
33 

7832 
4612 

-32 
18 

30392 
6645 

32947 
9225 

163 

a 

QUEST 
DIAGNOSTICS 

K.W.  Freeman,  chmn.  &  CEO 
S.N.  Mohapatra,  pres.  &  COO 

2174 
997 

27392 
2829 

29566 
3826 

992 

1 

2891 
1706 

0 
-10 

89384 
14655 

36707 
9701 

805 

m   - 
m   : 

ROBERT  HALF 
INTERNATIONAL 

H.M.  Messmer,  Jr.,  chmn.  &  CEO 
M.K.  Waddell,  vice-chmn. 

2589 
1383 

6399 
2937 

8988 
4320 

-39 
-15 

12592 
5962 

-2 
2 

90986 
40802 

30060 
12469 

120 

a 

SERVICEMASTER 

J.P.  Ward,  pres.  &  CEO* 
P.B.  Rooney,  exec,  v-p 

•Became  CEO  2/12/01. 

2159 
1222 

435 
302 

2594 
1524 

NA 
103 

NA 
3575 

NA 
226 

5379 
2554 

NA 
4005 

68 

NA 

m   - 

TENET 
HEALTHCARE 

J.C.  Barbakow,  chmn.  &  CEO 
T.B.  Mackey,  COO 

4588 
2587 

0 
0 

4588 
2587 

53 
41 

96884 
18043 

204 
414 

135394 
17540 

9402 
5857 

224 

WASTE 
MANAGEMENT 

A.M.  Myers,  chmn.,  pres.  &  CEO 
L.  O'Donnell  III,  exec,  v-pt 

May  contain  preliminary  data. 

1411* 
836* 

0 

0 

1411 
836 

-24 
-31 

11167 
NA 

40 
NA 

31084 
6754 

8170 
NA 

69 

m   ' 

NA 

30      STEEL  (INDUSTRIAL:   LOW  TECH) 

NUCOR 

D.R.  DiMicco,  vice-chmn.,  pres.  &  CEO 
T.S.  Lisenby,  exec,  v-p,  CFO  &  treasurerf 

423 
298 

6 
9 

429 

307 

-57 

-65 

626 
458 

-37 

-47 

221 

168 

1952 
1552 

128 

m 
m    - 

31      TELECOMMUNICATIONS  (TELECOMMUNICATIONS) 

ADC  TELECOM- 
MUNICATIONS 

R.R.  Roscitt,  chmn.,  pres.  &  CEO*       2180 
W.J.  Cadogan,  pres.  &  CEOt                   765 

'Joined  company  and  became  CEO  2/15/01 

0 
762 

2180 
1527 

NA 
-97 

NA 
-99253 

NA 
-98 

0 
1249 

NA 
48476 

53 

NA 

a 

ALLTEL 

J.T.  Ford,  chmn.  &  CEO 
S.T.  Ford,  pres.  &  COO 

2250 
1870 

1159 
753 

3409 
2623 

-40 

21 

2811 
2244 

-9 
0 

26007 
14949 

11995 
6540 

110 

gi 

^ 
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KEGUtlVE  COMPENSATION  SCOREBOARD 


— 

laMPANY 

EXECUTIVE 

2001  COMPENSATION 

TOTAL  ANNUAL  COMPENSATION 

2001  PAY-RELATED  WEALTH 

COMP  &  STOCK  OPTION  WEALTH 

1999-01  PAY  PERFORMANCE 

PAY  VS.  SHAREHOLDER  RETURN 
TOTAL         $  VALUE 
COMP         OF  $100 
$000        INVESTED     RATING 

SALARY 

&  BONUS 

$000 

LONG  TERM 
COMP. 
$000 

TOTAL 
COMP 
$000 

% 

CHANGE 

FROM  2000 

CHANGE  IN 
PAY-RELATED 
WEALTH  $000 

% 

CHANGE 

FROM  2000 

VALUE  OF 

REMAINING 
OPTIONS 

I*T 

CM.  Armstrong,  chmn.  &  CEO 
D.W.  Dorman,  pres.t 

4493 
2196 

4895 
5023 

9389 
7219 

202 
-40 

10445 
NA 

236 
NA 

1057 
1795 

19294 
20554 

48 

m 
m 

t1 

kT&T  WIRELESS 
iERVICES 

J.D.  Zeglis,  chmn.  &  CEOt 
M.  Gyani,  pres.-sub.t 

2565 
2030 

739 
3261 

3304 
5291 

11 
229 

NA 
NA 

NA 
NA 

0 
0 

NA 
NA 

NA 

NA 
NA 

! 

lELLSOUTH 

F.D.  Ackerman,  chmn.,  pres.  &  CEO 
G.D.  Fofsee,  vice-chmn.t 

3054 
1451 

0 
40 

3054 
1491 

-38 
-75 

-1215 
1491 

-17 
-75 

27156 
0 

12795 
9165 

81 

m 
m 

:mZENS 
»MMUNICATH)NS 

L.  Tow,  chairman  &  CEO 

R.J.  Graf,  vice  chmn.,  pres.  &  COOl 

900 
938 

12445 
0 

13345 
938 

151 
-4 

9136 
485 

35 
-34 

1523 
0 

19552 
2663 

133 

m 
m 

i 

:ORNING 

J.W.  Loose,  pres.  &  CEO* 
W.P.  Weeks,  pres.-sub. 

•Became  CEO  1/1/01. 

958 
628 

3776 
10068 

4734 
10696 

-88 
-60 

-25603 
-356 

-93 
-72 

0 
0 

49148 
39227 

61 

m 

1 

r 

.UCENT 
fECHNOLOGIES 

H.B.  Schacht,  chmn.  &  CEO* 
B.  Verwaayen,  vice-chmn. 

•Became  CEO  10/22/00. 

1129 
836 

0 
3375 

1129 
4211 

NA 
480 

NA 
-5586 

NA 
-60 

0 
0 

NA 
8496 

12 

NA 

SI 

i 

iBC 
:OMMUNICATIONS 

E.E.  Whitacre,  Jr.,  chmn.  &  CEO 
S.T.  Sigman,  pres.  &  COOt 

•Includes  $10.5  mil.  special  award.  **lnc 

6395 

1746 

ludes$l.] 

18538* 
1393** 
mil.  specia 

24932 
3140 
1  award. 

-34 
117 

-1576 
NA 

-45 
NA 

22174 
1032 

98925 
5876 

78 

a 

i 

SCIENTIFIC- 
ULANTA 

J.F.  McDonald,  chmn.,  pres.  &  CEO 
C.J.  Wredberg,  Jr.,  sr.  v-p  &  COO 

2082 
1091 

84741 
6687 

86823 
7778 

214 
96 

-47958 
-3439 

-44 
-44 

8205 
1626 

119138 
13862 

211 

m 
m 

f 

SPRINT  FON 
SROUP 

W.T.  Esrey,  chmn.  &  CEO                      1442 
R.T.  LeMay,  pres.  &  COO                      1239 

•Three-year  total  compensation  also  Includes  Income 

0         1442         -98 
0         1239         -99 

from  Sprint  PCS  stock  option  exercises 

15295 
2492 

-47 
-96 

54014 
4560 

143844* 
153083* 

50 

? 

rELLABS 

R.C.  Notebaert,  pres.  &  CEO 
M.J.  Birck,  chmn. 

565 
418 

0 
0 

565 
418 

61 
-57 

-2050 
418 

-81 
-57 

0 
0 

NA 
2058 

44 

NA 

m 

1 
- 

VERIZON 
COMMUNICATIONS 

C.R.  Lee,  chmn.  &  co-CEOt 
I.G.  Seidenberg,  pres.  &  co-CEO 

4887 
4128 

16502 
6229 

21389 
10357 

28 
-28 

10061 
7625 

-13 
-24 

22489 
11591 

48626 
33945 

95 

m 
m 

32     TEXTILES,  APPAREL  (CONSUMER  PRODUCTS) 

LIZ  CLAIBORNE 

P.R.  Charron,  chmn.  &  CEO 
R.J.  Zane,  sr.  v-p 

2200 
565 

2332 
706 

4532 
1270 

23 
72 

7687 
1460 

69 
72 

5249 
444 

10423 
2534 

163 

\ 

MIKE 

P.H.  Knight,  chmn.,  pres.  &  CEO 
T.E.  Clarke,  pres.-sub. 

1963 
1652 

92 
12876 

2055 
14528 

-28 
241 

2055 
4293 

-28 

0 

0 
1006 

7440 
28820 

143 

m 
a 

i 
I 

VF 

M.J.  McDonald,  chmn.,  pres.  &  CEO 
T.L.  Lay,  v-p 

1490 
690 

2125 
693 

3616 
1382 

86 

55 

3788 

2184 

23 

64 

6249 

1937 

7114 
2895 

90 

m 

I 

33     TIRE  &  RUBBER  (INDUSTRIAL:  LOW  TECH) 

GOODYEAR 
TIRE  &  RUBBER 

S.G.  Gibara,  chmn.  &  CEO 
R.J.  Keegan,  pres.  &  COO 

2190 
1475 

0 
0 

2190 
1475 

70 
-2 

2673 
1904 

63 
13 

1386 
2039 

5314 

NA 

53 

m 

NA 

T 

34     TOBACCO  (CONSUMER  PRODUCTS) 

I 
T 

Philip  morris 

G.C.  Bible,  chmn.  &  CEO 
W.H.  Webb,  vice-chmn.  &  COO 

5586 
2674 

44321 
3121 

49907 
5795 

191 
-25 

22873 
6288 

6 
-6 

44480 
18391 

86620 
18606 

102 

HI 

a 

L 

■71 

= 

R.J.  REYNOLDS 
[TOBACCO  HLD6S. 

A.J.  Schindler,  chmn.,  pres.  &  CEO      2210        4976*      7186 
L.J.  Beasley,  pres.  &  coo-sub.               991        2203**     3194 

"Includes  $2  5  mil.  retention  bonus.  "Includes  $1.2  mil.  retention  bonus. 

-26 

14 

11346 
4499 

9 
29 

13618 
4275 

22274 
8267 

NA 

NA 
NA 

_ 

35     TRUCKING  (TRANSPORTATION) 

i 

UNITED  PARCEL 
SERVICE 

J.P.  Kelly,  chmn.  &  CEOt 

M.L.  Eskew,  vice<hmn.  &  exec.  v-p*t 

•Became  CEO  1/1/02 

1564 
939 

1995 
621 

3558 
1560 

-6 

1 

228 
462 

-22 

-18 

9366 
3384 

9311 
3769 

NA 

NA 
NA 

f 

36     UTILITIES  (UTILITIES) 

s 

n 

AES 

D.W.  Bakke,  pres.  &  CEO                            2* 
B.J.  Sharp,  exec,  v-p,  COO  &  CFO          260 

'Compensation  granted  exclusively  in  stock  options. 

2484 
284 

2486 
544 

-81 
-93 

-55207 
-14392 

-82 

-83 

12442 
4123 

17300 
9673 

69 

d] 

J 

AMEREN 

C.W.  Mueller,  chmn.  &  CEO 
G.L.  Rainwater,  pres.  &  COO 

977 
586 

595 
252 

1572 
838 

76 
63 

368 
492 

-13 
-2 

2028 
605 

3253 
1793 

121 

m 

1 

AMERICAN 
ELECTRIC  POWER 

E.L.  Draper,  Jr.,  chmn.,  pres.  &  CEO 
T.V.  Shockley  III,  vice-chmn.t 

1592 
944 

326 
471 

1918 
1415 

42 
-86 

-161 
NA 

-17 
NA 

5534 
1976 

4311 
NA 

111 

m 

NA 

I 

: 

AMERICAN  WATER  J.J.  Barr,  pres.  &  CEO 
WORKS                    E.G.  WoK,  v-p  &  CFO 

690 
404 

0 
0 

690 
404 

-32 
-3 

2826 
1279 

91 
104 

3112 
1288 

2449 
1205 

136 

m 
m 

- 

CINERGY 

J.E.  Rogers,  chmn.,  pres.  &  CEO 
R.F.  Duncan,  exec,  v-p  &  CFO 

2528 
1036 

2214 
310 

4742 
1345 

60 
NA 

2692 
NA 

-2 
NA 

10835 
332 

9601 
NA 

117 

m 

NA 

^ 

DOMINION 
RESOURCES 

T.E.  Capps,  chmn.,  pres.  &  CEO 
T.F.  Farrell,  II,  exec,  v-p 

2465 
1127 

1059 
636 

3524 
1763 

-14 

14 

^815 
-1258 

-25 
-21 

23410 
8567 

10031 
4194 

150 

111 

^ 

DTE  ENERGY 

A.F.  Eartey,  Jr.,  chmn.,  pres.,  CEO  &  COO 
G.M.  Anderson,  pres.  &  COO-sub. 

1978 
848 

1312 
401 

3291 
1249 

64 
36 

4310 
1663 

68 
47 

2410 
1083 

6630 
2807 

115 

m 
m 

: 

DUKE  ENERGY 

R.B.  Priory,  chmn.,  pres.  &  CEO 
H.J.  Padewer,  group  pres. 

3585 
1598 

5159 
3731 

8744 
5329 

109 
197 

1940 
860 

-10 
-9 

12626 
4314 

14931 
8283 

136 

a 

( 

EL  PASO 

W.A.  Wise,  chmn.,  pres.  &  CEO            4948*     16269 
R.  Eads,  exec,  v-pt                              2039*       1575 

May  contain  preliminary  data.  •Unspecified  portion  of  bonus  paid 

21217            19 
3614         -42 

in  restricted  stock  included 

-40283         -53 
-18079         -81 

under  both  columns. 

29510 
1934 

85860 
15461 

135 

m 

81 
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EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 

EXECUTIVE 

2001  COMPENSATION                                         2001  PAY-RELATED  WEALTH             1999HU  PAY  PEIIFOIIMANC| 

TOTAL  ANNUAL  COMPENSATION                                 COMP  &  STOCK  OPTION  WEALTH                     PAY  VS  SHAREHOLDER  RETURN   1 

SALARY         LONG  TERM        TOTAL              %                   CHANGE  IN 

%            VALUE  Of 

TOTAL         $  VALUE 

&  BONUS 

COMP.            COMP.          CHANGE             PAY-REUTtD        CHANGE       REMAINING 

COMP         OF  $100 

$000 

$000              $000         FROM  2000           WEALTH  $000      FROM  2000       OPTIONS 

$000         INVESTED 

RATW 

ENTERGY 

J.W.  Leonard,  CEO                                 2586        7400        9986         1^4                 8808 

31           8363 

16049       141 

m 

D.C.  Hintz,  pres.                                   1577 

23         1600         -39                    306 

-23           6257 

5318 

m 

EXELOii 

cVA7McNeVlirJrr/chmn7&ccHCE0^^^^^2^^^^^          2833         5468              7             -28067-65         12473 

13782 124 

"a 

i 

J.W.  Rowe.  co-CEO  &  pres.t                  2622        4334        6956           56               -7733 

53           3995 

14154 

a 

= 

MIRANT 

SJmV  FuilerrpresV  &  CEOt                      1440        2222        3662           35               ^164         -H             296 

7586 NA     ' 

NA 

R.J.  Pershing,  exec,  v-pt                         894        2741         3635           96    '            -3655         -60               81 

6409 

NA 

PG&E 

R.b.  Glynn,  Jr.,  chmn.,  pres.  &  CEO     2087        3325*      54i2         499                 7669         702          2318 

8539 67" 

"a" 

T.G.  Boren,  exec,  v-pt                          1451        2296"     3747         126                 5045         199          1339 

6039 

a 

' 

•Includes  $50,573  for  relocation  and  other  one-time  payments,  ''includes  $501,203  for  relocation  and  ottier  one-time  payments. 

i 

PPL 

wiF.Hecht,  chmn.,  pres.  &  CEO           1 197        3526        4723         183               -3695 

-33           4838 

"7788 138"' 

"m 

; 

J.R.  Biggar,  exec,  v-p  &  CFOt                 491 

814         1305         105                    -21 

-25             644 

2389 

m 

PUBLIC  SERVICE 

E-jiFeriand,  chmn.,  pres.  &  CEO         1950        2772        4721          104                  1263         - 

Ti 4137 

8935       124 

"m 

ENTERPRISE  GRP 

R.J.  Dougherty,  Jr.,  pres.  &  COO-sub.     826 

962         1788           72                -1585         -48           1003 

3844 

m 

SEMPRAENERGY 

S.L.  Baum,  chmn.,  pres.  &  CEO           2925 

263        3188           26                 6213 

45           8334 

7769 115 

m 

D.E.  Felsinger,  group  pres.                   1379 

155         1534           12                  2642 

55           2056 

4007 

m 

i 

TECOENERGY 

R.D.  Fagan,  chmn.,  pres.  &  CEO          1088 

0         1088              2                  -614         -43           1172 

3277 ilO 

"m\ 

J.B.  Ramil,  pres.-sub.                             587 

0           587            12                  -132 

-38             479 

1498 

ffl; 

i 

TXU 

E.  Nye,  chmn.  &  CEO                            144.6 

1214 2654 14 2654 

i4                 0 

"7116"      '121 

"m 

\ 

B.N.  Dickie,  exec,  v-p                            1076 

442         1517              5                  1517 

5                  0 

4676 

m 

: 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 

Abbott  Uboratories  11 

Baxter  International  1 1 

Conexant  Systems  12 

Freeport-McMoRan  C&G  IS 

Ully(EII)11 

Occidental  Pet  20 

State  Street  5 

Accenture  29 

BB&T5 

Conoco  20 

Gannett  26 

Linear  Technology  12 

Office  Depot  28 

Strykerll 

ADC  Telecomm.  31 

Bear  Stearns  21 

Conwergys  29 

Genentech  11 

Liz  Claiborne  32 

Old  Republic  Intl.  21 

Sun  Microsystems  22 

Adobe  Systems  22 

Becton.  Dickinson  11 

Cooper  Industries  12 

General  Dynamics  1 

Lxkheed  Martin  1 

Oracle  22 

Sunoco  20 

Advanced  Micro  12 

Bed  Bath  &  Beyond  3 

Coming  31 

General  Electnc  9 

Lucent  Technologies  31 

Paccar  4 

SunTnist  Banks  5 

AES36 

BellSouth  31 

Costco  Wholesale  28 

General  Mills  13 

M&T  Bank  5 

Pall  9 

Supenalu  13 

Aetna  29 

Bemis  10 

Countrywide  Credit  21 

Genuine  Parts  29 

Marathon  Oil  20 

Parker  Hannifin  19 

Symantec  22 

Affiliated  Computer  Svcs.  22 

Berkshire  Hattiaway  21 

CSX  27 

Goldman  Sachs  Group  21 

Mamott  InU.  14 

Paychex29 

Synovus  Financial  5 

AfU«;21 

Best  Buy  3 

CVS  28 

f^iwlrirh  1 

Marsh  &  McLennan  21 

Pepsi  Bottling  Group  6 

Sysco  13 

Agere  Systems  12 

Biomet  11 

Dana  4 

UUJUIKrIi       1 

Goodyear  Tire  &  Rubber  33 
Grainger  (WW.)  29 

Marshall  &  llsley  5 

PepsiCo  6 

TCF  Rnanoal  5 

Agilent  Technologies  16 

Bisys  Group  21 

Darden  Restaurants  14 

Manm  Interated  Prods.  12 

Pfizer  11 

Teco  Energy  36 

Air  Products  &  Chemicals  1 

BJ  Services  23 

Deere  15 

MBIA  21 

PG&E  36 

Tellabs  31 
Temple-Inland  10 
Tend  Healthcare  29 
Texas  Instruments  12 
Textron  9 
Torchmark  21 
Tribune  26 

Alcoa  18 
Allergan  11 
Allstate  21 
Alltel  31 

Black  &  Decker  15 
Block  (H&R)  21 
BMC  Software  22 
Boeing  1 

Delphi  Automotive  4 
Delta  Air  Lines  2 
Deluxe  22 
Disney  (Walt)  26 

GreenPoint  Financial  21 
Guidant  11 
Harle^Davidson  17 
Harrah's  Entertainment  17 

MBNA  5 
McGraw-Hill  26 
McKesson  28 
MeadWestvaco  10 

Phamiacia  29 
Philip  Moms  34 
Pitney  Bowes  22 
PNC  Financial  Svcs.  5 

Altera  12 

Broadcom  12 

Dominion  Resources  36 

Hartford  Financial  Sennces  21 

Medtronic  11 

PPG  Industnes  7 

Ambac  Financial  21 

Brocade  Communications  22 

Donnelley  (R  R.)  29 

Health  Managemeit  Assocs  29 

Melton  Rnancjal  S 

PPL  36 

Amerada  Hess  20 

Brown-forman  6 

Dover  15 

Heatthsouth  29 

Merck  11 
Memll  Lynch  21 
MetLife21 

Praxair  8 

Ameren  36 
Amencan  Electric  36 

Brunswick  17 

Burlington  Northern  Santa  Fe  27 

Dow  Chemical  8 
Dow  Jones  26 

Heinz  (HJ.)  13 
Hershey  Foods  13 

Pnce  (T.  Rowe)  21 
Procter  &  Gamble  25 

Tricon  Gtobal  Restaurartts  14 
TRW9 

American  Express  21 

Burlington  Resources  20 

DST  Systems  22 

Hewlett-Packard  22 

MGIC  Investment  21 

Progressive  21 

TXU  36 

Amencan  Standard  7 

Campbell  Soup  13 

DTt  Energy  36 

Home  Depot  28 

MGM  Mirage  17 
Microchip  Technology  12 
Micron  Technology  12 
Miaosoft  22 
Millennium  Pharm.  11 
Minnesota  Mining  &  Mfg.  19 
Mirant  36 

Public  Sennce  Ent  36 

Tyco  Intl.  9 

. 

Amencan  Water  Works  36 
AmensourceBergen  28 
Amgen  11 

Capital  One  Financial  21 
Cardinal  Health  28 
Caremark  Rx  29 

Duke  Energy  36 

OuPont  8 

Eastman  Chemical  8 

Honeywell  Intl.  9 
Huntington  Bancshares  S 
IBM  22 

Illinois  Tool  Works  IS 
IMS  Health  29 

Public  Storage  29 
Pulte  Homes  29 
Qlogic  12 

Tyson  Foods  13 
U.S.  Bancorp  S 
Union  Pacific  27 

AmSouth  Bancorporation  S 
Anadarko  Petroleum  20 
Analog  Devices  12 

Carnival  17 

Caterpillar  15 

CDW  Computer  Centers  28 

Eastman  Kodak  17 
Eaton  4 
Ecolab  25 

Qualcomm  12 
Quest  Diagnostics  29 
RJ.  Reynolds  Tobacco  34 

Union  Planters  5 
UnionBanCal  5 
Unisys  22 

Anheuser-Busch  6 

Cendant  29 

El  Paso  36 

Ingersoll-Rand  15 

Rational  Software  22 

United  Parcel  Service  3! 

AOL  Time  Warner  22 

Centex  29 

Electronic  Arts  22 

Intemabonal  Ravors  8 

Molex  12 
Monsanto  8 
Moody s  21 

Raytheon  1 

United  Technokigies  1 

Aon  21 

Charter  One  Financial  21 

Electronic  Data  Systems  22 

international  Game  Tech.  19 

Robert  Half  International  29 

Univision  Communs.  26 

Apache  20 

Chiron  11 

EMC  22 

International  Paper  24 

Rockwell  Automation  12 

Ventas  Software  22 

Apollo  Group  29 

Chubb  21 

Emerson  Electnc  12 

Intuit  22 

Morgan  Stanley  Dean  Witter  21 
Motorola  12 
Murphy  Oil  20 

Rockwell  Collins  1 

Venzon  Commuincatnns  31 

Apple  Computer  22 

Cigna  21 

Engelhard  18 

ITT  Industnes  15 

Safeco  21 

VF32 

Applied  Biosystems  16 

Cincinnati  Financial  21 

ENSCO  International  23 

Ji>  Morgan  Chase  5 

Sanmina-SCI  12 

Wachovia  5 

Applied  Materials  IS 

CINergy  36 

Entergy  36 

Jabil  Circuit  12 

Mylan  Laboratones  11 

Sara  Lee  13 

Walgreen  21 
Washington  Mutual  21 
Washington  Post  26 

Waters  16 
Wells  Fargo  5 

Applied  Micro  Circuits  12 
Aramark  14 

Cintas  29 

Circuit  City  Group  3 

EOG  Resources  20 
Equity  Residential  29 

JDS  Uniphase  12 
Jefferson-Pitot  21 

National  City  5 

National  Commerce  Finl.  5 

SBC  Communications  31 
Schenng-Plough  11 

Archer  Daniels  13 
Ashland  20 
AT&T  31 
AT&T  Wireless  31 

Cisco  Systems  22 
Citigroup  21 
Citizens  Commons.  31 
Clear  Channel  Communs.  26 

Estee  Lauder  25 
Exelon  36 

Family  Dollar  Stores  28 
Federated  Investors  21 

Johnson  &  Mnson  11 
Johnson  Controls  19 
Kellogg  13 
Kerr-McGee  20 

National  Semicond.  12 
Nationwide  Financial  Svcs.  21 
Navistar  International  4 
NCR  22 

Schlumberger  23 
Scientific-AHanta  31 
Scripps  (E.W.)  26 
Sealed  Air  10 

Atmel  12 

Clcrai25 

FedEx  29 

Network  Appliance  22 

Sears.  Roebuck  28 

Wendy's  Intl.  14 

Automatic  Data  22 

Coca-Cola  6 

Fifth  Third  Bancorp  5 

KeyCorp5 

New  York  Times  26 

Sempra  Energy  36 

Weyerhaeuser  24 

AutoZone  28 

Coca-Cola  Enterpnses  6 

First  Data  22 

Kimberfy-Clark  25 

Newell  Rubbemiaid  19 

ServK«Master  29 

Whirlpools 

Avery  Dennison  19 

Colgate-Palmolive  25 

First  Tennessee  Natl.  5 

KIA-Tencor  16 

Newmont  Mining  18 

Stierwm-Wilhams  21 

Willamette  Industries  24 

Avon  Products  25 

Compaq  Computer  22 

Flserv22 

Knight-Ridder  26 

Nike  32 

Solectron  12 

Wngley  Wfm.)  Jr.  13 

AVX12 

Compass  Bancshares  5 

FleetBoston  Financial  5 

Kraft  Foods  13 

Norfolk  Southern  27 

SouthTrust  5 

Wyeth  11 

Baker  Hughes  23 

Computer  Associates  22 

Fluor  29 

L-3  Communications  12 

North  Fork  Bancorp.  5 

Sprint  TON  Group  31 

Xilinx  12 

Bank  of  America  S 

Computer  Sciences  22 

Forest  Laboratones  11 

Leggett  &  Ptatt  3 

Northern  Trast  5 

SPX12 

Yahoo  22 

Bank  One  5 

Compuware  22 

Fortune  Brands  19 

Lehman  Brothers  Holdings  21 

Nortlirop  Gnimman  1 

St  Paul  21 

Zimmer  Holdmgs  11 

Bard  (C  R  )  11 

ConAgra  Foods  13 

Franklin  Resources  21 

Lexmark  Intl.  22 

NiicorSI 

Starbucks  13 

Zions  Bancorporation  5 
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WebSphere. 


software 


^'  ! 


r 

go 
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O    This  is  the  FOREMAN 


That  placed  the  Order 


El    That  went  through  the  Dealer 


p    That  notified  Contracts 


b    That  alerted  Manufacturing 


4>   That  checked  with  Accounting 


That  contacted.Shipping 


o    That  sent  the  Delivery 


6    That  sealed  the  Process 


<>   That  lives  in  the  Business  Integration  Software 


D    That  we  bu i It  Together. 


^CROSSWORLDS 


CrossWorlds  has  joined  with  IBM  to  provide 
comprehensive  business  integration  from  your 
first  step  to  the  finish.  Our  technology  powers  WebSphere®  to  not  only 
just  connect  your  applications  —  but  make  ail  your  processes  work 
together.  For  the  whole  story,  visit  ibm.com/websphere/crossworlds 


iMiiii' 


((£/  business  software 


IT'S  A  DIFFERENT  KIND  of  WORLD. 

YOU  NEED  A  DIFFERENT  KIND  of  SOFTWARE. 


mmmm^mmMmhjmm 


Finance 


INVESTING 


OFF-THE-RACK  AT 
CUSTOM  PRICES 

Is  snob  appeal  selling  "separate  accounts"? 


Wall  Street  has  a  hot  new  prod- 
uct. Never  mind  that  it  has 
been  around  for  30  years. 
Long  reserved  for  the  very 
rich,  separate  accounts  are  being  dusted 
off  and  dressed  up  as  the  investment  du 
jour  for  clients  wath  a  mere  $100,000  to 
spare.  There's  no  question  that  the 
Street  is  marketing  them  aggressively 
to  shore  up  its  shrinking  asset-manage- 
ment business.  What's  less  certain  is 
whether  these  often-expensive  products 
can  deliver  what  disgruntled  investors, 
reeling  from  a  two-year  bear  market  in 
stocks,  are  being  promised. 

Separate  accounts  allow  investors  to 
choose  from  a  wide  range  of  off-the- 
shelf  stock  and  bond  portfolios  and 
tweak  them  to  suit  their  personal  whims 
and  tolerance  for  risk.  Unlike  mutual- 
fimd  investments,  buyers  own  the  secu- 
rities directly,  so  they  have  complete 
control  over  when  they  harvest  capital 
gain  or  loss  distributions,  enhancing 
their  aftertax  returns.  It's  all  neatly 
packaged  for  an  annual  flat  fee  of  up 
to  3%  of  the  portfolio's  value.  There's  no 
extra  charge  for  trading  costs  or  in- 
vestment advice. 

That's  the  sales  pitch.  But  for  all  the 
benefits  the  providers  are  touting,  sep- 
arate accounts  aren't  everything  they're 
cracked  up  to  be.  A  recent  report  on 
the  industry  from  CeruUi  Associates,  a 
financial-services  research  firm,  found 
that  a  mere  15%  of  all  separate  ac- 
counts are  actively  customized  with  in- 
dividual  stocks  chosen  by  their  in- 


\ 


vestors.  And  only  a 
third  of  all  taxable  ac- 
counts get  the  special- 
ized tax  treatment 
that  almost  every  pro- 
gram promises. 

Worse  yet,  it's  almost 
impossible  to  compari- 
son-shop among  sepa- 
rate-account managei-s 
because  the  industry 
lacks  performance 
ratings.  "They're  be- 
ing   oversold    as    a 
result — and   in   the 
process,  sowing  the 
seeds  of  their  own 
destruction,"  says 
John  W  Eckel,  a 
planner  with  Pin- 
nacle Investment 
Management  Inc. 
in  Simsbury,  Conn. 

That's  not  stop- 
ping banks,  brokerages, 
and  the  like  from  falling 
all  over  themselves  to  get 
in  on  the  action.  Many  are  beefing  up 
their  sales  staffs.  Dreyfus  Corp.  more 
than  tripled,  to  14,  its  number  of  sepa- 
rate-account marketers,  a  special  breed 
of  sales  rep,  in  January.  Others,  like 
Morgan  Stanley  Dean  Witter  &  Co.,  are 
paying  their  brokers  higher  commis- 
sions to  sell  the  accounts.  And  mutual- 
fund  companies  such  as  aim  Funds  and 
MFS  Investment  Management  are  build- 
ing the  business  from  scratch  to  stanch 


THE  PROS  AND  CONS  OF  SEPARATE  ACCOUNTS 


HOW  THEY  WORK  Brokers  and  other  money  managers  offer  model  port- 
folios to  investors  as  an  alternative  to  mutual  funds  but  customize  them  ac- 
cording to  individual  wishes  or  needs. 


ADVANTAGES  Personal  contact 
with  portfolio  managers.  Better 
transparency,  tax  efficiency,  and 
control  over  capital  gains  compared 
with  mutual  funds.  Funds  focus  on 
55  to  65  stocks. 


DISADVANTAGES  High  account 
minimums,  averaging  $100,000. 
Steep  annual  expenses  of  up 
to  3%  of  portfolio  value.  Lack  of  ob- 
jective ratings  makes  it  difficult  to 
compare  managers'  performance. 
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the  flight  of  investors  from  their  tradjiy?  R 
tional  funds. 

Providers  are  trolling  for  hds 
prospects  among  baby  boomers,  white,! 
are  set  to  inherit  far  more  wealth  froi 
their  parents  than  any  previous  gene:  Plus 
ation,  as  well  as  job-hoppers  and  npecjal 
tirees,  whose  huge  retirement  saving  be  at 
can  be  rolled  over  into  new  accovmt  le;  ■] 
The  strategy  is  paying  off  big:  Sepjessi 
rate-accoimt  sales  are  outpacing  those  (  u  of 
hedge  funds,  mutual  funds,  and  staiiroq) 
dard  brokerage  accounts.  Boston's  F  ttaltii 
nancial  Research  Corp.  says  that  sepcbeiii| 
rate-account  assets  are  expected  t  Du 
grow  20%  a  year,  to  $1  trillion  in  200liie!iij 
having  already  quadrupled  since  thjchv 
mid-1990s.  hougi 

There  are  ways  to  fix  some  of  th  nd  $ 
shortcomings  of  separate  accoimts — bt  ays 
it  M^on't  be  easy.  Both  Momingstar  Im  Iharf, 
and  Standard  &  Poor's  (which,  Ilk  lestm 
BusiiiessWeek,  is  owned  by  The  Mcosti 
Graw-Hill  Companies)  are  working  on 
rating  system.  But  because  each  ir 
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I9stor  portfolio  is  different,  direct  com- 
arisons  aren't  cut  and  dry.  The  Money 
[anagement  Institute,  the  trade  group 
tr  the  separate-account  industry,  thinks 
le  effort  is  nearly  impossible.  "There's 
ot  much  utihty  in  digesting  all  of  that 
iformation  into  some  kind  of  simple 
,ar  system,"  sniffs  Christopher  L. 
lavis,  executive  director. 
Mutual-fund  managers  running  sepa- 
ite  accounts  will  have  to  get  used  to 
sightened  scrutiny.  Their  stock  holdings 
mutual  funds  are  published  quarterly 
most,  and  are  almost  never  up  for 
iscussion.  "Now  the  world  will  see 
leir  portfolio  daily,  and  they  are  afraid 
will  give  the  investor  and  adviser  the 
pportunity  to  question  them,"  says 
aul  D.  Schaeffer,  executive  vice-presi- 
ent  with  Capital  Resource  Advisors, 
Chicago  consultant  to  the  flnancial- 
;rvices  industry.  What's  more,  most 
lanagers  focus  on  total  returns,  keeping 
xmover  and  expenses  low.  That's  not 
hat  you  want  in  your  separate-account 
lanager,  says  Len  Reinhart,  chairman 
f  Lockwood  Financial  Group, 
hich  recommends  55  managers 
id  120  investment  styles  for  its 
jparate-account  business.  "Some 
'  our  best  aftertax  managers  are 
igh-tumover  because  they  are  con- 
;:antly  harvesting  losses,  selling 
d  buying  stocks,"  he  says. 
Many  new  entrants  will  be 
pped  up  by  the  complex  comput- 
systems  required  to  run  sepa- 
ite  accounts.  Keeping  tabs  on 
lousands  of  individual  accounts  is 
ISO  labor  intensive,  so  it's  hard  to 
:ale  up  back-office  operations  fast 
fnough  to  keep  pace  with  booming 
usiness,  CerulU  reports.  "Admin- 
^tratively,  it's  a  tough  product," 
i|iys  Reinhart,  who  worries  that  the  in- 
ustry  will  buckle  under  the  weight  of 
fs  explosive  growth.  "It's  grown,  to 
ate,  by  people  jury-rigging  systems. 
t]|t  can't  continue  to  go  that  way." 

Plus,  mutual-fund  companies  don't 
ripecialize  in  providing  financial  advice, 
he  advice  component  could  also  back- 
re:  "Many  who  will  get  into  this  busi- 
ness will  fail,"  says  Jim  Norris,  direc- 
!3r  of  strategic  planning  at  Vanguard 
roup  Inc.  "Just  because  you  have  some 
ealthy  investors  doesn't  mean  you're  in 
[|ae  high-net-worth  business." 

The  ever-resourceful  money-manage- 
lent  industry  appears  to  have  struck  a 
ich  vein  with  separate  accounts,  even 
hough  "it  seems  to  be  more  marketing 
nd  snob  appeal  than  anything  else," 
11  ays  Bryan  Olson,  director  of  the 
/harles  Schwab  &  Co.  Center  for  In- 
estment  Research.  If  so,  investors  may 
ast  be  rushing  after  fool's  gold. 

By  Mara  Der  Hovanesian 
in  New  York 


COMMENTARY 


By  Julie  Forster 


THE  HIDDEN  COST  OF  SHELF  SPUE 


I 


t's  no  secret  that  top  consumer 
brands  get  a  huge  edge  from  a 
special  ingredient:  cash  manufac- 
turers pay  stores  to  stock  their 
wares.  But  just  how  much  the  likes 
of  Kraft  Foods  and  PepsiCo  spend 
on  these  givebacks  has  always  been 
a  mystery  because  most  have  kept  it 
as  a  closely-guarded  trade  secret. 
Now,  thanks  to  a  Financial  Ac- 
counting Standards  Board  rule  that 
took  effect  in  2002,  the  public  will  see 
how  big  the  payments  are — ^for  one 
year,  anyway.  That's  because  the 
companies  must  restate  their  2001  ac- 
counts by  subtracting  the  incentives 
from  reported  sales.  Before,  they  in- 
cluded them  in  sales  numbers.  The 


WHAT  IT  TAKES  TO  MAKE  A  SALE 


An  accounting  rule  change  gives  a  one-time 
look  at  what  companies  pay  for  shelf  space 


2001  REVENUE  ADJUSTMENT* 
PERCENT  OF  SALES 


CAMPBELL  SOUP 
$0.8 


KELLOGG 
$1.3 


COCA-COLA 
$2.6 


PEPSICO 
$3.4 


-  13%  —1  15%  \"  13%  --  13%  —  14%]-- 
i 


'BILLIONS  Of  DOLLARS 


Data:  Company  reports.  C(edit  Suisse  Fust  Boston.  Prudential  Securities 


results  are  startling:  Kraft  lopped 
$4.6  biUion,  or  nearly  14%,  off  its  top 
line;  Kellogg  Co.'s  2001  sales  shrank 
15%,  to  $7.6  billion.  On  average,  food 
companies  spend  $60  billion  a  year  on 
givebacks.  That's  the  lion's  share  of 
the  $100  billion  consumer-goods  com- 
panies spend  in  the  U.  S.  for  such 
payments,  says  marketing  consultant 
Cannondale  Associates.  Net  profits 
weren't  affected,  because  the  compa- 
nies deducted  the  rebates  as  costs 
elsewhere,  usually  lumping  them  with 
general  expenses. 

FASB  gets  one  cheer  for  striking  a 
blow  for  transparency.  But  that's 
about  all.  After  the  2001  adjustment, 
no  more  before-and-after  comparisons 
can  be  made  because  FASB  didn't  take 
the  next  logical  step  and  make  com- 
panies permanently  break  out  incen- 
tives. Timothy  Lucas,  fasb's  research 
director,  says  it  was  too  complicated 
to  require  disclosure  because  many 


industries  also  use  incentives  and  are 
affected  by  the  change.  Still,  fasb 
shouldn't  have  backed  off,  especially 
for  consumer-goods  companies.  Heavy 
spending  on  promotions  can  be  a  red 
flag,  says  Kevin  McCloskey,  portfolio 
manager  for  Federated  Investors 
Inc.,  which  owns  General  Mills  and 
Sara  Lee  stock.  "They  may  be  losing 
position.  There  may  be  a  new  entrant 
into  their  market.  Or  they  just  have 
a  dud  as  far  as  a  product  is  con- 
cerned," he  says. 

FASB  also  missed  the  boat  in  other 
ways.  It  won't  make  retailers  reveal 
how  much  they  get  from  rebates.  If 
they  did,  investors  might  learn  how 
much  the  low-margin  business  de- 
pends on  them.  Compa- 
ny executives  say  that 
the  details  would  baffle 
the  public.  Says  Fran- 
cis A.  Contino,  chief  fi- 
nancial officer  of  food 
company  McCormick  & 
Co.,  which  spent  12% 
of  sales  on  incentives  in 
2001:  "We  have  some- 
what of  an  excess  of 
material  included  in  the 
footnotes.  I  don't  think 
that  this  disclosure  is 
going  to  make  it  any 
clearer." 

The  U.S.  govern- 
ment seems  to  think 
otherwise.  The  Federal  Trade  Com- 
mission is  investigating  whether  pay- 
ing for  shelf  space  is  anticompetitive, 
after  smaller  companies  complained 
they  were  shut  out  of  stores.  During 
1999  congressional  hearings,  small 
manufacturers  wore  hoods  and  testi- 
fied behind  screens  for  fear  of  retali- 
ation. A  subsequent  General  Ac- 
counting Office  investigation  got 
nowhere.  The  incentives  are  "highly 
suspicious,"  says  Senator  Christopher 
S.  Bond  (R-Mo.),  ranking  member  of 
the  Senate  Committee  on  Small 
Business  &  Entrepreneurship.  If 
they're  reasonable,  "why  in  the  dick- 
ens is  it  kept  so  secret?" 

Good  question.  Companies  clearly 
won't  answer  voluntarily,  fasb  owes 
it  to  investors  and  consumers  to 
make  them  do  so. 

Forster  covers  the  food  industry 
from  Chicago. 


BusinessWeek  /  April  15,  2002  103 


Finance 


FINANCIAL  SERVICES 

BACK  TO  SOUARE  ONE 
AT  CONSECO 

CEO  Wendt  needs  to  repeat  the  rescue  he  pulled  off  in  2000 


When  Gary  C.  Wendt  pulled  the 
insurance  and  finance  company 
Conseco  Inc.  back  from  the  brink 
of  bankruptcy  in  August,  2000,  he 
looked  like  a  hero.  The  former  boss  of 
GE  Capital  wrestled  concessions  from 
banks  to  get  the  company's  $8.3  billion 
in  debt  under  control.  The  shares  re- 
bounded from  $4.75  before  he  took  over 
as  chief  executive  to  a  peak  of  more 
than  $20  last  May. 

Now,  the  Indianapolis  company  is 
back  at  Square  One.  The  stock  is  at 
$3.90.  And  Wendt  is  again  seeking  help 
from  creditors.  This  time,  investors  are 
skeptical  he'll  be  able  to  mount  another 
llth-hour  rescue.  The  credit  and  insur- 
ance-rating agencies  Moody's  Investors 
Service,  Standard  &  Poor's,  and  A.M. 
Best  have  the  company  on  watch  for  a 
downgrade  or  negative  outlook.  Merrill 
Lynch  &  Co.  and  Salomon  Smith  Bar- 
ney have  sell  recommendations  on  the 
stock.  "If  [Conseco]  continues  to  lan- 
guish, it's  inevitable  they'll  have  to  file 
for  Chapter  11,"  says  Eric  K.  Tutterow, 
debt  analyst  at  KDP  Investment  Advi- 
sors Inc.  Conseco  spokesman  R.  Mark 
Lubbers  says:  "We  will  not  respond  to 
comments  about  bankruptcy." 

But  if  Conseco  does  slip  into  bank- 
ruptcy, it  won't  be  for  lack  of  effort  by 
Wendt.  He  saw  that  Conseco's  debt 
was  its  biggest  problem  when  he  ar- 
rived and  managed  to  cut  it  by  $2.2 
billion.  But  the  economic  slowdowTi 
pulled  the  rug  out  from  under  him. 
Revenues  from  insurance,  70%  of  Con- 
seco's business,  have  declined,  while 
investment  losses  have  to- 
taled $770  million  over 
the  past  two  years.  And 
delinquencies  on  Con- 
seco Finance  Corp.'s 

IN  A  BIND 

Investors  are 
increasingly 
skeptical 
Wendt  can 
work  a  second 
miracle 


mobile-home  loans,  mostly  to  lower-in- 
come borrowers,  have  soared.  Wendt 
says  Conseco  is  in  much  better  shape 
today  than  when  he  arrived,  and  that  he 
can  pull  it  through:  "We  remain  confi- 
dent of  our  long-term  success,  and  if 
we  get  a  little  help  from  the  economy 
should  show  progress  this  year." 

A.M.  Best  says  in  a  report  issued  on 
Apr.  2  that  Conseco  will  probably  mud- 


UNDER  SIEGE 

Woidt's  efforts  to  case 
the  co))ipa)iif's  S6  l)iltion 
debt  load  are  in  trontde: 

•  Payments  of  $500  million  on 
bank  debt  and  bonds  are  due  m 
September  and  October.  But 
Conseco  had  only  $152  million  in 
cash  at  the  end  of  2001.  so  it 
will  have  to  sell  assets. 


Creditors  have  sued  to  block  the 
restructuring  of  $1.5  billion  in 
bank  debt  because  they  are  not 
being  repaid  quickly  enough. 

Bondholders  may  not  agree  to 
swap  all  $2.54  billion  of  bonds  due 
between  2002  and  2008 
for  Ipnger-term  debt. 

•  Moody's  has  the 
company's  debt  on 
'^^*^^-  downgrade  watch, 

and  S&P  IS  on 
.     '         negative  outlook. 


die  through  this  year,  thanks  to  ass 
sales.  Still,  Wendt  faces  a  hard  slog 
October,  Conseco  said  it  couldn't  servi 
its  $6  billion  in  debt  from  cash  flow 
2002.  It  has  $500  million  in  paymer 
due  this  September  and  October.  Aft 
losses  totaling  $469  million  in  the  seco 
half  of  2001,  Conseco  had  just  $152  rr. 
lion  in  cash  at  yearend. 

On  Mar.  28,  an  agreement  with  ban 
to  extend  the  maturity  of  $1.5  bilU 
in  loans  was  challenged  in  court  by  S€ 
en  money-management  funds,  most 
them  affiliated  with  New  York-basi 
Angelo  Gordon  &  Co.  The  fimds,  whi 
hold  $200  million  of  Conseco  loans,  w; 
the  company  to  stick  to  previous  te 
Lubbers  says  the  lawsuit  is  "witho| 
merit"  and  the  mischief  of  invest 
who  have  shorted  Conseco,  one  of  t 
most  shorted  stocks  on  the  New  Yo: 
Stock  Exchange.  But  Bruce  S.  Benne 
partner  at  the  law  firm  Hennigan,  B 
nett  &  Dorman,  who  represents  t 
funds,  says:  "Angelo  Gordon  is  not  sh( 
any  Conseco  stock." 

In  any  case,  the  dispute  could  to 
do  Wendt's  strategy  of  selling  nonco 
assets  and  staving  off  creditors  until  ij 
economic  recovery  restores  profits.  D( 
eats  up  \irtuaUy  all  of  Conseco's 
from  operations — $700  million  in  20( 
Since  late  2001,  Wendt  has  bought  ba 
$266  million  of  traded  debt  at  deep  d 
coimts.  He  has  asked  lenders  to  agr 
by  Apr.  12  to  extend  the  maturity  by  ' 
to  2Vz  years  on  $2.54  billion  of  debt  di 
between  2002  and  2008.  But  he's  ru 
ning  out  of  road.  "We  think  it's  time 
puU  the  plug  on  this  credit,"  says  Katl 
Shanley,  an  analyst  at  debt-researi 
fum  Gimme  Credit. 

Even  Chapter  11  protection  woul 
n't  offer  Conseco  much  reUef.  The  coi 
pany  wovild  lose  its  A-  insurance  rati 
from  A.M.  Best — and  its  corpora 
clients,  which  can't  use  insurers  wi 
less  than  A-. 

The  main  thing  now  keeping  credito 
at  bay  is  Conseco's  insurance  operatior 
PoUcyholders  are  first  in  line  for  asse 
in  the  event  of  bankruptcy.  That's  wl 
banks  have  renegotiated  debt  terr 
twice.  This  bind  is  attracting  some  bo 
investors.  "This  year,  Conseco  will  st 
bilize,  and  then  it's  game,  set,  ai 
match,"  says  Robert  L.  Rodriguez,  ci 
of  First  Pacific  Ad\isors  Inc.  in  Los  A 
geles,  which  owiis  $60  miUion  of  Conse 
debt  and  $16  miUion  worth  of  its  share 

That  had  better  happen  soon,  thoug 
Even  if  Wendt  manages  to  buy  mo 
time,  the  trick  is  getting  harder  ai 
harder  to  pull  off. 

By  Pallavi  Gog 
in  Chiccu 
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"We  told  KPMG  Consulting: 
we  need  a  web-based 
enrollment  system  so  simple... 


1^ 


III 


"We're  delighted  that  we  surprised  MetLife  with 
how  quickly  we  were  able  to  help  them  design 
and  build  their  new  on-line  system. 

"But  we're  even  happier  that  the  system  helped 
them  become  an  even  more  successful  company. 

"After  all,  that's  the  reason  we're  in  business." 


"...that  our  MetLife  customers  can  more  easily 
manage  their  financial  future. 

"The  MetLife  mission  is  to  build  financial  freedom 
for  our  customers.  KPMG  Consulting  worked  with 
us  to  design  and  build  an  on-line  system  faster 
than  we  had  thought  possible.  The  new  system 
gives  our  customers  a  single  site  for  enrollment, 
product  information,  and  performance. 

"Our  customers  and  our  own  employees  are 
very  happy  with  their  'new  freedom.'  Customer 
satisfaction  scores  are  up,  and  so  are  employee 
productivity  and  our  operating  earnings." 


YOU  CAN   HEAR  THEIR  STORY  @  www.kpmgconsulting.com/results 
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COMMENTARY 


By  Emily  Thornton 


AUDIT  COMMIHEES'  NEW  DUCK-AND-COVER 


President  George  W.  Bush  is  urg- 
ing Corporate  America  to  win 
back  investors'  trust  post-Enron 
with  greater  accountability.  But  if 
the  &-st  trickle  of  corporate  proxy 
statements  this  year  is  any  guide, 
such  exhortations  aren't  cutting 
much  ice.  The  real  watchword  seems 
to  be  cover  your  backside. 

The  tipoff  is  in  the  reports  of  au- 
dit committees  of  corporate  boards. 
They  are  supposed  to  affirm  that  the 
books  are  legit,  that  the  audit  w^as 
thorough,  and  that  the  auditors  have 
no  flagrant  conflicts  of  interest.  Yet 
this  year,  one  company  after  another 
is  beefing  up  disclaimers  saving  that 
their  committees  aren't  responsible  if 
the  books  turn  out  to  be  cooked. 

Financial-services  companies  are 
leading  the  charge.  Riggs  National 
Corp.  says  its  audit  committee  does 
not  guarantee  that  its  financials  ad- 
here to  generally  accepted  account- 
ing principles.  Merrill,  Lynch  &  Co. 
moved  a  similar  statement  to  its  au- 
dit report  from  the  committee's 
charter  buried  in  the  back  of  its 
proxy  last  year.  Meantime,  despite 
Washington's  jawboning,  the  audit 
committees  of  Goldman  Sachs,  Liz 
Claiborne,  and  Hershey  Foods  have 
kept  lengthy  warnings  that  say 
their  conclusions  basically  don't  con- 
firm anjlhing — not  even  that  their 
companies  have  adequate  internal 
controls. 

The  committees  at  AOL  Time  Warn- 
er Inc.  and  Waste  Management  Inc. 
added  new  language  to  make  it  crys- 
tal clear  they  base  their 
recommendations  solely 
on  the  word  of  manage- 
ment and  the  auditors. 
"It  is  an  explicit  state- 
ment of  what  has  al- 
ways been  the  case," 
says  David  P.  Steiner, 
Waste  Management's 
general  counsel.  "It 
doesn't  change  our  audit 
committee's  duties,  re- 


ADDED  LANGUAGE 

A  recent  prox>'  from 
AOL  Time  Warner 
says  its  audit  panel 
"necessarily" 
must  depend  on 
the  "assurances"  of 


sponsibilities,  or  legal  liabilities." 

It's  fair  for  members  of  audit  pan- 
els to  point  out  that  their  oversight 
has  its  limits.  After  all,  a  company's 
executives  do  prepare  the  financial 
statements,  and  its  auditors  are  the 
first  line  of  scrutiny.  Still,  committee 
members  are  expected  to  know 
enough  to  ask  tough  questions  and 
should  feel  enough  confidence  in  the 
answers  to  vouch  for  the  firm's  inter- 
nal controls,  financial  statements,  and 
audit  process. 

That's  not  something  they  can 
shrug  off  at  wiU.  It's  a  legal  responsi- 
bility, enshrined  in  Se- 
curities &  Exchange 
Commission  regulations 
and  stock  market  listing 
standards  over  the  past 
several  years.  Compa- 
nies cannot  list  on  the 
New  York  Stock  Ex- 
change, Nasdaq,  or  the 
American  Stock  Ex- 
change without  proof 


management.  Not  so 


necessarily  relies  on 
auditors,  which,  in 


opinion  on  the  confonnity 


their  report,  express  an  oP'"'"'!  ""  'V' -".les   In  reliance  on  the  reviews  and 
financial  statements  to  gciy  accepted  account.ngpnnaplcs^  „,^„,hilities, 


the  Cor— • 


that  an  independent  audit 
committee  is  overseeing 
their  auditors.  "Attempts 
to  abdicate  responsibility 
completely  with  dis- 
claimer language  go  too 
far,"  says  Toby  S.  Myer- 
son,  a  partner  at  law  firm 
Paul,  Weiss,  Rifkind, 
Wharton  &  Garrison. 

Some  companies — and 
their  lawyers — say  they're 
helping  shareholders  by 
being  up  fi-ont  about  audit 
panels'  limitations.  They 
also  argue  that  it's  unrea- 
sonable to  expect  part- 
time  committee  members 
to  shoulder  the  onerous  le- 
gal responsibility  of  vouch- 
ing for  a  multinational's 
labyrinthine  accotmts.  It's 
difficult  enough  to  con- 
\ince  members  to  expose  their  repu- 
tations and  pocketbooks  to  risk,  espe- 
cially since  directors'  insurance  covers 
only  limited  amounts  of  legal  liability. 
Besides,  audit-panel  chairmen  typical- 
ly earn  only  $10,000  more  than  other 
directors,  w^ho  are  paid  $94,000  on  av- 
erage and  rarely  get  anything  extra. 

Some  experts  argue  that  laws 
must  be  changed  to  shift  panels' 
prime  interest  from  self-protection 
to  assuring  shareholders  that  finan- 
cials are  accurate.  "If  you  create  a 
[legal]  regime  where  people  are 
more  concerned  about  passing  a  test 
to  avoid  habUity,  then  you  have  ac- 
complished nothing,"  says  Charles 
M.  Elson,  professor  of  corporate 
governance  at  the  University  of 
Delaware.  "Today,  the  law  is  form 
over  substance." 

Writing  boilerplate  disclaimers 
is  the  polar  opposite  of  accepting 
greater  accountability.  That 
will  come  only  when  audit  commit- 
tees are  staffed  by  executives  with 
the  time  and  the  will  to 

ask  tough  questions — and 
the  guts  to  stand  by  their 
recommendations. 

Thornton  covers  finance 
from  New  York. 
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Economics 


COMMENTARY 


By  Paul  Raeburn 


HYBRID  CARS:  LESS  FUEL  BUT  MORE  COSTS 


M 


any  economists  and  free-mar- 
ket conservatives  have  long 
argued  for  using  rigorous  cost- 
benefit  analysis  to  judge  environmen- 
tal proposals.  That  would  mean  pick- 
ing the  policy  that  offers  the  biggest 
bang  for  the  buck. 

It's  ironic,  then,  that  the  latest  en- 
vironmental decision  by  the  Bush  Ad- 
ministration involves  choosing  the 
least  cost-effective  of  two  options.  The 
question  is  how  best  to  increase  the 
fiiel  efficiency  of  vehicles  over  the 
next  10  years.  Environmentalists  have 
pushed  for  mandat- 
ing higher  gas 
mileage  for  cars  and 
light  trucks — the 


for  each  gallon  of  gas  saved,  assuming 
the  car  has  a  12-year  lifetime. 

Hybrid  vehicles,  which  also  include 
an  electric  motor  to  aid  propulsion, 
get  better  mileage — but  that  extra 
boost  comes  at  a  big  cost.  For  exam- 
ple, the  ACEEE  study  calculates  that  a 
hybrid  Taurus  could  get  almost  53 
mpg.  However,  the  electric  system 
would  add  $3,500  to  the  price  of  the 
car — or  $1.38  per  gallon  of  gas  saved. 
That's  more  than  double  the  cost  of 
the  per-gallon  savings  using  conven- 
tional technology.  The  figures  vary  for 


corporate  automo- 
tive fuel  efficiency 
(cafe)  standards. 
By  contrast,  Presi- 
dent Bush  threw 
his  support  behind 
gas-electric  hybrid 
cars,  a  newer 
technology. 

Unfortunately, 
while  hybrids  offer 
more  gas  mileage, 
they  do  so  at  a  far 
higher  cost  per  gal- 
lon of  gasoline 
saved.  Thus,  a  re- 
duction in  pollution 
and  oil  consumption 
will  cost  more  than 
twice  as  much  using 
hybrids,  compared 
to  raising  cafe 
standards.  On  cost- 
benefit  grounds, 
higher  cafe  stan- 
dards are  far 
preferable  to  hy- 
brids, at  least  over  the  next  decade. 

The  cost  comparison  comes  from  a 
study  done  last  year  by  the  American 
Council  for  an  Energy-Efficient  Econ- 
omy (aceee),  a  nonprofit  research 


What  the  Choices  Are 

Shifting  to  hybrid  cars — ^which  use  a  combination  of  gas  and  electric 

engines — ^would  boost  fuel  efficiency,  but  at  a  big  price. 

Here  are  different  options  for  improving  the  gasoline  consumption 

of  a  midsize  sedan,  together  with  what  each  would  cost. 


OPTION 

TODAY'S  MILEAGE  STANDARDS 

MODERATE  FUEL-EFFICIENCY  STANDARDS 

AGGRESSIVE  FUEL-EFFICIENCY  STANDARDS 

PARTIAL  HYBRID  (15%  OF  POWER  FROM  ELECTRICITY) 

CONVERSION  TO  FULL  HYBRID  (40%  OF  POWER 
FROM  ELECTRICITY) 


*Based  on  12  years,  12,000  miles  per  year,  and  a  retail  gas  price  of  $1.35  per  gallon 
Data:  American  Council  for  an  Energy-Efficient  Economy 


other  cars  and  trucks,  but  generally 
the  added  cost  of  hybrids  is  1.5  to  3 
times  the  added  cost  of  conventional 
improvements. 

Another  way  to  compare  numbers 


group  in  Washington.  The  study  found     is  to  see  how  long  the  gas  sa\ings 


that  in  midsize  cars,  such  as  the  Ford 
Taurus,  boosting  mileage  from  26  mpg 
to  about  41  mpg  using  conventional 
technology,  such  as  better  engines  and 
transmissions,  would  add  $1,000  to  the 
price  of  the  car.  Those  efficiency  im- 
provements work  out  to  a  cost  of  570 


would  take  to  cover  the  extra  pur- 
chase costs.  For  conventional  cars, 
that  happens  in  Z'A  to  6  years,  de- 
pending on  the  model.  For  hybrids, 
the  payback  period  is  7  to  WA  years. 

Moreover,  the  shift  to  hybrids,  if 
widespread,  would  impose  a  substan- 


tial cost  on  car  buyers.  In  the  ex- 
treme case,  requiring  that  all  new 
U.  S.  cars  and  light  trucks  have  a  hy- 
brid system  would  cost  $56  bilhon  a 
year,  if  the  average  additional  cost  per 
vehicle  is  $3,500.  By  comparison, 
tougher  fuel  standards  with  conven- 
tional technology — at  an  average  cost 
of  $1,000  per  vehicle — woidd  impose  a 
yearly  cost  of  only  $16  billion. 

The  ACEEE  analysis  suggests  that 
the  right  economic  choice  for  Bush 
over  the  short  term  is  tougher  CAFE 
standards,  not  hybrid  cars.  In  March, 
however,  Congress  re- 
fused to  act.  Instead,  it 
asked  the  Transporta- 
tion Dept.  for  a  two- 
year  study  of  tougher 
standards.  Bush  sup- 
ports the  development 
of  hydrogen-powered 
fuel-cell  vehicles  over 
the  long  term,  but  such 
autos  are  still  at  least  a 
decade  away. 

Hybrid  cars  do  have 
virtues  that  aren't  ap- 
parent in  simple  cost 
calculations.  "The  in- 
dustry is  investing  in 
them  because  they 
think  they  will  need 
them  for  higher  effi- 
ciency in  the  fiiture," 
says  John  DeCicco,  the 
lead  author  of  the 
ACEEE  report,  who  is 
now  at  Environmental 
Defense,  an  advocacy 
group  in  Washington, 
D.  C.  Still,  the  only  way 
that  manufacturers  can 
sell  hybrid  cars  today 
is  by  heavily  subsidiz- 
ing them — something  that  doesn't 
make  sense  on  a  large  scale. 

The  Administration  may  not  be 
moved  by  environmentalists,  but  it 
should  taJce  a  closer  look  at  the  num- 
bers. Raising  CAFE  standards  is  not 
only  more  affordable,  it's  also  likely  to 
be  more  palatable  to  consumers.  This 
is  one  case  in  which  what  is  good  for 
the  environment  is  good  for  the  econ- 
omy, too. 

Raeburn  covers  the  envirmiment 


FUEL 

EFFICIENCY 
;  (MPG) 

COST  FOR 
EACH  GALLON 
OF  GAS  SAVED* 

26.2 

— 

140.8 

57(J 

i45.8 

m 

52.6 

$1.38 

i59.3 

$1.80 
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Sports  Business 


COMMENTARY 


By  Andrew  Zimbalist 


ALL  RIGHT  ALL  YOU  LAWYERS,  PLAY  BALL! 


On  Apr.  1,  Major  League  Baseball 
kicked  off  its  2002  season  without  a 
collective  bargaining  agreement.  The 
last  time  that  happened  was  in  199i, 
and  the  results  were  disastrous.  Will 
this  year  be  any  different?  We  asked 
noted  sports  ecojiomist  Andrew  Zim- 
balist. His  predictions: 

This  season,  the  owners  have 
pledged  that  they  wiil  not  lock 
out  players  or  unilateral- 
ly try  to  impose  an 
agreement.  The  play-      „■» 
ers,  rather  than         *  ^^i 
striking  as  in 


1994,  are 

.^^1 

likely  to        / 

1^ 

take  a        ^a 

W^ 

decid-    j-.4|V 

T 

edlv     ^H 

RAMIREZ: 

differ-  ^^ 

His  eight 

ent  tack, 

year 

too:  decertify 

contract 

their  union 

counts 

and  sue  the 

as  debt 

owners  on 

antitrust 

^ 


grounds.  They  can  do 
that  because  in  1998, 
Congress  lifted  mlb's 
antitrust  exemption  as 
it  applies  to  collective 
bargaining. 

How  does  the  owners'  behav- 
ior \iolate  antimonopoly  rules? 
First,  to  increase  revenue  sharing 
and,  purportedly,  promote  com- 
petitive balance,  the  owTiers 
want  to  impose  a  nominal  50% 
tax  on  the  net  local  revenue  of 
each  club  (the  net  rate  is  48.33%). 
The  effective  tax  is  actually  much 
lower  than  that  because  teams  get  to 
hide  substantial  revenue  from  stadium 
and  local-T\'  deals  and  also  to  liberally 
deduct  expenses  related  to  stadium 
operations.  Yankees  o\\'ner  George 
Steinbrenner,  for  instance,  is  likely  to 
pull  in  over  $200  million  from  his  yes 
network  but  reportedly  wiU  claim  only 
$54  million  as  local-T\'  revenue. 


BusinessWeek  online 


For  a  related  story  on  the  Yankees'  YES 

network,  see  the  April  3,  2002  Daily  Brieting 

at  www.businessweek.com. 


For  every  dollar  of  extra  revenue 
that  a  star  player  brings  in,  then,  the . 
team  has  to  share  50%  with  other 
clubs.  That  makes  a  star  50%  less 
valuable  to  the  team.  And  guess  what. 
Other  things  being  equal,  his 
salar\'  offer  will  likely  fall 
by  about  50%.  Al- 
though lower  salaries 
may  be  a  desirable  out- 
come, that  is  nonetheless 
a  restraint  on  free  labor 
markets. 

Second,  Commis- 
sioner Bud  SeHg, 
after  not  enforcing 
the  rule  about  one 
team  pro\iding 
another  with  fi- 
nancing when 
his  Brewers 
got  a  loan 
from  Minneso- 
ta Twins  owner 


Carl  Pohlad,  has  decided 
that  he  is  going  to  enforce  a 
different  financing  rule  that 
has  been  honored  in  the 
breach  in  recent  history.  It 
states  that  a  team's  debt  can- 
not exceed  40%  of  asset  value. 
On  the  surface,  the  rule  smacks 
of  financial  prudence,  but  the 
de\il  is  in  the  details — ^two  of 
them  in  particular. 
Selig  has  declared  that  a  team's 
asset  value  shall  be  set  at  two  times 
annual  revenue,  adjusted  for  base- 
ball's internal  sharing.  For  in- 
stance, the  Boston  Red  Sox  in  2001 
had  adjusted  revenue  of  $160.5  mil- 
lion, according  to  figures  that 
Selig  pro\ided  to  Con- 
gress. By  the  Selig  val 
nation  rule,  the  Red 
Sox  would  be  worth 
$321  million  and  al- 
lowed a  debt  of 
$128.4  million. 

Yet  the  market 
tells  us  that  the 
Red  Sox — ^recently 
sold  for  $700  mil-' 
Hon — are  worth  much 
more.  Even  subtracting 


ZIMBALIST 
PREDICTS 

While  baseball  uvnf 
shut  down  this  season, 
players  are  likely  to 
decertify  their  union 
and  sue  owners  for 
antitrust  violations 


the  value  of  the  real  estate  and  the 
80%c  of  the  New  England  Sports  Net- 
work that  came  with  the  team,  the 
Red  Sox  would  be  worth  as  much  as 
$500  mUhon.  In  this  range,  the  appro- 
priate revenue  multiple  is  around 
three,  not  two.  And  allowable  debt 
would  be  in  the  neighborhood  of  $190 
miUion,  not  $128.4  million. 

The  other  detail  is  that  teams  must 
count  long-term  contracts  as  debt. 
(There's  a  strong  irony  here:  When 
they  file  taxes,  teams  covmt  them  as 
amortizable  assets.)  For  instance,  in 
late  2(XX),  the  Red  Sox  signed  outfield- 
er Manny  Ramirez  to  an  eight-year, 
$160  million  deal.  As  of  June,  when 
the  SeUg  rule  kicks  in,  the  Red  Sox 
win  have  a  long-term  obligation  to 
Ramirez  of  about  $120  million,  which 
win  be  included  in  its  allowable 
debt — plus  about  $66  million  more  in 
obligations  to  seven  other  players.  It 
also  had  $40  million  of  preexisting 
debt  that  was  assumed  by  the  new 
owners,  the  John  Henry  group. 
So,  even  before  Henry  & 
Co.'s  own  financing  of  its  pur- 
chase is  counted,  under  the  Selig  rule, 
the  Red  Sox  are  over  their  debt  (read 
salarjO  limit. 

That  means  the  team  must  apply 
for  a  short-term  exemption.  And  then, 
for  the  remainder  of  2002  and  the 
next  off-season,  it  will  have  no  flexibil- 
ity in  its  payroll.  In  practice,  there- 
fore, MLB  is  imposing  a  salary  cap  that 
was  not  collectively  bargained,  consti- 
tuting a  restraint  of  trade  not  subject 
to  the  nonstatutory'  labor  exemption. 

Then  there  is  the  matter  of  Major 
League  Baseball's  threat  to  ax  two 
teams.  Expect  lawsuits  from  state 
attorneys  general,  prospective  own- 
ers, and  the  players.  In 
short,  prognosticating 
about  the  baseball  sea- 
son is  simple:  moim- 
tains  of  litigation 
and  the  Yanks  in 


seven. 


The  ivriter  is 
the  Robert  A 
Woods  Professor 
of  Eco)iomics  at 
Smith  College  in 
Northampton,  Mass. 
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SUZIE  HAS  THE  LATEST  CELL  PHONE. 
5UZIE  HAS  THE  FASTEST  LAPTOP 
;UZIE  ISN'T  AS  CONNECTED  AS  SHE  THINKS 
SHE  IS.  SHE  NEEDS  THE  SPRINT  PCS 
^LEAR  WIRELESS  WORKPLACE. 


s  wireless  web  access,  advanced  voice  services, 
lanagement  tools,  smart  devices  and  crystal-clear  calls. 

s  custom-packaged  for  your  company's  needs.  It's  also  supported 

y  the  largest  all-digital,  all-PCS  nationwide  network 

uilt  from  the  ground  up,  reaching  more  than  230  million  people. 

can  make  your  people  more  productive.  Get  the 
fhole  Clear  Wireless  Workplace  story  at  sprintpcs.com 


Sprint 


Sprint  PCS 


At  the  beginning  of  the  day,  it's  all  about  possibilities. 


■i*> 


At  the  end  of  the  day,  it's  all  about  results. 


And  everything  in  between  is  about 
how  we  can  help  you  get  there. 


Asset  Management 

Institutional  Asset  Management 

Mutual  Funds 

Private  Wealth  Management 

Corporate  and  Institutional  Services 

Asset  Servicing 

Human  Resources  Services 

Treasury  Services 
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Gems  Among  the  Trash? 

Spin-offs  are  often  loaded  with  woes.  But  the  exceptums  are  worth  the  research 


BY  SUSAN 
SCHERREIK 


After  years  of  merger  mania,  some  of  the 
largest  U.S.  companies  are  doing  a  180- 
degree  turn.  Thej^re  spinning  off  pieces  of 
their  empires  for  a  variety  of  reasons:  to 
raise  badly  needed  cash,  to  recast  their 
images  as  more-fociised  entities,  or  simply 
because  the  merger  didn't  work. 
If  these  companies  are  selling,  should  you  be 
bujing?  Unfortunately,  spin-offs  don't  have  a 
great  track  record.  Management  consultant  Booz 
Allen  Hamilton  studied  232  spin-oflfe  by  companies 
in  the  Standard  &  Poor's  500-stock  index  during 
the  1990s  and  found  that  only  26%  outperformed 
the  index  in  the  first  two  yeai-s  after  the  spHt.  On 


SPIN-OFF 

How  They  Rate 

COMMENTS 

PICKS 

FMC  TECHNOLOGIES 

Spun  off  from  chemical  company  FMC  last  June, 
FMC  Technologies  is  seen  as  undervalued,  in  part 
because  it's  below  most  of  Wall  Street's  radar 

RIBAPHARM 

ICN  Pharmaceuticals  plans  to  begin  a  spin-off  with  a 
17%  IPO  of  its  biotechnology  unit,  which  specializes 
in  cancer  and  hepatitis  treatments 

PANS 

CAROLINA  GROUP 

When  Loews  partially  spun  off  its  tobacco  subsidiary 
in  February,  it  kept  every  penny  of  the  proceeds 

TRAVELERS 
PROPERTY- 
CASUALTY 

Citigroup's  spin-off  of  a  21%  stake  in  this  property- 
casualty  insurer  on  Mar.  21  may  reflects  worries  about 
its  liabilities  for  asbestos  claims 

Data:  Spin-Off  Advisors;  BusinessWeek 

average,  the  parent  company's  shares  outpaced 
the  siP  by  3.8  percentage  points,  whQe  spin-offs 
trailed  the  market  by  half  a  point.  "For  every 
home  run,  there  are  many  more  spin-offs  that 
bomb,'"  says  Chuck  Lucier,  a  senior  \ice-president 
at  Booz  Ahen  Hamilton.  Why?  In  part,  because 
the  pai'ent  topically  structures  the  deal  to  bene- 
fit itself  at  the  expense  of  its  offspring.  Often,  a 
parent  sells  a  subsidiaiy  via  the  stock  market  if  it 
can't  get  a  better  price  elsewhere.  'I>^'co  Interna- 
tional is  seeking  to  sell  its  financial-services  arm, 
either  to  another  company  or  through  a  spin-off, 
whichever  route  proves  more  lucrative. 

T>>'pically,  companies  shed  di\isions  that  aren't 
as  profitable  or  gro^^dng  as  fast  as  their  core 
businesses.  Drug  giant  Merck  recently  announced 


plans  to  jettison  Merck-Medco,  the  mail-ordj 
pharmacy  unit  acquired  in  1993.  Although  t^ 
subsidiary'  genei*ates  55%  of  Merck's  revenues, 
profit  margins  are  much  slimmer  than  Merclj 
core  drug  business.  Merck  hasn't  yet  releas^ 
sufficient  details  about  the  spin-off  to  tell  if  it's 
good  deal  for  investors.  However,  analysts  belief 
Merck-Medco  could  boost  sales  as  an  independe 
entity  because  it  %\'ill  be  more  easily  able  to  dJ 
tribute  a  broad  array  of  drugs.  Originally,  Mer| 
purchased  it  to  push  Merck  products. 

Parent  companies  also  tend  to  overload  spin-oJ 
\\ith  debt  or  dump  other  liabilities  on  them. 
Mar.  21,  Citigroup  spun  off  21%  of  its  Travele 
Property  Casualty  unit  in  a  $3.9  biUion  initj 
public  offering.  The  financial  giant  plans  to 
tribute  the  remaining  Travelers  shares  as  a  di^ 
dend  to  Citigroup  shareholders  by  yearend. 
possible  reason  for  the  deal  is  that  Citigroj 
wants  to  distance  itself  fi:'om  the  potential  costs  | 
Travelers'  asbestos  claims  (BW — Apr.  1).  Si 
larly,  Goodrich  plans  to  pass  on  its  asbestos 
bility  to  EnPro  Industries,  its  diversified  industr 
subsidiarj^  slated  for  a  spin-off  in  June. 

Another  problem:  Parent  companies  oft^ 
hoard  the  money  they  get  when  they  spin 
subsidiaries.  Nestle  kept  most  of  the  proce€ 
when  it  sold  a  23%  stake  of  its  Alcon  eye- 
imit  in  a  Mar.  20  IPO  that  raised  $2.3  bilUon. 
con  further  paid  Nestle  a  $1.2  billion  divide^ 
right  after  the  deal  (BW— Mar.  18). 

Still,  some  spin-offs  turn  out  well.  Shares] 
luxury  leather-goods  designer  Coach  have  tnpt 
since  its  separation  from  Sara  Lee  in  Octobj 
2000.  That's  because  the  company  revamped 
product  line,  opened  new  stores,  and  strucl 
joint-venture  deal  to  tap  the  Japanese  markj 
Kraft  Foods,  the  nation's  largest  foodmaker, 
hit  its  stride  since  vmcoupUng  from  Philip  Mor 
last  June.  Kraft  rolled  out  new  versions  of 
miliar  brands  such  as  Oreo  cookies.  That 
boosted  revenues,  and  its  shares  chmbed  26^ 

What's  the  trick  to  finding  a  promising  sj 
off?  Booz  AUen  Hamilton's  Lucier  advises  seeP 
companies  that  can  articulate  a  clear  plan 
growth.  Surprisingly,  he  says,  this  point  is  oft 
missed  in  the  prospectus  and  in  pitches  to  inj  f^ 
tutional  investors.  "The  focus  is  on  the  past  p  jj^ 
formance  of  the  parent  and  the  fact  that  t 
new  company  will  be  a  pure  play,"  Lucier  sa^ 

Tj-pically,  big  companies  conduct  a  spin-off  ii 
two-step  process  that  begins  with  selling  abou  f-.J 
20%  stake  of  a  business  imit  in  an  IPO.  Six 
nine  months  later,  the  parent  company  distribu 
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-tr!a,res  to  its  shareholders.  Because  these  deals 
!id  to  be  well-publicized,  investors  usually  don't 
)ft(it  any  bargains,  he  says. 
ri(  I  Investors  can  often  find  the  best  value  by 
*icking  with  smaller,  less  well-known  spin-offs, 
aijally  companies  with  market  capitalizations  of 
I  .^|s  than  $3  bilhon,  says  Joseph  Cornell,  a  prin- 
jeiiial  at  Chicago  investment  researcher  Spin- 
jf  Advisors.  Cornell  looks  for  spin-offs  in  which 
«  p  parent  simply  distributes  all  the  subsidiary 
ipl  ires  to  existing  shareholders.  Such  deals  ini- 
)t)(  lly  get  less  attention  from  analysts,  and 
i lire's  often  an  opportunity  to  buy  shares  on 
;ck  i  cheap. 

rki  If  the  parent  is  part  of  the  s&p  500  but  the 

al  n-off  isn't,  for  instance,  index  funds  will  quick- 

jjrisell  the  spin-off  and  put  downward  pressure 

if  I  its  stock  price.  That's  one  reason  Cornell  says 

trestors  should  keep  an  eye  on  Combined  Spe- 

Ity,  the  underwriting  unit  that  insvirance  giant 

[Jn  plans  to  spin  off  in  May.  Both  companies 

ki)uld  benefit  after  the  spin-off  because  right 

:  V,  the  parent's  rivals  don't  want  to  do  business 

ift  :h  the  subsidiary,  and  vice- versa. 

« Cornell  also  favors  fmc  Technologies,  which 

.  jX  .kes  such  diverse  gear  as  electric  juicers  and 

t  port  cargo  loaders.  Even  though  chemical 

-aj  npany  fmc  spun  off  fmc  Technologies  in  an  IPO 

ii  t  June  and  distributed  remaining  shares  in 

jU  cember,  Cornell  says  Wall  Street  has  paid  Ut- 

>;ix    attention  to  the  new  company.  "This  is  a 

i)il  h-quality  spin-off  that  has  fallen  through  the 


cracks,"  he  says.  FMC  Technologies  recently  trad- 
ed at  $20  a  share,  around  its  IPO  price. 

Another  opportunity  is  drugmaker  Allergan's 
spin-off  of  eye-care  unit  Advanced  Medical  Op- 
tics. In  June,  AUergan  plans  to  distribute  all 
shares  in  Advanced  Medical  Optics  as  a  divi- 
dend to  Allergan  shareholders.  In  this  case, 
Cornell  suggests  buying  the  parent  before  the 
deal  because  he  expects  both  Allergan  and  Ad- 
vanced Medical  Optics  to  thrive  afterward.  He 
says  each  will  be  able  to  better  focus  on  its 
core  business. 

Even  with  an  attractively  priced  spin-off,  in- 
vestors need  patience.  "It  usually  takes  years 
to  realize  the  value  of  a  spin-off  because  the 
new  company  must  find  its  way  as  a  stand-alone 
entity,  says  Abbott  Keller,  co-manager  of  Undis- 
covered Managers  Special  Small  Cap  Fund.  One 
spin-off  Keller  finds  attractive  is  Massey  Energy, 
a  coal  company  that  was  uncoupled  from  con- 
struction giant  Fluor  18  months  ago.  Because 
of  its  size,  Massey  is  one  of  the  few  Appalachian 
coal  companies  that  can  afford  the  environmental 
upgrades  required  to  expand  in  the  region,  Keller 
says.  He  figures  Massey  wiU  also  benefit  from  ris- 
ing coal  prices  at  a  time  when  it  is  poised  to  re- 
new long-term  contracts  with  power  plants. 

Spin-offs  are  a  convenient  way  for  Corporate 
America  to  sweep  away  past  sins  and  pocket 
extra  cash.  The  challenge  for  investors  is  to  find 
the  gems  among  what  are  usually  just  cast-offs. 

With  Leuris  Braham 


An  Investor's 

Guide 
To  Spin-OITs 

■  Seek  less-publicized 
deals.  Bargains  often 
appear  when  compa- 
nies distribute  shares 
of  spin-offs  to  existing 
shareholders  rather 
than  first  selling  a 
small  stake  through 
an  IPO. 

■  Make  sure  managers 
clearly  articulate  a 
growth  plan. 

■  Avoid  spin-offs  that 
the  parent  overloads 
with  debt. 

■  Check  to  see  if  IPO 
proceeds  will  go  to  the 
spun-off  subsidiary, 
not  just  the  parent 
company. 
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Reckoning  the  Cost 
Of  Stock  Options 

Outstanding  shares  can  be  a  drag  on  earnings 


BY  ANNE  TERGESEN 


TABLE  1 

Cisco's  options  outstand- 
ing rose  from  876  million  to 
1.06  billion  over  three 
years.  Its  annual  grants 
also  increased,  from  245 
million  to  320  million. 


Ithough  the  stock  of  Yahoo!  is  down  8% 
since  ceo  Terry  Semel  took  the  reins  last 
May,  the  Internet  portal  recently  handed 
Semel  1  million  stock  options  on  top  of 
the  10  million  he  already  owns.  And  why 
not?  While  Semel's  $254,853  salary  took  a 
ibite  out  of  200rs  bottom  line,  the  esti- 
mated $194  million  value  of  his  stock  options — ^as- 
suming the  stock  earns  a  10%  annual  return — 
will  never  appear  as  an  expense  on  the  official 
income  statement.  In  fact,  because  options  "don't 
hit  the  income  statement,  corporations  view  them 
as  free,"  says  Elizabeth  Fender,  a  director  of 
corporate  governance  at  tiaa-cref,  which  man- 
ages $270  billion. 

Since  options  require  no  cash  outlays,  com- 
panies argue  the  current  accounting  treatment  is 
appropriate.  Moreover,  supporters  say  that  by 
granting  employees  an  ownership  stake,  options 
align  the  interests  of  shareholders  and  employees 
as  no  other  form  of  compensation  can. 


m 

n 

1 


tSR 

Eso: 


ihefi 
ider' 


Options 
Available 


OPTIONS  OUTSTANDING 

Wei  ghted -Average 
Exercise  Price 


for  Grant 

Options 

per  Share 

BALANCE  AT  JULY  25, 1998 

176 

876 

$  6.25 

Granted  and  assumed     ^ii- 

-J&     (245) 

245 

22.22 

Exercised 

(210) 

3.09 

Canceled 

22 

(22) 

10.85 

Additional  shares  reserved 

359 

- 

- 

BALANCE  AT  JULY  31, 1999 

Granted  and  assumed     jgg 

Exercised 

Canceled 

Additional  shares  reserved 


312 
(295) 

37 
339 


889 
295 

(176) 
(37) 


11.22 

52.10 

5.75 

22.70 


BALANCE  AT  JULY  29,  2000 

Granted  and  assumed 

Exercised 

Canceled 

Additional  shares  reserved 


393 
(320) 

98 
351 


971 
320 
(133) 
(98) 


24.19 

39.93 

7.43 

41.82 


However,  in  the  wake  of  Em-on's  collap; 
critics  in  Congress  and  at  the  International  A 
counting  Standards  Board,  the  industry's  glol 
rulemaking  body,  have  introduced  plans  to  cod 
options  against  the  bottom  Une.  Businesses 
lobbying  against  such  a  move,  which  woi 
doubtless  curb  the  huge  awards  critics  blai 
for  encouraging  aggressive  accounting  (page  12 
Regardless  of  what  happens  to  the  accounti 
rule's,  shareholders  should  pay  attention  to  t 
cost  of  options.  That's  why  BusinessWeek  is  t 
amining  options  accounting  as  part  of  a  seri 
The  Fine  Print.  Stock  options  give  their  holdf 
the  right  to  buy  company  stock  at  today's  pr 
in  the  future,  usually  within  10  years  from 
grant  date.  Say  an  employee  has  options  to  b 
a  stock  for  $10  when  it's  trading  at  $25.  To 
ercise  the  options,  the  employee  pays  the  cofcces 
pany  $10  a  share,  then  can  sell  the  stock  on  t 
open  market  for  a  profit  of  $15  a  share. 

While  the  employee 
makes  out  well,  other 
shareholders  do  not.  Ex- 
ercised options  turn  into 
stock,  which  increases  the 
number  of  shares  out- 
standing. With  earnings 
now  spread  over  more 
shares,  eamings-per-share 
declines,  reducing  the 
stockholders'  slice  of  the 
pie.  Companies  with  rapidly  rising  earnings  mij 
avoid  this  dilution.  More  often,  though,  co: 
rate  treasurers  buy  back  stock  on  the  open  mfciljn' 
ket  to  avoid  issuing  extra  shares.  If  the  compa 
spends  $25  for  a  share  it  sells  to  an  employee 
$10,  there's  a  cash  drain.  The  impact  doesMo'sea 
show  up  in  the  earnings  statement,  I  it  '^ 
it  does  hurt  the  cash  balance. 

Although  companies  don't  have  ^  won 
treat  options  as  an  expense,  they  mi  strtai 
disclose  key  details  about  their  optic  >:j,j 
programs — including  restating  the  b  pany 
tom  line  for  the  cost  of  options.  To  j  fte  fe 
the  lowdown,  flip  to  the  footnote 
voted  to  options  in  the  armual  repcfcjjne 
The  first  table  quantifies  the  numl  Dnjj 
of  options  outstanding.  Here,  you  <  itjij, 
compare  the  size  of  the  company's  :  ptjj^ 
nual  options  grants  in  recent  years,  jjjj 
In  the  case  of  Cisco  Systems,  Tab!  )v  ^ 
shows  a  growing  reliance  on  opti(  -^ 
during  a  time  of  financial  pressu  ^pj 
Grants  rose  from  245  million  in  fis  ioffj 
year  1999  to  320  million  in  fiscal  20  ^^ 
You  can  also  find  how  many  optii  ^^ 
were  exercised  and  canceled,  which  u    §jjj 


^ 

^ 


BALANCE  AT  JULY  28.  2001 


522 


1,060 


$29.41 


ally  occurs  when  employees  leave.  lA^r  i« 
bottom  line  for  Cisco:  The  number 

options  outstanding  is  up  from  876  r  jj,,, 

lion  to  1.06  biUion  in  just  three  yeai  j.-^ 

To  be  sure,  many  options  issued  d  kjjj^ 

ing  the  bull  market  can  only  be  ex  f^^. 
cised  at  prices  far  above  the  stoc 

current  value.  As  a  result,  they  ;  y 

likely  to  expire  worthless.  Take  the  :  ^^^^ 
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OPTIONS  OUTSTANDING 


OPTIONS  EXERCISABLE 


ill 


Range  of 
Exercise  Prices 


Number 
Outstanding 


Weighted-Average 

Remaining  Contractual 

Life  (in  Years) 


Weighted-Average 

Exercise  Price 

per  Share 


Number 
Exercisable 


Weighted-Average 

Exercise  Price 

per  Share 


$  0.01-   8.39 

8.40-18.57 

18.58-50.38 

50.39-67.75 

67.76-74.94 


226 
255 
338 

214 
27 


4.45 
6.64 
7.52 
7.54 
7.77 


$  4.97 
13.98 
37.45 
55.85 
69.35 


214 

140 

86 

59 

6 


$  5.07 
12.05 
28.32 
55.47 
69.70 


Total 


1,060 


6.66 


$29.41 


505 


$17.62 


Years  Ended 


ri'llion  options  Cisco  granted  in  2001,  at  an  av- 
:  age  strike  price  of  $39.98.  With  Cisco's  stock  at 
b7,  who  would  pay  nearly  $40? 
t'But  some  of  Cisco's  options  can  be  exercised 
till  prices  below  even  today's  stock  price.  If  you 
t  Id  the  first  two  lines  on  the  right  side  of  Table 

under  "options  exercisable,"  you  find  that  354 
_.llion  options — a  third  of  the  1.06  billion  out- 

inding — are  exercisable  at  prices  below  $17. 

A  glance  to  the  left,  under  "options  outstand- 

l"  reveals  that  yet  more  options  sport  strike 
i  ces  below  today's  stock  price.  But  many  have 
''.'a. t  to  "vest,"  or  become  employees' 
;  operty.  Nearly  all  of  the  options  in 
j^i  first  two  lines  of  the  table — a 
^.al  of  481 — can  be  profitably  ex- 
I  ised.  Subtract  the  354  million  that 

B  now  exercisable,  and  you  get 
iiis7  million  that  have  yet  to  vest. 
qis  table  tells  you  there's  a  strong 
rassibility  shareholders  may  have  to 
Mire  their  stakes  with  owners  of 
e  additional  half-bilHon  shares.  So, 
esko's  earnings  will  be  spread  over 
I,  but  7%  more  shares. 

Now,  back  to  the  heart  of  the  options  debate. 
ve  lat  would  be  the  effect  on  earnings  if  options 
mitre  treated  as  an  expense?  The  second  line  of 
i  Die  3  reveals  that  with  options  factored  in,  the 
tb^pany  would  have  posted  a  $2.7  billion  loss 
Oil  the  fiscal  year  ended  last  July  28.  That's  al- 

( st  triple  the  $1  billion  loss  actusJly  reported.  To 

m  ermine  the  year's  options  expense,  subtract  the 

Mil  I  forma  earnings  on  the  second  Une  from  the 

u !  (orting  earnings  on  the  first.  The  difference  is 

<i  options  expense,  which  in  Cisco's  case  climbed 

ri  m  $536  miUion  in  1999  to  $1.69  billion  in  2001. 

•bliHow  does  Cisco  figiu-e  the  options  expense? 

•.ke  most  companies,  it  uses  the  Black-Scholes 

<u.ions  pricing  model.  This  estimates  the  fair 

fc  lue  of  the  options  granted  that  year  based  on 

\3\  four  assumptions  in  Table  4.  The  expected 

dudend  and  the  risk-free  rate,  are  straightfor- 

u  rd.  Since  Cisco  does  not  pay  a  dividend,  that 

Inber  is  zero.  Companies  must  use  govern- 
er  nt  bond  yields  as  a  proxy  for  the  risk-free 
'  ne,  says  Janet  Pegg,  accounting  analyst  at 
aiir  Steams.  For  Cisco,  it's  5.4%. 

i  But  attaching  a  value  to  the  stock's  expected 

es  atility  is  an  inexact  science  that  leaves  "room 

-  nc  manipulation,"  says  Julia  Grant,  associate  ac- 

.  I  nting  professor  at  Case  Western  Reserve's 

;  atherhead  School  of  Management.  For  exam- 


ple, one  way  to  reduce  options  expense — and 
give  pro  forma  earnings  in  Table  3  a  lift — is  to 
lower  the  expected  volatiUty.  Here's  why:  The 
less  volatile  a  stock,  the  less  likely  it  is  to  rise 
enough  to  make  the  option  profitable  to  exercise. 
As  a  result,  the  option's  value  is  reduced  and  so 
is  its  cost  to  the  company.  To  get  a  sense  for 
whether  a  company's  assumed  volatility  is  rea- 
sonable, look  for  rates  that  decline  sharply  or  are 
out  of  whack  with  those  of  rivals.  For  Cisco, 
Sun  Microsystems  or  IBM  are  good  choices. 
Only  those  options  that  vest  in  the  current 


TABLE  2 

On  leftside,  "Options Out- 
standing" tells  you  that 
almost  a  halt  billion 
options  have  strike  prices 
below  Cisco's  current  $17 
stock  price.  "Options  Exer- 
cisable" reveals  that  354 
million  of  these  options 
can  be  exercised  now. 


July  28, 2001        July  29,  2000        July  31 ,  1999 


Net  income  (loss) — as  ref)orted  $(1,014) 

Net  income  (loss) — pro  forma  $(2,705) 

Basic  net  income  (loss)  per  share — as  ref)orted  $  (0.14) 

Diluted  net  income  (loss)  per  share — cis  rejxjrted  $  (0.14) 

Basic  net  income  (loss)  p>er  share — pro  forma  $  (0.38) 

Diluted  net  income  (loss)  per  share — pro  forma  $  (0.38) 


year  are  included  in  options  expense.  Typically, 
options  vest  in  equal  installments  over  several 
years,  to  give  employees  an  incentive  to  stick 
around.  What  you  can't  tell  from  the  footnote  is 
how  many  options  vest  each  year.  You  can  guess 
by  dividing  past  grants — under  "granted  and  as- 
sumed" in  Table  1 — by  the  four-  to  five-year 
vesting  period  described  in  the  text  of  Cisco's 
footnote.  If  you  assume  vesting  occurs  over  five 
years,  you  can  figure  that  20% — or  49  million — of 
the  245  million  options  handed  out  in  1999  were 
in  that  year's  options  expense,  with  an  equal 
number  in  each  of  the  following  four  years. 

With  earnings  depressed,  companies  are  hand- 
ing out  a  slew  of  new  options  to  compensate 
employees,  while  conser\ang  cash.  So  check  in 
the  footnotes — or  risk  a  nasty  surprise  when 
the  tidal  wave  of  giveaways  gets  cashed  in.      ■ 


$2,668 
$1,549 
$  0.39 
0.36 
0.22 
0.21 


$2,023 
$1,487 
$  0.30 
0.29 
0.22 
0.21 


TABLE  3 

Cisco's  official  bottom  line 
showed  a  loss  of  $1,014 
billion  for  the  year  ended 
July  28, 2001,  but  the  loss 
would  have  been  $2,705 
billion.  The  difference  is 
the  cost  of  the  options. 

TABLE  4 

Cisco  figures  the  expected 
volatility  of  its  stock  fell 
from  40.2%  to  34.8%  over 
the  past  two  years.  This 
improves  the  pro  forma 
earnings  in  Table  3. 


EMPLOYEE  STOCK  OPTION  PLANS 


Juty  28,  2001 


July  29,  2000 


July  31, 1999 


Expected  dividend  0.0% 

Risk-free  interest  rate  5.4% 

Expected  volatility  34.8% 
Expected  life  (in  years)  3. 1 


0.0% 
6.4% 
33.9% 
3.1 


0.0% 
5.1% 
40.2% 
3.1 


!! 
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Reading  the  Future? 

An  equation  may  reveal  your  stocks' five-year  return 


BY  CAROL  MARIE 
CROPPER 


Inflated  valuations 
have  pushed  down 
expectations  for 
stock  returns. 
They're  now  in  the 
b%  to  9%  range, 
say  investment 
firms 


In  planning  for  the  financial  future,  one  key 
question  is  how  much  you  can  expect  to  earn 
on  your  investments.  For  stocks,  the  default 
answer  has  been  10.7%  a  year.  That's  the  long- 
term  average  for  large-cap  stocks  over  the 
past  75  years,  as  reported  by  Ibbotson  Associates. 

The  problem  with  that  answer:  It's  an  average 
over  decades  that  tells  you  nothing  about  what 
might  happen  in  the  next  5  or  10  years — the 
time  frame  you  might  really  care  about.  Two 
Seattle  University  finance  professors  have  come 
out  with  what  might  be  a  better  way  to  make 
that  critical  estimate.  The  equation  involved  is  so 
simple  even  your  sixth-grader  could  use  it. 

Professors  Ruben  TVevino  and  Fiona  Robertson 
studied  price-earnings  ratios  for  the  Standard  & 
Poor's  500-stock  index  and  its  subsequent  returns 
from  1949  to  2000.  They  found  that  high  p-e's 
meant  lower  returns  over  the  next  five  to  10 
years.  Also,  you  can  estimate  the  five-year  average 
annual  stock  return  simply  by  multiplying  the 
current  p-e  by  0.57,  then  subtracting  the  result 
fi-om  20.67. 

How  does  that  work  given  today's  market? 
Start  with  the  p-e.  The  trailing  p-e  (the  current 
price  divided  by  the  past  12  months'  earnings) 
for  the  S&P  500  now  stands  at  46,  more  than 
three  times  its  historic  level,  as  calculated  by 
Standard  &  Poor's.  (You  can  get  this  informa- 
tion at  www.spglobal.com/earnings.html.)  Right 
now,  that  number  is  high  because  the  past  12 
months  have  been  miserable  for  corporate  earn- 
ings. Using  the  professors'  equation,  five-year 
annual  returns  would  average  a  negative  5.6%. 

But  trailing  p-e's  always  look  high,  especially 
when  an  economy  is  coming  out  of  a  recession. 


Suppose  you  substitute  a  p-e  based  on  t 
next  12  months'  earnings  estimate.  The  "f 
ward"  p-e  is  26,  says  s&P.  That  makes  sto( 
look  better,  with  an  average  annual  return 
5.9%.  But  this  is  still  far  below  long-term  ; 
erage  returns. 

Some  big  firms  are  telling  investors 
temper  their  expectations.  A  recent  rep' 
from  Merrill  Lynch's  quantitative  strate 
group  says  a  5%  to  6%  range  is  more  r 
sonable  than  the  10%  to  12%  historic  noi 
T.  Rowe  Price  Group  predicts  the  high  sin 
digits,  perhaps  7%  to  9%,  in  the  next  5  to 
years,  says  spokesman  Steve  Norwitz. 

Whichever  projection  you  accept,  it  n 
mean  working  longer  or  saving  more  for 
tirement.  Given  returns  of  7%,  a  $100,000 
vestment  would  grow  to  only  $196,715  in 
years,  vs.  $276,361  at  10.7%. 


The  professors  cau- 
tion that  their  findings 
are  only  "suggestive." 
They  add  there's  no  way 
to  know  how  an  equation 
based  on  history  will  ap- 
ply when  starting  with 
today's  unheard-of  p-e 
levels.  But  Trevino  thinks 
investors  will  get  more 
accurate  prognostications 
using  his  formula  than  by 
plugging  in  the  historic 
average.  Yale  University 
economist  Robert  Shiller, 
author  of  the  best-selling 
Irrational  Exuberance, 
agrees — ^to  a  point.  "Let's 
not  think  of  it  as  God's 
revealed  truth,"  he  says 
of  an  equation  designed 
to  predict  the  futiire. 

Even  noted  market 
bull  Jeremy  Siegel  says 
the  next  5  to  10  years 
will  likely  bring  lower 
market  returns.  He  pre- 
dicts the  s&P  will  yield 
7.5%  to  10%  (or  5%  to  7%     J. .1.Z.82' 


How  Your 

Equity  Portfoli 

Gould  Grow 

Two  Seattle  Univers 
ty  professors  studif 
the  relationship 
between  price-earn 
ings  ratios  and 
returns  from  stocks 
They  came  up  with 
simple  formula  to 
estimate  how  equit 
investments  will 
grow:  Multiply  the 
p-e  by  0.57  and  su 
tract  that  from 
20.67.  Here  are 
some  predicted 
returns  based  on 
p-e  ratios. 


P-E 
RATIO* 


PREDICT 
RETURN 


10 
15 
20 
25 
30 
35 


14.97 
12.12 

'9.27 
■6;42 

157 
"0J2 


after  inflation).  But  for 
Siegel,  a  finance  professor 
at  the  University  of  Penn- 
sylvania's Wharton  School, 
the  problem  is  not  so 
much  an  outsized  p-e.  In- 
stead, he  argues,  stocks 
had  been  undervalued,  so 
investors  shouldn't  expect     40  -2.13 

as  great  a  premium  for     45-  4.98 

holding  them  now.  bq 3  33 

For  investors,  that 
may  be  just  another  way 
of  saying  the  same  thing 
as  the  Seattle  profs:  For- 
get those  plump  double- 
digit  returns  in  the  com- 
ing decade.  ■ 


*Based  on  last  12  months' 
earnings  **Average  annual 
turn  for  next  five  years 

Data:  "P/E  Ratios  and 

Stock  Market  Returns. "  Ruben 

Trevino  and  Fiona  Robertson 

Seattle  University; 
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How  do  you  get  daily  updates 
on  your  business  healtii'? 


Help  employees  set 
well-defined  objectives? 


And  respond  quickly  to 
changing  market  conditions? 
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SAS®  is  all  you  need  to  know. 


Only  SAS  provides  you  with  a  total  enterprise 
view  for  aligning  HR,  finance  and  other  business 
units  to  meet  strategic  goals.  So  you  can  keep 
stakeholders  happy,  employees  productive  and 
competitors  on  the  defensive.  To  find  out  how 
leading  companies  are  reaping  the  rewards  of 
SAS  enterprise  intelligence  software,  call  toll  fi^ee 
1  866  270  5722  or  visit  www.sas.com/enterprise 
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The  Power  to  Know^ 
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MAKE  DIVORCE 

A  LESS  TAXING  TIME 

Suppose  you  and  your  spouse  are  calling  it 
quits.  You've  got  two  jointly  owned  assets — 
a  house  and  a  retirement  account — each 
worth  $500,000.  Would  it  make  a  difference  which 
one  you  walked  away  with?  You  bet.  Equal  divi- 
sion of  the  assets  does  not  mean  equal  tax  bills. 
"If  the  tax  imphcations  of  a  divorce  settlement 
are  not  taken  into  account,  a  spouse  can  imwit- 
tingly  end  up  with  less,  sometimes  substantially 
less,  than  he  or  she  bargained  for,"  says  Cindy 
Wofford,  a  tax  attorney  in  Washington. 

The  primary  residence  is  one  area  a  di- 
vorcing couple  can  get  tripped 
up  with  costly  mistakes 
Those  seUing  homes  can 
qualify  for  generous 
tax    breaks,    but    it 
takes  some  planning 
to    make    sure   you 
can  take  advantage 
of  them.  A  couple  ar- 
ranging   a    written 
separation  agreement 
or  divorce  decree  must 
include  a  "use  of  residence 
clause."  That  allows  the 
spouse  who  moves  out  to 
continue  to  claim  the  home 
as  a  principal  residence  for 
tax  purposes,  says  Ginita 
Wall,  an  accountant  in  San 
Diego  who  specializes  in 
divorce  settlements. 

When  a  married  couple 
files  a  joint  tax  return  for 
the  year  they  sell  their 
house,  they  can  exclude  up 
to  $500,000  of  any  profit 
($250,000  per  person)  from 
capital-gains  tax.  That  ex- 
clusion applies  as  long  as 
one  spouse  has  owned  the 
house  for  two  of  the  five 
years  immediately  prior  to 
the  sale  and  both  spouses 
have  lived  in  the  home  for 
the  same  time  period. 

As  part  of  a  divorce 
agreement,  say  the  hus- 
band moves  out  of  the 
house  and  the  wife  stays 
until  the  kids  go  off  to  col- 
lege several  years  later, 
and  then  she  sells  it.  For 
the  husband  to  claim  his  $250,000  exclusion  on 
the  sale,  the  couple  must  include  the  use-of-res- 
idence  clause  in  the  divorce  decree.  Then,  when 
the  wife  sells  the  home,  the  $500,000  exclusion 
remains  intact,  and  the  ex-spouses  can  split  the 


BY  TODDI  GUTNER 

hers@businessweek.com 

What  you  end  up 
with  depends  in 
large  part  on  your 
awareness  of  the 
tax  benefits 
involved.  They 
could  save  you, 
or  your  ex- 
spouse,  a  bundle 


Protecting  Your  Gain 

A  husband  going  through  a  divorce  in 
California  moves  out  of  the  family  house, 
while  the  wife  continues  to  live  there  with 
the  kids.  Five  years  later,  she  sells  the 
home  for  a  $500,000  gain,  and  they  split 
the  proceeds.  Here's  how  much  of  his 
$250,000  share  the  husband  will  keep, 
depending  on  whether  the  divorce  agree- 
ment contains  a  "use  of  residence"  clause 
allowing  him  to  declare  the  home  as  his 
principal  residence  for  tax  purposes. 


CLAUSE 

NO  CLAUSE 

TAX  BITE 

None 

$73,250:  20% 
capital  gains, 
9.3%  state 
and  local  taxes 

HUSBAND'S 
NET  SHARE 

$250,000 

$176,750 

Data:  Ginita  Wall 


gain  on  the  home  equally.  If  they  didn't  havJ 
use-of-residence  clause,  the  spouse  who  no  lon^ 
lived  in  the  house  would  lose  the  $250,000 
elusion  on  the  sale  and  be  subject  to  capil 
gains,  state,  and  local  taxes  (table).  Be  aw;i 
that  rental  and  vacation  properties  are  treat! 
differently  than  primary  residences  because  tlj 
don't  qualify  for  a  $250,000  exclusion. 

Divorcing  couples  also  should  pay  attentl 
to  Che  tax  implications  of  retirement  benefits  | 
the  transfer  of  assets  from  one  spouse  to 
other  is  not  done  properly,  the  monies  wil 
drawn  from  the  retirement  account  will  be  si| 
ject  to  taxes  and  early-withdrawal  penalties. 
To  correctly  divide  retirement  benefits, 
couple  needs  to  create  a  legal  document  callecl 
qualified    domestic    relations    ore! 
(qdro).  a  qdro  helps  a  fornl 
spouse  get  his  or  her  fair  shij 
of  a  retirement  account  ac 
mutated  diiring  the  marria 
With  a  QDRO,  a  husband 
Mafe  can  transfer  some 
the  assets  from  his  or  1 
retirement  account  into 
separate  IRA  account 
the  ex-spouse  without 
curring  taxes  and  penaltil 
Also,  remember  to  accoi| 
for  the  taxes  that  must 
paid  when  the  retirem 
account  is  drawn  down. 
best  way,  says  Wall,  is  to  i 
a  27%  tax  bracket  to  estim 
the  amount  of  taxes  owed 
retirement. 

The  easiest  way  to  divide 
diversified    stock   and    bo 
portfolio  with  minimal  tax  ci 
sequences  is  to  do  the  divis: 
prior  to  finalizing  a  divor 
That's  because  spouses  c 
transfer  assets  to  each  otl 
tax-free.  So,  if  you  have 
shares  of  Microsoft,  open 
accoimt  for  your  soon-to-be  * 
spouse     and     transfer     2 
shares,  tax-free.  Once  the 
vorce  is  final,  splitting  the 
sets  is  more  difficult.  The  c( 
pie  must  figure  out  the  C( 
basis  for  each  stock,  bond,  a 
mutual  fund,  assess  the 
preciation  or  loss,  account 
the  capital  gains,  and  then  i 
to  spht  it  evenly. 

Equitably  dividing  assets 
divorce  is  never  easy,  but  y 
can  make  sure  the  financ 
nightmare  doesn't  continue  Ic 
after  the  divorce  is  final. 


^usincssWook  online 


To  join  a  discussion  in  our  forum,  see  hers.online  at 
www.businessweek.com/investor/ 
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Spring  2000  -  a  14-mile  pipeline  and  six  months  stood  between 
the  Midwest  and  a  repeat  of  the  previous  summer's  blackouts. 

14  miles  of  pipe  and  14  miles  of  regulations, 

governing  everything  from  road  crossings  to,  believe  it  or  not,  bats. 
Specifically  -  endangered  Indiana  Bats.  They  roost  in  trees. 

There's  a  short  window  when  you  may  disturb  their  habitat. 

Miss  it  -  you  wait  a  year. 
The  competition  said,  "not  enough  time."  We  said,  "what  if?" 

What  if  we  approached  the  problem  with  our  unique  source  of  power? 
The  power  of  can  do.  Of  not  believing  in  no. 
Six  short  months  later,  the  regulatory  agencies  in  two  states  were  impressed. 
The  bats  were  happy.  And  the  Midwest  was  cool. 


Duke 
^Energy^ 

we  generate  what's  next" 


lat  can  Duke  Energy  generate  for  you?  Visit  us  at  www.duke-energy.com  or  1-800-use-duke. 
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HOW  TO  CLEAN  UP 
THE  OPTIONS  MESS 

When  bulls  stampeded  down  Wall  Street, 
few  investors  cared  how  companies  ac- 
counted for  stock  options.  Chris  Waldorf, 
a  veteran  financial  analyst  with  Deloitte  & 
Touche,  was  an  exception.  In  the  footnotes  of 
an  annual  report  of  a  company  in  which  he  had  a 
small  stake,  Waldorf  noticed  the  cost  of  that 
year's  stock  options  came  to  half  of  net  income. 
Yet  none  of  it  was  charged  against  profit.  "The 
footnote  seemed  so  erudite  and  high-minded," 
he  said.  "But  they  were  hiding  something.  I  was 
extremely  annoyed." 

That  was  in  1999.  Now,  after  the  Enron  affair 
and  the  nonstop  orgy  of  options  for  so  many 
U.  S.  executives,  Waldorf  feels  even  more  keenly 
the  sting  of  the  smug  reply  he  got  when  he 
wrote  to  complain.  So  he  is  pushing  a  two-step 
plan  to  clean  up  the  options  mess  which,  to  him, 
amounts  to  so  much  "looting."  His  aim:  to  ensure 
an  exec  only  gets  paid  when  his  company's  stock 
does  better  than  an  equity  investor  might  rea- 
sonably expect.  As  a  member  of  the  Associa- 
tion for  Investment  Management  &  Research's 
accoimting  policy  panel,  Waldorf  is  in  a  good  po- 
sition to  help  focus  future  debate  over  options. 
Companies  should  expUcitly  disclose  whether 
their  stock  option  plans  impose  performance  hur- 
dles, Waldorf  argues.  Few  now  do.  In  a  silent 
way,  this  lets  execs  take  huge  rewards  for  un- 
derperformance.  Suppose  an  exec  gets  options  on 
1  million  shares  with  a  fixed  exercise  price  of 
$100  a  share  (table).  Even  if  the  stock  gains 
just  6%  a  year,  by  the  fifth  year  the  price  would 
be  $134,  making  the  options  worth  $34  million — 
not  bad  for  a  poor  showing.  Investors  could  get 

Higher  Hurdles  for  Stock  Options 

STATUS  QUO:  Joe  CEO  gets  options  on  1  million  shares,  with  200,000  of 
them  vesting  each  year  for  five  years.  The  exercise  price  is  fixed  at  $100  a 
share,  the  stock's  price  on  the  date  of  the  grant.  After  the  options  vest, 
they  may  be  exercised  at  any  time  within  the  five  years.  Joe  profits  even  if 
the  stock  returns  6%  a  year  for  five  years — less  than  an  investor  could 
get  on  a  less  risky  corporate  bond: 

Stock  price  annually  rises:     6%  10%  14% 

Joe  CEO  pockets  after  5  yrs.:  $33.8  million   $61.1  million   $92.5  million 

WALDORF'S  IDEA:  Same  deal,  with  two  changes.  First,  the  exercise  price 
goes  up  each  year  by  10%,  reflecting  the  average  expectation  of  investors. 
Second,  the  options  that  vest  each  year  expire  unless  exercised  within  a 
month.  Joe  gets  paid  only  if  the  stock  returns  more  than  10%  a  yean 

Stock  price  annuaHy  rises:     6%  10%  14% 

Joe  CEO  pockets  after  5  yrs.:  $0  $0  $16.4  million 

Data:  Chris  Waldorf,  BusinessWeek 


more  return  at  less  risk  on  a  corporate 

Investors  would  be  better  served  if  the 
tions'  exercise  price  rose  yearly.  For  instance, 
tions  vesting  after  one  year  might  have  an 
ercise  price  10%  higher  than  the  stock's 
when  they  were  awarded.  This  way,  opti 
would  pay  only  for  an  exec  whose  stock  b 
the  average  return  expected  by  equity  investc 
Waldorfs  second  idea  is  to  encourage  Umiti 
exercise  periods  for  vested  options  to  a  f 
months.  By  waiting  years  to  exercise  optio 
execs  can  be  rewarded  by  the  power  of  co  |||] 
pounding  even  if  the  stock  rises  at  subpar  rat 

Waldorfs  proposal — which  is  his,  he  not  |||it 
not  Deloitte's  or  aimr's — depends  on  reform] 
how  companies  account  for  options  costs.  Only  .  -;. 
using  fixed  exercise  prices  can  companies  av  "^ 
charging  the  cost  of  options  against  eamin 
"That's  the  simple,  ugly  reason"  why  more  co 
panies  don't  now  include  stock-performance  h 
dies  in  options  plans,  John  Biggs,  CEO  of  Ti 
CREF,  the  $270  billion  pension  and  annu 
manager  for  college  employees,  told  me.  B 
are  pending  in  Congress  to  push  companies 
charge  the  cost  of  stock  options  against  eamin 
Whatever  their  fate.  Biggs  expects  emerging 
temational  accounting  rules  eventually  will  fo: 
U.  S.  companies  to  treat  options  costs  proper 
Biggs  also  chairs  the  compensation  commit 
at  Boeing,  one  of  the  few  companies  now  si 
tracting  options  costs  from  profit.  If  others  ; 
lowed  suit,  he  argues,  they  would  not  only  g 
flexibility  by  paying  executives  only  for  p 
formance  but  also  reputations  for  clear  accou 
ing.  Neither  he  nor  Waldorf  sees  reform  com 
overnight,  or  even  this  year.  "Companies  s 
have  the  mind-set  of  trying  to  hide  everythin 
Waldorf  told  me.  "But  this  time  aroimd,  peo 
are  really  fed  up."  Let's  hope  he's  right. 
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Last  year  was  rough  sailing  for  Sea  Contain- 
ers (scr/a),  a  Bermuda  outfit  that  runs  fer- 
ry, train,  and  hotel  services  and  leases  out 
marine  cargo  containers.  Behind  the  turbulence: 
September  11  scuttled  business  at  its  63%  owned 
Orient-Express  Hotels  unit,  which  normally  kicks 
in  35%  of  operating  income.  Container-leasing 
also  lost  some  steam.  The  company  had  planned 
to  sell  a  part  of  its  hotel  stake — and  spin  off 
the  rest  to  its  own  stockholders.  Terrorism 
scotched  that  plan,  as  shares  of  Sea  Containers 
and  Orient-Express  dived.  But  since  late  Sep- 
tember, they  have  snapped  back.  Sea  Containers 
says  it  intends  to  carry  out 
the  sale  and  spin-off  this 
year  as  part  of  a  plan  to 
cut  its  $1.6  bilHon  debt. 

Also  in  the  cards:  Sea 
Containers  may  sell  to  GE 
Capital  its  50%  stake  in  GE 
SeaCo.,  which  runs  the 
container-leasing  opera- 
tions, say  some  investors. 
The  joint  venture  is  due  to 
expire  in  2003,  unless  the 
two  companies  extend  or  renegotiate.  Sea  Con- 
tainers won't  comment  on  the  venture's  fate. 

Sea  Containers  is  a  value  play,  say  some  pros — 
based  on  the  company's  assets  and  its  book  value 
of  $28  a  share.  They  figure  its  stake  in  Orient-Ex- 
press, now  trading  at  20  a  share,  is  worth  the  cur- 
rent price  of  Sea  Containers'  shares,  which  has 
leaped  from  7  last  Sept.  21  to  17.39  on  Apr.  3.  So 
an  investor  is  paying  nothing  for  its  cargo  con- 
tainers and  its  ferry  and  train  services. 

Sea  Containers  had  2001  revenues  of  $1.3  bil- 
lion and  profits  of  24<2  a  share,  and  it's  expected 
to  earn  $1.20  in  2002  and  $2.20  in  2003,  according 
to  Value  Line's  Craig  Sirois.  The  stock  "should 
reward  patient  investors,"  he  says. 

POISED  FOR  A  BONUS 
AT  ACRES  GAMING 

Corporate  execs  aren't  the  only  ones  who 
hanker  for  bonuses:  Las  Vegas  gamblers 
like  to  win  them  when  playing  the  slots. 
That  has  been  a  boon  to  Acres  Gaming  (agam), 
whose  electronic  gear  delivers  rewards 
such  as  free  tickets  to  shows,  comple- 
mentary dinners — or  just  plain  cash — to 
casino  gamblers.  In  addition,  casinos 
can  track  gamblers'  habits  and  predilec- 
tions, using  data  from  the  bonus  cards 
that  they  have  to  plug  into  the  ma- 
chines. 

"It  improves  the  casinos'  efficiency 
and  profitability,"  says  Joe  Crivelli,  port- 
folio manager  at  J.A.G.  Funds,  in 
Wyomissing,   Pa.,   who   bought   more 


Acres  shares  after  September  11,  when  they 
skidded  to  2.11  a  share  from  7  on  Apr.  4  last 
year.  The  stock  has  since  rallied  to  5.17,  helped 
by  increasing  demand  for  its  bonus  technology. 
Acres,  wdth  10%  of  the  bonus  market,  helps  pro- 
vide incentives  not  previously  offered  by  casinos. 
Acres  had  an  order  backlog  of  $20  million  and 
cash  on  hand  of  $12.6  million,  or  $1.15  a  share,  at 
the  end  of  the  fiscal  second  quarter  ended  Dec. 
31.  With  those  pluses  and  improved  margins, 
"the  stock  is  a  compelling  buy,"  says  David  Bain 
of  Roth  Capital  Partners.  He  has  a  12-month 
price  target  on  the  shares  of  10.  He  expects 
Acres  to  earn  52^  a  share  in  fiscal  2002  on  rev- 
enues of  $31.3  million. 

NEXMED:  UNBOWED 
DESPITE  CPA  DOUBTS 

Investors  in  NexMed  (nexm)  were  jarred  on 
Apr.  1,  when  Price waterhouseCoopers  ex- 
pressed "substantial  doubt"  about  the  bio- 
tech's  viability  as  a  going  concern.  In  a  filing 
with  the  Securities  &  Exchange  Commission  the 
Friday  before,  the  auditor  said  NexMed  had 
"suffered  recurring  losses  and  negative  cash 
flows  from  operations — and  expects  to  incur  fu- 
ture losses."  The  stock  dived  from  4.75  to  3.32 
that  day.  "Evidently,  the  auditor's  stark  warning 
was  issued  in  the  wake  of  Enron,"  says  Gary 
Goldstein  of  Gilford  Securities,  who  didn't  pull  his 
buy  rating. 

One  NexMed  product — a  topical  cream,  Al- 
prox-TD,  that's  expected  to  rival  Viagra  in  treat- 
ing erectile  dysfunction — has  created  a  buzz  in 
the  medical  community.  NexMed  also  has  Fem- 
prox(R),  a  treatment  for  "female  sexual-arousal 
disorder"  Says  Goldstein:  "We  believe  in  the 
products,  and  see  no  cash  crunch."  He's  confident 
NexMed  has  a  "number  of  options  for  a  quick 
cash  infusion." 

Top  NexMed  brass 
weren't  available  for  com- 
ment, but  spokeswoman 
Deborah  Carty  told  Busi- 
nessWeek, "there's  no  dan- 
ger of  a  financial  collapse." 
Current  clinical  trials  will 
continue,  she  adds. 
NexMed  will  do  a  sale- 
and-lease-back  deal  on  its 
New  Jersey  facility,  which 
should  bring  in  $6  million 
to  $8  million.  And  it  expects  to  sign  up  a  phar- 
maceutical house  soon  for  the  U.S.  marketing 
rights  to  Alprox-TD.  That,  she  says,  will  produce 
$75  million  to  $125  million,  excluding  royalty. 
Carty  says  none  of  NexMed's  large  shareholders 
bailed  out.  On  Apr.  3,  shares  closed  at  3.38. 
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COMMENTARY 

A  woeful  week  in  the  markets  as  in- 
vestors fretted  about  Middle  East  tur- 
moil, soaring  oil  prices,  and  shaky  cor- 
porate profits.  Goldman  Sachs  didn't 
help  matters  on  April  2  when  it  cut  Mi- 
crosoft's earnings  estimates  and 
dropped  sales  forecasts  for  IBM  and 
Sun  Microsystems.  The  Nasdaq  ended 
the  week  down  2.3%,  the  Dow  dropped 
2.2%,  and  the  S&P  500  sunk  1.7%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems.  Inc. 


S&P  500  1125.4  -1.7 

Dow  Jones  Industrials  10,198.3  -2.2 

Nasdaq  Composite  1784.4  -2.3 

S&P  MidCap  400  528.4  -2.0 

S&P  SmallCap  600  244.1  -1.7 

Wilshire  5000  10,564.0  -1.7 

SECTORS 

BusinessWeek  SO*  702.6  -0.8 

BusinessWeek  Info  Tech  100**     378.3  -1.9 

S&P/BARRA  Growth  575.2  -2.0 

S&P/BARRA  Value  548.1  -1.4 

S&P  Energy  228.9  -0.5 

S&P  Financials  361.2  -1.6 

S&P  REIT  99.8  -0.2 

S&P  Transportation  205.8  -5.8 

S&P  Utilities  149.1  -0.3 

GSTI  Internet  91.4  -5.0 

PSE  Technology  657.9  -2.5 
*Mar.  19,  1999  =  1000       **Feb.  7,  2000  =  1000 


-2.0 
s  1.8 
-8.5 
4.0 
5.1 
-1.3 


2.0 
7.2 
8.9 
21.8 
26.6 
4.9 


-3.8 

-6.6 

-9.8 

-2.1 

-3.3 

7.6 

-0.7 

-3.3 

8.3 

6.6 

1.7 

4.0 

6.8 

16.8 

4.5 

5.5 

2.2 

-24.6 

12.9 

2.5 

-4.3 

11.4 

S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
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S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Surprise* 

•First  Call  Corp. 
TECHNICAL  INDICATORS 


S&P  500  200-day  average  1 140.3  1 142.9 
Stocks  atove  200-day  average           71.0%       69.0°/( 
Options:  Put/call  ratio                      0.68  0.68 

Insiders:  Vickers  Sell/buy  ratio  3.43  3.33 
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Multi-Utilities  25.9 

Oil  &  Gas  Drilling  17.3 

Health-Care  Facilities  13.3 

Gas  Utilities  12.2 

Networking  Equipment  11.1 


Office  Electronics  87.2 

Metal  &  Glass  Containers  81.9 

Trucking  61.7 

Trading  Cos  &  Distribs.  53.5 

Motorcycles  51.8 
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Leaders 

Precious  Metals  12.3 

Natural  Resources  7.3 

Small-cap  Value  3.7 

Europe  2.7 
Laggards 

Technology  -4.5 

Communications  -4.0 

Large-cap  Growth  -1.3 

Mid-cap  Growth  -0.6 
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Leaders 

Frontier  Equity  20.5 

U.S.  Glob.  WId.  Prec.  Mins.  18.2 

U.S.  Global  Investors  Gold  18.1 

Gabelli  Gold  15.8 
Laggards 

Van  Wagoner  Post  Venture  -13.7 

Van  Wagoner  Emerging  Gr.  -13.6 

Van  Wagoner  Technology  -13.5 

ProFunds  UltraOTC  Inv.  -12.6 


Leaders 

Matthews  Korea  120.2 

iShares  MSCI  S.  Korea  Indx.  102.4 

Gabelli  Gold  100.3 

First  Eagle  SoGen  Gold  99.2 
Laggards 

Orbitex  Emerging  Tech.  A  -46.2 

ProFunds  Ultrashort  OTC  -44.0 

INVESCO  Telecomms.  Inv.  -42.7 

ING  Global  Communs.  A  -40.3 
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7.15      " 
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■  THE  WEEK  AHEAD 

EXPORT-IMPORT  PRICES  Thursday,  Apr.  11, 
8:30  a.m.  edt>-  Import  prices  in  March 
probably  rose  0.4%,  after  inching  0.1% 
lower  through  February.  That's  based  on 
the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  unit 
of  The  McGraw-Hill  Companies.  March 
export  prices  are  forecast  to  have  fallen 
0.2%  for  a  second  straight  month. 

INITIAL  UNEMPLOYMENT  CUUMS  Thursday, 
Apr.  11,  8:30  a.m.  edt>-  New  filings  for 
state  unemployment  benefits  are  forecast 


to  have  reached  380,000  for  the  week 
ended  Apr.  6.  The  four-week  average 
most  likely  fell  slightly,  after  rising  to 
383,500  in  later  March.  New  claims  are 
down  from  late  2001,  but  they  are  still 
high  enough  to  indicate  some  weakening 
is  still  occurring,  largely  in  manufactur- 
ing. Typically,  changes  in  employment  lag 
behind  the  economy  as  a  whole. 

RETAIL  SALES  Friday,  Apr.  12,  8:30  a.m. 
EDT^  Retail  sales  in  March  probably  rose 
0.4%,  after  a  0.3%  gain  in  February,  due 


to  continued  strength  in  auto  sale 
March,  sales  excluding  vehicles  ar 
expected  to  have  increased  0.4% 

PRODUCER  PRICE  INDEX  Friday,  Apr.  \ 
8:30  a.m.  edt^-  Producer  prices  o 
ished  goods  probably  jumped  0.5* 
ing  March,  after  a  0.2%  increase 
ruary.  Excluding  food  and  energy, 
prices  probably  rose  a  smaller  0.2 
ter  remaining  unchanged  in  Febru 
U.S.  crude  oil  prices  surged  more 
20%  through  March. 
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W  50  bested  all  the  major  indexes,  though  it  ended  down  0.8%  as  analysts  cut  earnings  estimates 
lies  such  as  International  Game  Technology  and  Wal-Mart.  Another  loser  was  Calpine,  down  5.0% 
'y's  slashed  its  debt  rating.  Freddie  Mac  was  the  best  performer,  up  2.6%  after  analysts  said  the 
giant's  first-quarter  profits  would  benefit  from  the  resilient  housing  market. 
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ion  index  posted  a  small  gain  during  the  lat- 
fore  calculation  of  the  four-week  moving  av- 
ndex  climbed  to  160.4  from  158.8.  On  a 
idjusted  basis,  electric  power  and  lumber 
howed  the  largest  gains,  followed  closely  by 
iblies.  Steel,  coal,  autos,  and  rail  freight 
lad  moderate  increases.  Crude  oil  refining, 
led  slightly,  was  the  only  component  to  fin- 
lower. 
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Editorials 


DON'T  BLAME  THE  STOCK  OPTIONS 


There  is  a  mighty  storm  brewing  over  stock  options.  The 
dot-com  blowup,  the  tech  meltdowTi,  Enron,  and  much 
that  has  gone  wrong  with  the  economy  is  being  blamed  on  op- 
tions. Warren  Buffett  doesn't  like  them.  Federal  Reserve 
Chairman  Alan  Greenspan  is  against  them.  Congress  is 
preparing  legislation  that  might  torpedo  them.  But  before  the 
stampede  against  stock  options  gets  out  of  hand,  it  w^ould  be 
wise  to  ponder  the  possible  cost  of  giving  up  one  of  the  best 
instruments  for  rewarding  risk  in  our  entrepreneurial  socie- 
ty. Some  action  may  be  necessary,  but  the  real  problem  lies 
less  with  the  options  themselves  than  with  those  who  bestow 
them  and  their  reasons  for  doing  so. 

Take  executive  compensation.  BusinessWeek's  latest  survey 
(page  80)  shows  that  in  2001,  a  year  of  anemic  growi;h  and 
falling  stock  prices,  more  than  200  boards  of  directors  decided 
to  reward  CEOs  for  their  desultory  performance  by  swapping 
out-of-the-money,  high-priced  options  for  lower-priced  ones.  In 
effect,  they  repriced  exec  options  to  soften  the  pain  of  falling 
equity  prices.  Shareholders,  of  course,  had  no  such  recourse. 
This  practice  angers  Buffett,  and  rightly  so.  So  does  that  of 
companies  loaning  CEOs  hundreds  of  millions  of  dollars  to  ac- 
quire stock,  and  forgi\ing  the  loans  if  things  go  sour.  The  goal 
of  gi^ing  options  to  managers  is  to  align  their  performance  and 
interests  with  those  of  shareholders.  But  boards  have  misused 
options  to  reduce  the  risk  that  executives  take. 

Boards  have  made  matters  worse  by  so  lavishing  op- 
tions on  executives  that  they  now  account  for  a  staggering 
15%  of  all  shares  outstanding.  As  the  BusinessWeek  survey 
shows,  CEOS  long  ago  ceased  w^orking  for  pay  alone.  Now 
they  labor  for  tens  and  hundreds  of  millions  of  dollars, 
made  possible  by  mammoth  options  grants.  As  CEOs  suffered 
their  first  double-digit  pay  decline  in  seven  years  in  2001, 
Oracle  Corp.'s  Lawrence  Ellison  exercised  23  million  options 
in  a  single  week  in  January,  gaining  him  $706  million.  He  has 


millions  of  options  left,  thanks  to  Oracle's  generous  boa 
Congressional  critics  of  options  say  they  are  used  by  cc 
panies  to  avoid  taxes.  Thanks  to  differences  between  tax  k 
and  accounting  rules,  companies  don't  have  to  report  options 
an  expense  on  their  profit-and-loss  statements,  yet  they 
deduct  them  as  an  expense  from  their  taxes  when  they  are 
ercised  (page  114).  Corporate  tax  avoidance  is  an  important 
sue,  but  any  loss  in  corporate  tax  revenue  from  options  is  m 
than  made  up  for  in  the  personal  income  taxes  paid  by  ii 
viduals  exercising  options.  Some  40%  of  all  federal  inco 
tax  is  paid  by  the  top  1%  of  taxpayers.  Indeed,  much  of 
budget  surplus  in  the  '90s  came  from  taxes  paid  on  options 
ercised.  Hurt  options  and  you  hurt  federal  tax  revenues. 

The  most  serious  criticism  of  options  is  that  they  infl 
earnings.  The  Fed  believes  that  by  not  expensing  options, 
porations  were  able  to  add  three  percentage  points  to  t 
average  annual  earnings  gain  from  1995  to  2000.  Opera 
earnings  would  have  grown  an  average  of  5%  during  this 
riod,  not  the  reported  8.3%.  At  a  time  when  investors  are 
manding  quality  earnings,  this  is  serious.  Congress  is 
posing  to  expense  options  as  they  are  issued.  This  co] 
solve  the  problem,  but  the  cost  would  be  high.  There  is 
way  of  measuring  the  true  worth  of  options  when  they 
sued.  Putting  a  high  price  on  them  would  deliver  a  serious 
to  the  bottom  line  and  lead  companies  to  stop  issuing  optic 
A  better  alternative  would  be  to  expense  options  over  time 
they  are  exercised.  This  brings  tax  law  and  accovmting  n 
into  alignment  and  smooths  out  the  impact  on  earnings. 
Boards  of  directors  don't  have  to  w'ait  for  legislation  to 
gin  acting  more  responsibly.  They  don't  need  Congress  to  < 
swaps  and  repricing,  stop  personal  loans  to  CEOs,  and  curb 
issuance  of  gigantic  options  grants  to  top  execs.  It's  not 
tions,  but  egregious  behavior,  that  has  done  serious  ham 
Corporate  America. 


BALANCING  PRIVACY  AND  BIOTECHNOLOGY 


Balancing  indi\idual  privacy  and  the  needs  of  society  has  al- 
ways been  a  diEBcult  issue.  But  as  biotechnology'  keeps  ad- 
vancing, finding  the  right  balance  gets  more  and  more  diflBcult. 
The  latest  dilemma:  the  appropriate  use  of  human  tissue  in 
medical  research.  More  than  300  million  samples  of  human 
tissue — evei-ji:hing  from  tumors  to  skin  to  hearts  to  hair — ex- 
ist in  labs  across  the  country.  If  you've  had  a  biopsy  or  an  op- 
eration, your  tissue  is  probably  in  a  tissue  bank  (page  75). 

Scientists  say  these  tissue  samples  are  essential  to  re- 
search to  treat  inherited  disorders  and  diseases  such  as  can- 
cer. Scientists  need  them  to  figure  out  how  genes  function  in 
human  tissues.  The  only  alternative  is  to  do  tests  on  hu- 
mans themselves — not  the  best  option. 

But  there's  a  problem:  In  order  for  researchers  to  take  fiiD 


advantage  of  a  tissue  sample,  they  need  to  know  the  med 
history  of  the  donor.  That  means  a  sample  has  to  be  codec 
identify  the  patient.  Your  tissue  may  be  under  study  ri 
now  without  your  knowiedge.  Federal  guidelines  requiring 
searchers  to  get  informed  consent  do  not  necessarily  applj 
hospital  labs  testing  for  disease,  nor  do  they  cover  prival 
financed  biotech  or  pharmaceutical  companies.  Worse,  ther 
nothing  stopping  researchers  from  selling  the  results  of  ij 
vidual  tissue  samples  to  insurance  companies  or  enter 
them  on  medical  records  for  employers. 

This  isn't  right.  Privacy  is  essential  to  democracy.  Takin 
away,  even  for  a  w^orthy  purpose,  can't  be  allowed  without 
individual's  permission.  Informed  consent  must  be 
all  use  of  human  tissue. 
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J.P.  MORGAN  CHASE  has  faced  a 
heap  of  trouble  ever  since  its  merger. 
CEO  BILL  HARRISON  insists  the  bank 
will  rebound  once  the  economy 
recovers.  Tall  order. 
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When  software  lets  you  quickly  capitalize  on  new  customer  opportunities,  that's  buslnes 
with  .NET.  Talking  about  what  customers  want  is  one  thing.  Discovering  exactly  what  they  want  an 
deriving  revenue  from  those  wants,  of  course,  is  the  real  goal.  .NET  connected  software  from  MicrosolieiT 


Nasdaq.com,  looking  to  grow  both  site  traffic  and  online  revenues,  will  use  .NET  connected  software  from  Microsoft  to 
send  customized  alerts  to  their  customers  about  the  latest  market  and  economic  developments  —  anywhere,  on  any 
device.  And  they  have  the  ability  to  create  this  innovative  new  service  from  scratch  in  just  two  months. 


«t 


©  2002  Microsoft  Corporation.  AM  rights  reserved.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  The  names  of  actual  companies  and  products  mentioned  herein  may  be  t 
trademarks  of  their  respective  owners. 
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onnects  you  with  all  your  customer  touch-points  via  the  Web,  so  you  have  comprehensive,  real-time 
ustomer  information  that  can  be  used  to  develop  ideas  for  new  products  and  services,  and  bring 
hem  to  market  quickly.  That's  one  degree  of  separation.  That's  business  with  .NET.  Find  out  how  .NET 
onnected  software  can  help  you  use  the  Web  to  drive  revenue  in  new  ways. 
ao  to  microsoft.com/enterprise   Software  for  the  Agile  Business. 
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When  Lexus  engineers  set  out  to  build  the 
SC  430  hardtop  convertible,  they  were  not 
just  building  a  convertible.  They 
were  building  a  Lexus.  Tliis 
is   no   small    distinction. 


NOTHING  ABOUT 


\bu  see,  your  traditional 

ragtop  may  offer  the  thrill 

of  an  open  sky,  but  it's  hardly 

a  bastion  of  comfort.  Ragtops  are 

noisy.  They  are  renowned  for  leaking  both  air 

and  water.  Now  that's  not  very  Lexus-like,  is  it? 


"RAGTOP" 


No,  a  Lexus  convertible  would  have  to  retai 
the  requisite  luxuries  of  its  brethren.  Ent 
ngenious,  elegant  SC  43( 
hardtop  convertible.  Press 
button  and  the  SC  430 


th 


e  II 


SEEMED    VERY 

LEXUS. 


SC 

■lat 


hardtop  gracefully  raise  I'ouf 
or  lowers.  In  a  mere  2i 


seconds,  no  less.  ft  fef 

When  the  top  is  up,  the  SC  43(lf  nd 
is  transformed  into  a  secure,  weatherproo  , 
sport  coupe.  Put  the  top  down  and  it's  you,  th  iti  k 


"Lexus  Vehicle  Skid  Control  (N'SC)  is  an  electronic  s>'stem  designed  to  help  the  dri\cr  maintain  vehicle  control  under  aditrse  conditions.  It  is  not  a  siibsHtutc  for  safe  dri\ ing  practices.  Factocs  {(^^^ 
experience  greater  tire  wear  than  conventional  tires.  Tire  life  maj  be  substantialK  less  than  15,000  miles.  'Run-flat  tire  technologv  is  designed  for  limited  emergency  use  onl\.  If  air  press  ij~j 

dealer  for  details.  ©2002  Lexus,  a  DiMsion  of  Toyota  Motor  Sales.  USA.,  Inc.  Lexus  reminds  \x>u  to  wear  seatb 
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I 

pen  sky  and  its  potent  4.3-liter,  300-hp  V8 
ngine.  To  keep  all  this  power  under  control, 
le  SC  430  is  equipped  with  Vehicle  Skid 
Control.'  Traction  Control  and  anti-lock  brakes, 
.nd  hvige  18-inch  alloy  wheels,^  with  available 
an-flat,  low-profile  tires,*  hug  the  road  and 
innounce  its  sport  coupe  intentions. 

Yet,  if  the  SC  430  performs  like  a  sports  car, 

le   feeling   behind    the   wheel    is   remarkably 

~efined.  A  windshield-high  cockpit  cowling  and 


rear-wind  deflector  reduce  wind  drafts,  hituitive 
Climate  Control  senses  and  then  automatically 
regulates  cabin  temperature,  even  in  the  face 
of  a  changing  svin.  Hand-stitched  fine  leather 
trim  caresses  eye  and  skin  and  is  accented  by 
burled  walnut  or  bird's-eye  maple  trim.  Both 
front  seats  are  power-adjustable  and  heated. 

In  short,  the  SC  430  stands  uncompromised. 
And  while  this  may  not  be  very  common  in  a 
convertible,  it  is  quite  common  in  a  Lexus. 


"an  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
ake  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 


©«• 
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■J  conditions  and  driver  steering  input  can  all  affect  whether  VSC  «ill  be  effccfi\c  m  pre\cnting  a  loss  of  control.  '18  x  8.0-in  wheels  with  low-profile  24.V40ZR18  tires  arc  expected  to 
:ed  must  remain  below  55  miles  per  hour,  cornering,  braking  and  accelerating  must  be  done  with  extreme  caution;  and  the  lire  should  be  replaced  within  100  miles.  See  your  Lexus 
rear  seat,  obey  all  speed  lawii  and  drive  responsibly  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 


".  *^^«•, 


^.jffC^v 


RUSSIAN  OIL  R 


THREATP^OiEC 


1*^ 


'TV 


'!ipa»^.  inc  SH  Rigfi^BtfseaflCl'  6utin«ss  and  ihe,  eus^iiesi'ijILiToA^tiBdejWrViW  Qn«  Joci.}> 


PRESENTING  TODAY'S  WALL  STREET  JOURNAL,  including  Personal  Journal  -  a  new  section 
covering  the  business  of  life.  You'll  also  find  the  whole  paper  easier  to  navigate,  with  an 
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ever-so-tasteful  use  of  color.  To  subscribe 
call  1-800-JOURNAL  or  log  on  to  wsj.com. 
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6S    THE  BESIEGED  BANKER 

After  the  merger  of  two  of  America's 
greatest  financial  icons,  J.  P.  Morgan 
Chase  is  ^Tacked  by  massive  Enron 
exposvtre,  staggering  venture-capital 
losses,  bad  loans,  lousy  markets,  and 
a  dearth  of  deals.  Critics  say 
Chairman  and  CEO  William  Harrison 
Jr.  oversaw  a  badly  timed,  poorly 
executed  megadeal,  but  he  insists 
that  a  recovering  economy  wUl 
redeem  him.  So  far  the  omens  aren't 
promising.  The  markets  have  a  blunt 
message  for  the  harried  banker  We 
want  results 
76    PAY  DBIT  FOR  ENRON  PUUNTIFFS? 
Trial  lawyers  ai-e  suing  nine 
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Morgan  and  Citigroup,  that  helped 
create  Enron's  controversial 
investment  schemes 
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Business  is 
on  the  road  to 
Web  services. 
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Choose  your  route  wisely  and  transform  your  entire  business.  Web  servic( 
are  more  than  simply  putting  your  applications  on  the  Web.  There  is  a  biggi 
financial  opportunity  out  there.  A  road  that  uses  open  standards  to  crea1 
Web  services  that  can  transform  even  the  biggest,  most  complex  enterprii 
business  processes.  Sun™ONE  is,  quite  simply,  the  difference  between  realizinlad 
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fjTiarginal  cost  savings  and  maximunfi  ROI.  Sun's  technology  is  ready  to  adapt 

f  and  scale  with  your  needs  over  the  long  haul.  Perhaps  more  important,  this 

'oad  is  already  paved.  The  products,  services  and       ^  TM/\kir" 

partners  of  Sun  ONE  are  ready  to  start  you  dov^nthe       ^Ull  wIM  t 

'oad  today.  You  grab  the  snacks.  We've  got  the  map.      Open  Net  Environment 
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CAR  TALK 


GM  BRAND  MANAGERS 
GET  THE  BOOT 

"brand  management"  is 
breathing  its  last  at  General 
Motors.  In  the  '90s,  now-de- 
parted GM  North  America 
boss  Ron  Zarrella  hired  a 
bunch  of  marketers  from 
packaged-goods  industries  to 
boost  gm's  falling  market 
share.  Their  task:  Find  a  tar- 
get group  and  tailor  adver- 
tising and,  occasionally,  the 
cars  to  meet  the  group's  de- 
sires. Often  it  resulted  in 
such  tricks  as  making  a  Pon- 
tiac  Grand  Prix  and  a  Bxiick 
Regal — essentially  the  same 
car — with  different  styling. 

Those  days  are  over. 
Zarrella  quit  last  fall,  and 
Robert  Lutz,  who  joined  GM 
as  \"ice-chairman  for  product 


development    SEPARATED 
in     Septem-   AT  BIRTH:  The 
ber,  is  taking  Regal  and  the 
an  ax  to  gm's   Grand  Prix 
so-called 

brand-management  system. 
Over  the  past  few  months, 
GM  has  quietly  sent  a  nvun- 
ber  of  brand  managers  to 
new  assignments  or  early  re- 
tirement, thinning  the  ranks 
from  39  in  1996  to  26  now. 
More  reductions  may  be  com- 
ing, GM  sources  say. 

And  soon,  those  remaining 
will  get  a  new  title,  possibly 
marketing  director,  the 
sources  say  Thej'^  no  longer 
be  part  of  Lutz's  development 
team  of  engineers,  designers, 
and  di\'ision  managers.  Says 
one  GM  exec:  "They  never 
had  much  influence,  and 
theyTl  have  even  less  now." 
So  much  for  the  experiments 
of  the  "90s.  David  Welch 


HONCHOS 

BIG  APPLE,  BIG 
BONDS-BIG  PICKLE 

NEW  YORK  CITY   MAYOR   AND 

billionaire  mogul  Michael 
Bloomberg  has  been  in  office 
for  100  days.  But  he's  still 
presiding  over  a  conflict 
of  interest:  his  80%  stake 
in  his  financial-data 
and  media  company 
Bloomberg  LP.  (The 
mayor  gave  up 
CEO-ship  when  he 
took  office.) 

The     conflict 
stems  fi'om  the  fact 
that  his  company's 
biggest  clients  are 
the  same  Wall  Sti-eet 
firms   that   are    cur- 
rently vying  to  un- 
derwrite bond  issues 

BLOOMBERG:  Recused 
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for  New  York  City.  Proposals 
were  handed  in  on  Apr.  8. 

Usually,  it's  the  mayor 
who  picks  the  investment 
bank,  along  with  the  city 
comptroller.  But  now 
Bloomberg  has  quietly  re- 
cused himself  from  the  job. 
He'll  let  Budget  Director 
Mark  Page,  along  with  the 
comptroller,  do  it  instead, 
according  to  a  mayoral 
spokesman. 

If  Merrill   Lynch  is 
chosen  as  a  city  bond 
underwriter,  there  could 
be  an  even  greater  con- 
flict of  interest:  Merrill 
\  is  a  20%  stakeholder  in 
Bloomberg  LP. 

Meantime,  the  City 
Conflicts     of     Interest 
Board  has  yet  to  recom- 
mend how  New  York's 
businessman      mayor 
should  deal  with  his 
situation.  Tom  Loivry 


TALK  SHOW  it. ..the  whole  idea  that  we  are  independent 
from  [the]  banking  [division]  is  a  big  lie'' 

— Merrill  b/nch  research  analyst  Kirsten  Campbell,  in  an 
e-mail  to  a  fellow  analyst 
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CHINA  WATCH 

TO  GET  AN  MBA 
IS  GLORIOUS 

AS  CHINA  PREPARES  FOR  THE 
demands  of  the  World  Trade 
Organization,  MBA  and  execu- 
tive MBA  programs  are  being 
launched  across  the  country. 
There  are  21  degree  pro- 
grams run  jointly  by  Chinese 
and  foreign  universities,  plus 
about  40  more 
by  Chinese  uni- 
versities alone. 

Execs  at  Chi- 
na's state-run 
and  private  com- 
panies, Chinese 
managers  in  for- 
eign companies, 
and  midlevel 
government  offi- 
cials— ^more  than 
4,000  people  in 
all — have  signed 
up  in  recent 
years.  Up  to 
1,600  more  are  expected  to 
enroll  this  year,  pajdng  tu- 
itions from  several  thousand 
dollars  to  $40,000— often  re- 
imbursed by  an  employer — 
to  study  for  nine  months  to 
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FUDAN:  Waiting  list 


two  years.  For  the  joint  v^ 
tures,  foreign  institutio 
including  Harvard  and  Fo: 
ham  universities  and 
European  Union — provT 
much  of  the  curriciilimi  a 
faculty.  Chinese  universit 
supply  the  rest — and  the  c 
erating  license. 

Now,  more  are  openir 
Washington  University  in  I 
Louis'  OUn  School  of  Busint 
is  laimching  one  this  mo: 

at  ShanghaKis)M 
prestigious  V. 
dan  Universi 
The  maximum 
students  are  e 
roUed;  more 
on  the  wait  ULanpd 
"With  the  le\Jsi^ 
of  enthusiasm 
ward  China  a 
the  investme 
being  placed  h(  skt 
by  corporatio 
from  around  t 
world,  the  timi 
is  good,"  sa 
Mark  Wrighton,  Wash  U 
chancellor.  "Shanghai  is 
great  place  to  be."  Expe 
more  foreign  B-schools  , 
share  that  sentiment  soon. 
Dexter  Roberts  and  Li  Y( 
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THE  LIST  WILL  JACK  GET  OFF  EASY? 


Ex-General  Electric  CEO  Jack 
Welch — worth  an  estimated 
$680  million — no  doubt  hopes 
his  upcoming  divorce  won't  be  a 
drawn-out  debacle  like  that  of 
colleague  Gary  Wendt.  But  even 
if  wife  Jane  gets  just  a  fraction 
of  his  wealth,  the  settlement 
will  qualify  as  major  league. 
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COUPLE 


WHAT  HE  WAS  WORTH*       WHAT  SHE  GOT 


CRAI6  McCAW  Nextlink  CEO 
WENDY  McCAW 


$2.0 
billion 


At  least  $500 
million  in  stock 


DONALD  TRUMP  Real  estate  mogul**       $1.75 
IVANA  TRUMP  billion 


$25  million, 
including  $14 
million  in  cash 


STEVEN  SPIELBERG  Director 
AMY  IRVING 


$200 
million 


$100  million 


GARY  WENDT  GE  Capital 
LORNAWENOT 


$100       $20  million,  plus 
million       $21,000  a  month 


*  Approximate  amounts,  estimates        **  Maria  Maples,  in  a  second  divorce,  got  $2  millk 
Data:  BusinessWeek,  CNN.com,  Forbes,  Los  Angeles  Times 
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Make  the  net  work  with  Web  services 
^  that  can  transform  your  business: 
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Transformative  change  begins 
with  |ava~  technology. 

At  the  enterprise  level,  lava "  technology  and 
XML  mean  interoperability.  Sun"  ONE  capitalizes 
on  seven  years  of  |ava  leadership  to  provide  a 
platform  for  Web  services  that  leverages  your 
existing  systems.  And  since  78%  of  developers 
consider  the  Java  platform  to  be  the  most 
effective  platform  for  building  and  deploying 
Web  services,  you  can  be  sure  Sun  ONE  will  get 
you  started  down  the  road  in  the  right  direction. 

The  Solaris"  Operating  Environment 
lets  you  deploy  services  on  an 
enterprise-class  platform. 

Make  sure  your  services  are  always  available 
for  your  customers,  with  the  rock-solid  Solaris- 
Operating  Environment.  You'll  be  in  good 
company— after  all,  many  of  the  largest  Internet 
businesses  already  run  on  it.  Solaris  OE  is  the 
foundation  of  Sun  ONE  and  provides  a  highly 
reliable  application  platform  for  any  kind  of 
service.  That's  what  we  call  "Services  on  Demand." 


Sun  ONE  infrastructure  software 
delivers  services  today. 

Sun  ONE  Directory  Server  already  enables  60% 
of  the  Fortune  100  to  conduct  business  on 
the  Web  quickly  and  securely.  And  Sun  ONE 
Developer  Tools  for  lava  were  judged  Best  )ava 
IDE  by  JavaWorld.  They  both  work  seamlessly 
with  Sun  ONE  Application  Server  and  Sun  ONE 
Portal  Server  to  let  you  deliver  services  that 
quickly  scale  across  multiple  platforms.  The 
faster  you  get  your  Web  services  to  market, 
the  greater  the  business  opportunity.  There's 
no  speed  limit  on  this  road. 

Sun  ONE  Consulting  can  start  you  down 
the  road  to  Web  services  right  now. 

Sun  ONE  Consulting  lets  you  reduce  the  time, 
cost  and  risk  of  transforming  your  business 
with  Web  services.  Sun  ONE  Consulting  can 
help  you  with  every  phase  of  developing  and 
deploying  innovative  services,  giving  you  the 
kinds  of  sustained  business  advantages  you 
would  expect  from  a  business  innovator  like  Sun. 


Systems  integrators: 

Sun  teams  with  some  of  the  best  systems  integrators  in  the  business,  so  you'll  have  the  expertise 

you  need  to  begin  developing  "Services  on  Demand"  on  the  Sun  ONE  platform  today: 

°  Cap  Gemini  Ernst  &  Young  °  EDS 

o  Computer  Sciences  Corporation       o  KPMG  Consulting,  Inc. 

o  Deloitte  Consulting  °  Science  Applications  International  Corporation 


Companies 
already  on  the  road 
with  Sun'ONE: 

Standard  &  Poor's 

The  Sun  ONE  architecture  has  doubled 
Standard  &  Poor's  uptime  and  applica- 
tion performance  over  previous  imple- 
mentations, and  has  improved  their 
service  delivery  to  financial  markets 
so  that  they  are  now  able  to  meet 
client  demands  24/7. 

National  Hockey  League* 

With  the  Sun  ONE  framework,  the 
NHL*  is  harnessing  the  power  of  the 
Web  to  improve  operations.  The  NHL 
can  now  communicate  and  conduct 
business  more  securely  while  delivering 
"Services  on  Demand"  to  over  8  million 
passionate  hockey  fans  per  month 
on  NHL.com. 


The  road  to 
Web  services 
begins  with 
Sun  ONE. 


CREATE  NEW  SERVICES 

•  Sun  ONE  Developer  Tools 

•  Sun  ONE  ApplicatJOA  Server 

•  Sun  ONE  Integration  Server 

The  fastest  road  to  maximizing 
productivity  and  ttia  speed  of 
development 


DELIVER  SERVICES 

>  Sun  ONE  Portal  Server 

•  Sun  ONE  Messaging  Server 

•  Sun  ONE  Calendar  Server 

The  fastest  road  to  providing 
prepackaged  and 
custom -developed 


IDENTITY  AND  SECURITY 

•  S«in  ONE  Directory  Server 

•  Sun  ONE  Identity  Server 

The  fastest  road  to  leveraging  and 
protecting  your  corporate  assets. 


DEPLOY  SERVICES 

•  Solaris  Operating  Environment 

The  fastest  road  to  deploying 
Java  and  XML-based  services 
quickly  and  reliably. 


NEED  DIRECTIONS? 
REGISTER  TODAY 

for  our  exclusive 
Web  seminar  on  the 
importance  of 
open  standards  in 
Web  services. 
www.sun.com/stayopen 


^Sun 

microsystems 
We  make  the  net  work. 
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SLUGFESTS 

NORTHROFS  ODD  TAKE  ON  TAKEOVERS 

NORTHROP  GRUMMAN,  THE  LOS  ANGELES  DEFENSE 

contractor,  is  involved  in  a  nasty  battle  to 

take  over  aerospace  and  auto-parts 

maker  TRW.  And  among  North- 

rop's  tactics  is  an  assault  on 

B-2:  Homing  in 
on  TRW? 


several  unusual  laws 
in  Ohio — where  trw  is 
based — designed  to  prevent  hos- 
tile takeovers.  In  March,  Northrop 
filed  suit  in  federal  court  in  Cleveland, 
calling  the  laws  unconstitutional. 
That's  pretty  ironic,  says  John  Chevedden,  a  con- 
sultant and  shareholder  activist  who  has  been  trying  for 
the  past  four  years  to  get  Northrop,  maker  of  the  B-2  stealth 
bomber,  to  drop  its  own  antitakeover  defenses.  Antitakeover 
provisions,  such  as  multiyear  terms  for  board  members  and 
"poison  pUls"  that  allow  existing  shareholders  to  buy  stock 
cheaply  in  the  event  of  a  hostile  offer,  were  created  in  the 
1980s  as  a  way  to  thwart  corporate  raiders.  In  recent  years, 
such  protections  have  come  under  attack  from  shareholder  ac- 
tivists, who  say  they  are  a  detriment  to  stockholders.  Studies 
have  shown  that  companies  without  such  protections  have  bet- 
ter stock  market  performance. 

Chevedden  has  twice  won  a  majority  on  proposals  to  elim- 
inate Northrop's  poison  pill.  But  since  the  votes  were  non- 
binding,  Northrop  hasn't  complied.  This  year,  it  convinced 
the  Securities  &  Exchange  Commission  that  it  didn't  have  to 
put  Chevedden's  poison  bill  proposal  up  for  a  vote  again,  in 
part  because  it  exceeded  a  500-word  limit  on  resolutions.  But 
Northrop  shareholders  vAW.  get  to  vote  May  15  on  another 
Chevedden  proposal  to  wipe  out  a  Northrop  requirement  that 
some  shareholder  initiatives  receive  80%  of  the  vote  to  pass. 
Northrop  spokesman  Randy  Belote  claims  the  company's 
antitakeover  provisions  are  common  and  very  different  from 
the  more  restrictive  laws  that  Northrop  is  challenging  in 
Ohio.  StUl,  it  seems  Northrop  wants  to  have  its  cake  and  eat 
it,  too.  Christopher  Palmeri 


DRAWN  &  QUARTERED 


BANK  NOTES 

REPAYING  THE  LOAN 
ISNT  ENOUGH 

COMPANIES    IN    NEED    OF 

short-term  credit  had 
better  be  prepared 
to  offer  their 
banks  something 
in  return — some- 
thing beyond  in- 
terest payments. 

Half  of  corporate 
finance  officers,  from  com- 
panies both  large  and  small, 
say  they  are  "required"  or 
"strongly  encouraged"  to  use 
their  banks'  other  services — 
checking,  savings,  and  in- 
vestment accounts — if  they 
want  a  loan  for  less  than  a 
year,  according  to  a  recent 
survey  by  the  Association  of 
Financial  Professionals 
(AFP).  That  may  not  be 
new.  But  now,  25%  say 
there's  also  pressure  to 
use  their  bank  for  debt 
underwriting;  16%  say 


the  same  of  equity  undei 
writing  and  merger  advice 
Without  short-term  finanjl 
ing,  companies  spend  moi 
cautiously  and  make  fewt 
investments. 

"I  doubt  there 
a  company  that  i^ 
n't  facing  this] 
says  James  Hac 
dad,     a     boarl 
member   at    thj 
AFP  and  also  vica 
president  of  corpcj 
rate  finance  at  Cadenc 
Design  Systems.  Haddadj 
company  actually  cut  ti€ 
with    one    bank    had    th£ 
demanded  too  much  othe 
business. 

A  1999  act  of  CongresI 
(Graham-Leach-Bliley)  il 
partly  to  blame,  says  Jirl 
Kaitz,  the  chief  executive  cl 
the  AFP,  since  it  letl 
commercial  banks  offel 
services  that  wer| 
once  sold  only  by  ir 
vestment  banks. 

Kimberly  Weisx 


THE  BIG  PICTURE 


OVERWHELMED  BY  SPAM    The  Federal  Trade  Commission  gets  15,000 
complaints  about  spam  every  day -and  the  problem  is  only  getting  worse 


ONE  IN  FOUR  SPAM  AHACKS  IS  MONEY-RELATED 


APR.  '31 
▲  MiaiONS 
*UNAUTHOP!ZED  MASS  MAILINGS 


MAR.  '02 
Data:  Bnghtmail  Inc. 


HNANCIAL 
25.3% 

PRODUCTS 
19.2% 

OTHER              ^ 
29.1%          fl 

SPIRITUAL 
^  16.5%. 

r 

HEALTH  4.2% 

SEX  5.7%      . 

Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfrontC" businessweek.com 
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Lead  conversions 
at  Quick  6l  Reilly 
have  gone  up  50%. 

—Donald  E.  Froude,  CEO,  Quick  &  Reilly 


Dnald  Froude  believes  every  customer  should  feel  cared  for  and  valued.  A  philosophy  that's 
jnd  profitable  results  w^ith  Siebel's  CRM  software.  With  it,  Quick  &.  Reilly 's  employee 
3ductivity  rose  15%.  Lead  conversions  climbed  50%.  Customer  retention  v^ent  up  10%. 
oss-selling  grew  5%.  Further  evidence  that  customer  relationships  are  still  a  company's  best  friend. 


Good  service  is  good  business. 

To  leam  more,  call  1-800-307-2181  or  visit  siebel.com/casestudies. 
i  Siebel  Systems,  Int.  All  rights  feserved.  Siebel  and  the  Siebel  logo  ore  Irodemorks  o(  Siebel  Systems,  Inc.,  ond  may  be  registefed  in  tertoin  jurisdictions.  Othef  pcoduct  names,  designations  ond  logos  moy  be  tfodemorks  of  their  tespective  owners. 
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CLOSING  THE  BOOKS 
ON  A  GO-GO  DECADE 


"Restating  the  '90s"  <Cover  Story, 
Apr.  1)  suggests  that  "the  productivity 
gains  of  the  1990s  are  real  and  sustain- 
able." That's  the  most  heartening  eco- 
nomic news  imaginable  for  our  coimtry, 
but  it's  something  that's  totally  over- 
looked or  ignored  by  most  investors  and 
economic  analysts. 

Investors  focus  too  much  on  their 
capital  losses  generated  from  under- 
writing excesses  in  high  tech.   How 
many  remember  the  Wang  computer  or 
the  massive  Cray  central 
processor  that  once  domi- 
nated  the   markets?    How 
many  shareholders  of  Wang 
and  Cray  still  weep  about 
their  outcast  state  and  be- 
grudge the  advances  made 
by  the  low-cost  replacement 
of  their  products? 

We  have  become  a  na- 
tion of  hand-wringing  in- 
vestors who  fret  over  loss- 
es that  are  part  of  the 
process  of  technology's  progress,  a 
land  of  lucky  laborers  among  a  small 
band  of  spoiled  investors. 

Richard  E.  McConnell 


ductivity  up  in  the  '90s,  and  may 
us  out  of  the  recession,  it  will  drag  ](i| 
ductivity  down  in  the  2010s. 

Edward  A.  Brj-j 

New 
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"Restating  the  '90s"  contains  "E 

accounting"  in  the  numbers  it  purpt 

to  show.  In  general,  it  defines  the  li 

as  the  nine-year  period  from  the 

quarter  of  1982  to  the  first  quarte 

1991.  For  the  1990s,  it  generously 

an  11-year  interval  from  the  first  qi 

ter  of  1991  to  the  fourth  quarter 

2001.  As  anyone  awake  at  the  t 

knows,  2001  was  a  yeai 

dramatic,  negative  char 

An  entirely  different  pict 

RESTMTInS  I  ^"^^^S^s  when  the  two; 
tual  decades  of  the  '80s 
'90s  are  compared. 

Blair  Ved 

Sheridan, 

Editor's  note:  The  goal  ^ 

to  assess  the  performanc 

the  economy  over  the  w) 

business  cycle  of  the  19 

from  the  trough  in  the  j 

quarter  of  1991  to  the  next  trough  in 

fourth  quarter  of  2001.  We  followed 

same  procedure  for  the  '80s  cycle.  Th 

periods  give  the  mx)st  accurate  pict 


We  now  hav«  enougti  perspective 
tn  look  l)ack  al  the  dec^e  and 
assess  what  was  rfal-aiNi  what 
wasn't.  TTie  results  wi]!  surprise 
y<ou.  AjhI  shape  what  happens 
neit  — 

n  MiounlMMKi 


Catharpin,  Va. 

Michael  J.  Mandel  focuses  on  im- 
proved education  as  the  cause  for  an 
improved  labor  force,  whereas  it  is  very 
likely  that  much  of  the  improvement 
comes  from  the  maturing,  more  experi- 
enced labor  force.  During  the  '90s,  baby 
boomers  were  entering  their  most  pro- 
ductive period.  This  pattern  will  con- 
tinue for  another  10  years.  But  by  2010, 
baby  boomers  will  be  leaving  the  labor 
force  to  be  replaced  by  fewer,  less  ex- 
perienced, youthful  employees.  While 
the  labor-force  quality  helped  drive  pro- 


including  both  boom  and  recession  yet 

You  point  to  wage  increases  in  b 
collar  jobs  as  evidence  for  the  bene 
of  globalization,  but  there  is  anotl 
more  accurate  explanation  for  th 
gains:  As  the  manufacturing  sector  c 
tracted,  less-productive  employees  ; 
many  entry-level  positions  w 
trimmed.  This  left  behind  the  more  \ 
ductive  and  experienced  senior 
ployees,  who  were  typically  paid  mt 
This  shift  in  compensation  demograpl 
is  the  most  influential  factor  in 
wage  increase.  Growth  occurred  in 
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Readers  Report 


CORRECTIONS  &  CUUtlFICATIONS 

"A  black  eye  for  labor"  (The  Workplace, 
Apr.  8)  said  that  the  AFL-CIO  had  pulled  the 
plug  on  a  campaign  to  pressure  Lockheed 
Martin  Corp.  not  to  renominate  Enron  Corp. 
director  Frank  Savage  to  its  own  board. 
The  AFL-CIO  resumed  the  campaign  after 
about  a  week. 

"Can  GM  save  an  icon?"  (Cover  Story.  Apr. 
8)  misidentified  the  location  of  General  Mo- 
tors Corp.s  Corvette  plant.  It  is  in  Bowling 
Green,  Ky. 

In  "Variable  life  insurance  variables'"  (Busi- 
nessWeek Investor.  Apr.  8),  financial  plan- 
ner Thomas  Batterman  acknowledges  he 
erred  when  he  said  that  liquidating  his 
client's  variable-life  policy  would  require 
paying  tax  on  the  proceeds.  He  says  he  is 
recommending  his  clients  keep  the  policy  in 
place  while  he  explores  other  insurance  op- 
tions, such  as  term  life. 

In  "Nanotechnology"  (The  Tech  Outlook, 
BusinessWeek  50.  Spring,  2002),  Mit- 
subishi's $100  million  nanotech  venture 
fund  is  sponsored  by  Mitsubishi  Corp.,  not 
Mitsubishi  Electric  Corp. 

An  illustration  credit  was  missing  from 
"Can  IBM  keep  earnings  hot?"  (Informa- 
tion Technology,  Apr.  15).  Glynis  Sweeny  is 
the  illustrator. 


tors  (government,  finance,  transporta- 
tion, and  senices)  where  globalization  is 
not  yet  a  factor. 

Larrj'  Brooks 
Buffalo 

The  stor}'  of  how  the  benefits  of  pro- 
ductiWty  gains  are  distributed  is  not 
over.  With  recent  layoffs,  wage  pres- 
sure subsided.  As  companies  begin  re- 
hiring, they  are  finding  experienced,  ed- 
ucated workers  with  i*enewed  interest  in 
factors  overlooked  during  the  '90s,  such 
as  sharing  the  compan\''s  \ision  and  re- 
specting the  team.  In  two  to  three 
years,  BusinessWeek  will  observe  that 
the  gains  were  shared  in  a  more  tradi- 
tional manner  between  investors  and 
employees.  Besides,  increasingly,  em- 
ployees are  also  the  shareholder. 

Lori  Lehmann  Hobson 
Palo  Alto,  CaUf. 

"Restating  the  '90s"  disturbs  me. 
Shouldn't  a  business  magazine  get  the 
story  right  the  first  time? 

Jon  Titus 
Milford.  Mass. 


A  FAILURE  OF 
HEWLEn-PAGKARD  MANAGERS 

Shareholders  of  the  combined  Hew- 
lett-Packard Co./Compaq  Computer 
Corp.  should  beware — not  because  the 
idea  to  combine  was  a  bad  one  but  be- 
cause HP  managers  failed  in  their  duty 
to  show  enthusiastic  support  for  CEO 
Carleton  S.  Fiorina's  strategy'  ("What 
price  victory  at  Hewlett-Packard?" 
News:  Analysis  &  Commentary',  Apr.  1). 
Torpedoing  Fiorina's  earlier  plan  to 
streamline  sales  showed  lack  of  leader- 
ship on  managers'  part,  not  hers. 

Scott  McNealy  didn't  go  far  enough 
when  he  said  in  his  BusinessWeek  in- 
terview that  shareholders  "who  wanted 
to  vote  no  should  have  gotten  out  of 
the  stock."  The  rule  also  applies  to  man- 
agers who  would  undercut  their  CEO 
whQe  happily  accepting  a  salary. 

Christopher  J.  Lahoda 
Princeton,  N..J. 

SUN  MICROSYSTEMS:  WILL  IT 
BE  A  WINNER  OR  A  LOSER? 

As  a  longtime  admirer  of  Sim  Mi- 
crosystems Corp.,  I  was  disappointed 
with  Scott  McNeal}''s  facile  comments 
on  Enron  Corp.  ("A*  talk  with  Scott  Mc- 
Nealy," Information  Technology-,  Apr.  1). 
The  Enron  failure  had  nothing  to  do 
with  a  Darwinian  failiire  to  compete. 
Its  failure  came  from  greed  and  dishon- 
esty. Worse  were  McNealy's  remarks 
about  winners  and  losers  in  a  free-mar- 
ket economy.  Isn't  McNealy  himself 
seeking  protection  from  what  he  per- 
ceives as  predator}'  behavior,  to  avoid 
becoming  one  of  those  losers,  rather 
than  simply  letting  the  free-market 
economy  work? 

Murray  Duffin 
Isle  of  Palms,  S.C. 

The  day  after  the  2000  election,  I  at- 
tended the  Svm  Microsystems  share- 
holder meeting.  It  proved  to  be  a  love 
fest  for  Scott  McNealy — as  the  stock 
was  near  an  aU-time  high  of  S64.  Scott 
said:  "The  next  two  years  are  going  to 
be  exciting,  spell  that  'volatile'... but 
I'm  holding  on  to  my  suxw  shares."  He 
talked  glowingly  of  expanded  markets 
and  increasing  use  of  the  network  with 
Svm's  growing  role  in  it.  He  never  al- 
luded to  the  fact  that,  according  to  your 
article,  he  felt  the  stock  was  overpriced, 
"...would  any  of  you  hke  to  buy  my 
stock  at  $64?  Do  you  realize  how  ridicu- 
lous those  basic  assumptions  are?  What 
were  you  thinking?" 

Well,  as  a  shareholder  since  1995,  I 
was  thinking  of  aU  the  positive  things  I 


drove  200  miles  to  hear  Scott  talk  aboi 
Going  to  that  meeting  was  a  big  miJ 
take  as  I  went  for  the  head  fake.  Sco'l 
states  in  your  interview:  "I'm  just  goi 
to  keep  my  mouth  shut."  Is  withholc 
information  a  good  business  practic 
that  protects  shareholders? 

Keevan  Abramsc 
Fort  Bragg,  Cj 

McNealy  can  complain  about  Micr 
soft,  but  Microsoft  may  now  have  t\ 
quality  software  that  wiU  commoditi 
major  portions  of  the  server  marke 
just  as  [it  did]  the  PC  market.  Wit| 
Microsoft  providing  operating  syster 
Intel  providing  high-end  processors 
chip  sets,  and  Compaq  Computer, 
Dell  Computer,  and  others  doing  sj 
tems  integration  and  support,  the 
horizontal  integration  market  will  mov 
to  the  server,  and  Sun's  [vertical  int 
gration]  business  model  is  mostly  toa 

Stephen 
Sevema  Park, 
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sider  the  facts.  According  to  IDC,  for  every  1 ,000 

ledge  workers,  your  enterprise  wastes  $7.5  million 
ar  looking  for  and  reworking  information  that  already  exists. 

mi  can  help.  Our  XML-enabled  knowledge  retrieval  solutions,  tightly 
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«nnecting  the  right  content  to  the  right  person  at  the  right  time,  Inktomi 
es  your  organization  far  more  efficient  and  competitive.   Best  of  all, 
mi  requires  minimal  IT  resources  to  deploy  and  maintain,  delivering 
xtremely  low  total  cost  of  ownership. 
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MARTHA  INC. 

The  Incredible  Story  of  Martha  Stewart  Living  Omnimedia 

By  Christopher  Byron 
Wiley.  405pp.  $27. 95 


BEHIND  THE 
MARTHA  MYSTIQUE 


Even  Maltha  Stewart's  fans  might 
guess  that  there's  a  hard-nosed 
personality  lurking  behind  the  af- 
fable domestic-diva  face.  After  all,  any- 
one who  claims  to  repair  deer  fencing 
and  whip  up  lavish  meals  for  20,  all 
while  running  a  sprawling  media-and- 
retaU  empire,  has  to  be,  at  the  least,  a 
tad  driven.  But  few  would  imagine 
Stewart  as  an  abusive  wife,  negUgent 
mother,  or  egocentric  tyrant  whose  path 
to  success  is  httered  with  angrj'  former 
associates  and  embittered  ex-friends. 

However,  after  reading  journalist 
Christopher  Byron's  scathing  biography, 
MaHlia  Inc.,  it's  hard  to  avoid  a  more 
jaundiced  view  of  America's  celebrated 
homemaker.  The  book  chronicles  Stew- 
art's evolution  from  a  pretty  girl  in  work- 
ing-class New  Jersey  to  one  of  America's 
richest  and  most  recognized  entrepre- 
neurs. Byron  takes  readers  through 
Stewart's  stint  on  Wall  Street,  her  foray 
into  catering  as  a  stay-at-home  mom,  and 
her  rapid  rise  after  publishing  her  book 
Entertainiyig  in  1982.  And  while  he  clear- 
ly admires  Stewart's  ability  to  turn  her- 
self into  a  multimillion-dollar  brand,  his 
focus  is  squarely  on  the  tormented  and 
duphcitous  person  he  sees  lurking  be- 
hind the  public  face.  If  Byron  started 
out  liking  his  Westport  (Conn.)  neighbor 
as  he  claims,  he  clearly  didn't  think  much 
of  her  by  the  end. 

It  makes  for  a  fascinating,  if  clearly 
lopsided,  read.  Byron,  for  example,  revels 
in  anecdotes  that  portray  Stewart  as  a 
mean-spirited  egotist.  At  a  1995  dinner 
for  Diana,  Princess  of  Wales,  he  says 
Stewart  screamed  at  public-relations 
mogul  Robert  Dilenschneider:  "If  you 
don't  know  who  I  am,  you  don't  deserve 
to  be  at  this  table!"  During  a  trip  to 
Colombia  in  the  early  1970s,  she  alleged- 
ly informed  her  staph-infected  husband: 
"You're  not  going  to  ruin  my  vacation." 
The  author  quotes  insiders  saying  that 
she  is  prone  to  berating  and  hurling  ob- 


scenities at  her  employees.  Byron  also 
has  Stewart  lying  about  her  past,  includ- 
ing later-retracted  allegations  that  her 
husband  became  sterile  from  cancer. 

The  problem,  of  course,  is  that  those 
who  actually  like  Stewart  didn't  grant  in- 
terviews to  the  author.  Through  a 
spokeswoman,  Stewart  declined  to  com- 
ment on  the  book.  It's  not  clear  that 
Stewart  ever  agreed  to  cooperate  on 
the  project,  preferring  to 
save  her  insights  for  her 
own  book  due  out  next  year. 
But  Byron  says  she  initially 
seemed  cooperative,  then 
froze  him  out  and  tried  to 
derail  the  project.  Given  By- 
ron's reputation  as  a  colum- 
nist who  has  skewered  many 
subjects,  it's  hard  to  blame 
her  for  avoiding  him.  As  a 
result,  he  has  no  quotes 
from  many  of  the  key  play- 
ers in  Stewart's  life — such 
as  business  partner  Sharon 
Patrick,  advertising  maven  Charlotte 
Beei-s,  and  former  companions  like  Sam 
Waksal  of  ImClone  Systems  Inc.  and 
publisher  Mortimer  Zuckerman. 

But  enough  people  did  share  their  sto- 
ries to  make  for  a  meaty  account.  These 
include  a  host  of  former  pals  such  as 
Kathy  Tatlock,  who  spent  a  disastrous 
year  working  on  videos  for  Stewart,  and 
ex-model  Norma  Collier,  who  now  calls 
her  former  catering  partner  "a  sociopath 
and  a  horrible  woman."  Among  other 
things,  Collier  charges,  Stewart  secretly 
booked  catering  jobs  on  the  side  and  de- 
nounced Collier  in  front  of  clients.  Then 
there  are  disenchanted  folks  from  Kmart 
Corp.  and  Time  Inc.  who  helped  give 
Stewart  her  start,  as  well  as  the  tour 
guides,  restaurant  owners,  neighbors,  and 
journalists  Stewart  has  alienated.  Byron 
quotes  them  all,  stringing  together  anec- 
dotes that  cast  his  subject  as  a  coiffed 
AttUa  the  Hun  who  will  trample  on  any- 
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one  and  anything  to  get  to  the  tM^ 

The  moments  of  sympathy  often  coi 
in  the  form  of  armchair  psychoanalys 
Here,  the  author  harks  back  to  Ste 
art's  tough  CathoUc  upbringing  in  Ni 
ley,  N..J.  Her  father  is  portrayed 
hard-drinking  bully;  her  mother 
cold,    disengaged    wife    and    mothi 
Martha   had   five   siblings   vying   i 
parental  attention.  Byron  asserts  th 
this  bred  a  deep  insecurity  and  bitte 
ness  fundamental  to  Stewajt's  person; 
ity,  accounting  for  boorish  behavior 
a  penchant  for  misrepresenting  her  p; 
The  anger-filled  childhood  left  Stew: 
incapable  of  forging  an  intimate  re 
tionship  with  her  daughter,  he  says. 
It's  anyone's  guess  whether  Stewart 
haunted  by  a  past  in  a  dysfunctional 
ily.  But  Byron  does  offer  a  compe 
case  that  the  perfection  epitomized 
Martha  the  brand  hardly  resembles  tl 
life  of  Martha  the  pers^ 
On  another  level,  the  bi 
underscores  the  difficulty 
maintaining  a  business  b 
around  one  human  bei 
While  Stewart  may  like 
compare   herself  to   Wi*,,,-. 
Disney,    the    two    bram 
have    fundamental   diffe  pctji 
ences.  For  one  thing,  Mic 
ey  Mouse  is  a  timeless  ico  JJf^ 
That    can't    be    said    f(  , 
Stewart,  a  woman  in  h«  UlUX 
60s.  And  Disney's  fantas  i  , , 
world  never  pretended  to  echo  tl  l^i,  [ 
life  of  its  founder  and  namesake.  Yet  tl  ,,^. 
key  selling  point  of  Martha  Stewart  Li  "  '"^ 
ing  Omnimedia  remains  Stewart  herse! 
Byron's  best  moments  come  w^hen  1 
examines  the  business — from  the  pos 
public-offering  sell-off  by  insiders  to  th 
vulnerable  footing  on  which  the  empii 
rests.  Unfortunately,  much  of  that 
treated  only  in  a  brief  epilogue.  Byron 
tale  effectively  ends  about  two  yeai 
ago,  soon  after  the  company  went  publi 
We  hear  little  about  the  drama  behin 
Kmart's  bankruptcy  or  the  evolution  ( 
Stewart's  business.  That's  too  bad,  b< 
cause  Byron  is  one  writer  who  could  ris 
above  the  Martha  mystique  to  pick  apai 
her  enterprise.  In  the  end,  it's  a  tests 
ment  to  the  power  of  Stewart's  persoi 
aUty  that  Byron,  too,  is  consumed  wit 
figuring  out  what  makes  this  woman  ti( 

BY  DIANE  BRA 
Brady  covers  Martha  Stewart  Livi 
Omnimedia  from  New  York. 


STEWART'S  SMILING  FACADE,  IN  BYRON'S  VIEW, 
CONCEALS  A  TORMENTED,  DUPLICITOUS  PERSON 
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With  a  battle  raging  between  Microsoft 
and  Palm  Computer  for  the  future  of 
handheld  computing,  is  there  room  for 
a  third  entrant?  Sharp  Electronics  certainly 
thinks  so.  Its  new  $500  Zaurus  SL5500  Personal 
Mobile  Tool  (www.myzaurus.com)  is  the  first 
handheld  from  a  major  manufacturer  based  on  a 
version  of  the  Linux  operating  system. 

Ideally,  there  should 
be  no  more  reason  to 
be  concerned  about  the 
operating    system    in 
your  handheld  comput- 
er than  the  OS  for  the 
computer-controlled 
functions  in  your  car. 
(There   are   probably 
several.)  But  the  os 
does  matter  for  hand- 
helds,  largely  because 
of  its  importance  to 
the  people  who  vn-ite 
software.  Thousands  of 
developers  have  writ- 
ten programs  for  the 
Palm  OS,  which  runs 
on      products      from 
Handspring,  Sony,  and  others,  as 
well  as  Palms.  Many  programs  are 
free  or  very  inexpensive  downloads. 
Pocket  PCS,  which  are  based  on  Mi- 
crosoft software,  are  gaining  popu- 
larity at  corporations  largely  because 
they  let  programmers  use  their  desk- 
top Windows  knowledge  and  tools. 
Sharp  is  counting  on  an  army  of  Lin- 
ux programmers  to  make  Zaurus  at- 
tractive to  consumers  and  corporate 
customers,  but  I  have  my  doubts. 

The  new  Zaurus,  latest  in  a  line 
handhelds  to  bear  that  name,  is  an 
piece  of  hardware.  The  240-by-320-pixel  display  is 
a  generous  2K  by  2X  inches,  and  the  bottom  part 
of  the  case  slides  down  to  reveal  a  diminutive, 
but  usable,  keyboard.  For  expansion,  the  Zaurus 
offers  both  a  CompactFlash  slot  that  provides — 
at  least  in  theory — for  a  broad  range  of  commu- 
nications accessories  and  a  slot  for  SD  memory 
cards.  A  removable  lithium  ion  battery  is  a  nice 
touch,  helpful  because  battery  life  seems  on  the 
short  side.  The  6.8-ounce  Zaurus  is  comparable  in 
size  and  weight  to  most  Pocket  Pes. 

Unfortunately,  much  of  the  software  suffers 
from  an  assortment  of  gUtches  and  often  has  a 
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not-quite-finished  feel.  The  calendar,  address 
book,  and  e-mail  applications  work  well,  though 
the  latter  two  suffer  from  the  common  hand- 
held problem  of  trying  to  cram  too  much  infor- 
mation into  a  single  hne  on  a  narrow  screen. 
These  applications  sync  well  with  Microsoft  Out- 
look, though  the  process  is  slower  than  on  Palms 
or  Pocket  PCs  and,  in  its  standard  configuration, 
required  multiple  mouse  clicks  to  approve  up- 
dating of  the  contact  list,  calendar,  and  mailbox. 
Setup  is  somewhat  confusing,  and  the  manual 
is  no  help.  Transferring  files  from  a  PC  to  the 
Zaurus  was  a  cumbersome  multistep  process; 
carelessly  designed  software  makes  some  of  the 
imderlying  complexity  of  Linux  visible  in  what 
should  be  a  simple,  point-and-click  routine. 

The  other  applications  are  a  mixed  bag.  There 
are  a  couple  of  nice  games  included  and,  for  the 
true  gearhead,  a  terminal  program  lets  you  run 
the  full  Linux  command-Une  interface;  you  could 
use  a  Zaurus  to  diagnose  a  net- 
work problem  or  manage 
routers.  A  suite  of  appUcations 
from  HancomLinux  is  supposed 
to  provide  compatibility  with 
Microsoft  Word,  Excel,  and 
PowerPoint.  But  HancomWord 
mangled  the  formatting  of  even 
fairly  simple  Word  documents. 
Worse,  any  editing  on  the  hand- 
held caused  the  formatting  to 
be  lost  permanently  when  the 
document  is  transferred  back  to 
the  desktop.  And  HancomPre- 
senter  did  not  provide  a  legible 
display  of  even  simple  Power- 
Point slides.  The  built-in  Pocket 
Office  applications  on  Pocket  PCs 
and  the  Data  Viz  Documents  To 
Go  software  bundled  with  most 
Palms  do  a  much  better  job. 

Networking  is  a  strong  suit 
of  Linux.  The  Zaurus  performed 
well  with  a  Linksys  Compact- 
Flash wireless  Ethernet  card, 
though  extensive  use  will  quick- 
ly suck  yoirr  battery  dry.  The 
network  connection  is  most  use- 
1    ful  for  e-mail.  The  Opera  Soft- 
iiH    ware  Web  browser  works  well, 
but  the  Zaurus  shares  a  prob- 
Pocket  PCs:  Viewing  800-pixel-wide 
on  a  screen  less  than  a  third  that 
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Web  pages 

vddth  is  simply  more  trouble  than  it's  worth. 

I  think  users  of  handhelds  would  be  well 
served  to  have  an  alternative  to  the  solid  but 
limited  Palm  os  and  the  Windows  hegemony  of 
Pocket  PC.  Stable,  secure  Linux  should  be  an 
ideal  candidate.  But  customers  will — and 
should — choose  the  ease  of  using  programs  over 
the  virtues  of  the  operating  system  every  time. 
Until  Linux  developers  offer  apphcations  with 
the  fit  and  finish  consumers  have  come  to  expect 
on  their  Palms  and  Pocket  PCs,  the  audience  for 
products  like  the  Zaurus  will  be  limited  to  the 
techie  hard  core.  ■ 
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BY  GARY  S.  BECKER 


IS  EUROPE  STARTING  TO  PUY 
BY  U.S.  RULES? 


FLEXIBLE: 

Its  poor 
economic 
performance 
in  the  1990s 
has  led  the 
EU  to  take 
steps  to 
open  its 
markets 
and  make 
them  more 
competitive 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teachies  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


The  recent  assassination  by  a  leftist  ter- 
rorist group  of  an  economic  adviser  to 
Italy's  government  on  labor  reforms,  and 
the  general  strike  called  by  Italian  unions  on 
this  issue,  show  the  deep  emotion  generated  by 
these  reforms.  The  unions  and  Prime  Minister 
Silvio  Berlusconi's  conservative  government  and 
its  supporters  are  locked  in  a  bitter  struggle 
over  whether  Italian  labor  markets  wdll  become 
less  rigid.  Europe's  union  leaders  and  employed 
workers,  the  so-called  insiders,  generally  remain 
strongly  opposed  to  changes  making  labor  mar- 
kets more  flexible  and  their  jobs  less  secure. 

Until  recent  years,  most  Continental  Euro- 
pean politicians  and  intellectuals  dismissed  what 
they  derisively  called  the  British  and  American 
"Anglo-Saxon"  model  of  competition  and  price 
flexibility.  Yet  a  quiet  but  enormous  change  may 
be  taking  place  in  European  attitudes  toward 
competition  in  labor  and  other  markets.  This 
change  was  evident  in  the  way  the  market-based 
model  dominated  the  recent  meeting  in  Barcelona 
of  leaders  of  the  European  Union.  Prime  Minis- 
ters as  far  apart  politically  as  Tony  Blair  of 
Britain,  Jose  Maria  Aznar  of  Spain,  Berlusconi, 
and  German  Chancellor  Gerhard  Schroder  all 
agreed  that  Europe  should  try  to  become  the 
world's  most  competitive  economy  during  the 
next  decade.  The  main  opposition  to  the  Anglo- 
Saxon  model  came  from  France,  as  both  Presi- 
dent Jacques  Chirac,  a  conservative,  and  Social- 
ist Prime  Minister  Lionel  Jospin  objected  to 
many  proposed  changes. 

The  reformers  were  reacting  to  the  poor  eco- 
nomic performance  of  Europe  during  the  1990s. 
Unemployment  averaged  well  over  9%  among 
the  Continental  members  of  the  EU  in  the  '90s, 
compared  with  BYz^c  in  the  U.  S.  and  similar  low 
levels  in  Britain.  Private  employment  expanded 
much  more  slowly  in  Europe,  and,  since  1995,  la- 
bor productivity  grew  almost  twice  as  rapidly  in 
the  U.S.  as  in  Continental  Europe. 

I  believe  the  French  will  also  come  around  to 
the  new  European  view  of  competition  and  mar- 
ket flexibility.  I  base  this  optimism  on  the  reac- 
tions over  time  to  an  article  I  pubUshed  in  1996 
in  the  left-leaning  French  newspaper  Le  Monde. 
The  article  argued  that  the  European  pattern  of 
high  unemployment  rates,  long  average  dura- 
tion of  imemplovment,  early  retirement  of  older 
workers,  and  very  slow  growth  in  employment 
are  not  inevitable  to  modem  economies.  They 
were  instead  the  result  of  high  social  security 
and  other  labor  taxes,  laws  that  make  it  difficult 
to  lay  off  employees,  generous  payments  to  the 


unemployed,  and,  in  France,  high  minimum-waJ 
laws.  I  advocated  easing  the  cost  to  companij 
when  they  hire  and  fire  workers,  lowering  lab| 
taxes,  lowering  minimimi  wages,  and  raising 
tirement  ages. 

At  the  time,  the  article  elicited  replies  from 
tellectuals  and  older  economists  who  defend^ 
the  European  statist  approach  to  labor  marker 
However,  after  five  additional  years  of  sluggi] 
labor  markets,  European  public  opinion  has  si 
ed  toward  greater  support  of  radical  labor  n 
ket    reform.    Now,    younger    economists 
France — and  elsewhere  in  Europe — agree  thi 
Europe  needs  drastic  reforms. 

To  get  around  its  restrictive  labor  laws.  Spa 
has  significantly  extended  the  number  of  worke 
who  could  be  on  temporary  contracts. 
Netherlands  began  to  encourage  part-time  wo| 
and  greater  flexibility  in  wages  and  hiring  ail 
firing  decisions.  The  Barcelona  summit  resolvtj 
to  hberalize  labor  markets  elsewhere  throuj 
lower  labor  taxes  and  reduced  benefits  to  the 
employed.  It  also  supported  moves  that  woul 
extend  the  average  age  of  retirement  by  fif 
years,  to  63. 

The  Barcelona  summit  took  concrete  actioij 
to  deregulate  other  markets  and  promoi 
greater  competition  in  them.  By  the  year  200| 
all  businesses  will  be  free  to  choose  their  gl 
and  electricity  suppliers,  and  households  will  l| 
able  to  do  so  by  2005.  In  a  couple  of  years,  E[ 
rope's  electricity  markets  will  be  freer  than  til 
U.S.'s,  unless  the  federal  and  state  govemmenl 
move  more  quickly  toward  deregulation.  Ho\l 
ever,  as  I  lamented  in  my  Mar.  18  Bushiest 
Week  column,  the  Enron  Corp.  scandal  is  cul 
tailing  America's  electricity  deregulation  bil 
apparently  not  Europe's  desire  to  take  adva| 
tage  of  new  technologies  that  allow  greater  cor 
petition  in  this  market. 

Barcelona  also  adopted  several  directives  th:l 
would  further  increase  competition  in  financil 
markets,  with  the  goal  of  full  integration  acro:[ 
the  EU.  Even  prior  to  this  svunmit,  Europe  hit 
taken  steps  toward  cross-border  competitici 
among  commercial  and  investment  banks. 

Europe's  domestic  and  foreign  policies  ofttl 
appear  to  be  defined  mainly  by  differing  with  til 
U.  S.  But  a  few  farsighted  leaders  have  grasptl 
that  Europe's  economy  is  too  inflexible,  and  if 
regulations  too  inhospitable  to  competition  arj 
entrepreneurship.  If  these  leaders  have  the! 
way,  Europe's  economy  may  overtake  the  U.  S I 
by  adopting  policies  shunned  and  even  ridicuk| 
until  only  a  few  years  ago. 
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the  shipping  choices  you  really  wanted?  That's  what  Brown 

can  do.  We'll  get  your  shipments  to  your  customers,  wherever 

J     they  are,  whenever  you  need  to  get  It  there. That  means 

shipping  on  your  terms  and  on  your  schedule.  Instead  of 

multiple  pickups  from  multiple  drivers,  you'll  have  one  driver,  one  pickup 

and  one  bill.  Brown  keeps  it  simple.  WHAT  CAN  BROWN  DO  FOR  YOU?'' 
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Economic  Trends 


BY  GENE  KORETZ 


WARNING  SIGN: 
LOW  DIVIDENDS 

They  may  presage  slow  profit  growth 

Although  dividends  have  regained  a 
bit  of  their  luster  in  the  eyes  of  in- 
vestors recently,  many  stock  market  ob- 
servers continue  to  chant  a  mantra  that 
became  fashionable  in  the  last  half  of 
the  1990s:  that  low  dividend  payouts 
bode  well  for  future  profit  gi'o\\i;h. 

As  the  gurus  see  it,  the  traditional 
emphasis  on  dividends  was  shortsighted. 
By  retaining  more  earnings,  companies 
can  enhance  productive  investment.  And 

A  STRIKING  DECLINE 
IN  DIVIDEND  PAYOUTS 
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investors  benefit  doubly  because  their 
payouts  come  in  the  form  of  larger  long- 
term  capital  gains,  which  are  taxed  at 
lower  rates  than  dividends. 

If  that  view  is  correct,  then  you 
should  expect  faster  earnings  growth 
and  stock-price  appreciation  to  follow 
periods  in  which  dividend-payout  rates 
are  low.  Indeed,  because  payout  rates 
hit  historically  low  levels  in  recent  years 
and  have  risen  recently  due  only  to  the 
recession's  cyclical  impact  on  earnings, 
many  New  Economy  advocates  still  see 
superstrong  earnings  grovilh  ahead. 

Investment  strategists  Robert  D. 
Amott  of  First  Quadrant  LP  and  Clif- 
ford S.  Asness  of  aqr  Capital  Manage- 
ment LLC  are  dubious.  In  a  recent  study, 
they  found  that  over  the  past  century  or 
so,  low  dividend-payout  rates  on  the 
Standard  &  Poor's  500-stock  index  con- 
sistently foreshadowed  low  average  real 
earnings  growth  over  subsequent  10-year 
periods.  And  high  dividend-earnings  ra- 
tios signaled  high  earnings  grov\i:h. 

Focusing  on  the  period  since  1946, 
they  report  that  on  average,  real  s&p 
500  earnings  actually  declined  by  0.7%  a 
year  in  the  decades  following  years  with 
very  low  dividend-earnings  ratios.  By 


contrast,  the  10-year  periods  following 
years  with  very  high  payout  rates 
boasted  average  annual  gains  in  real 
earnings  of  3.2%.  The  authors  found 
that  the  dividend-payout  rate  was  an 
even  better  forecaster  of  future  earnings 
gains  than  the  price-earnings  ratio  or 
the  interest-rate  yield  curve. 

Why  should  high  current  dividend 
payouts  forecast  high  earnings  growlh 
and  low  payouts  low  growth?  One  obvi- 
ous reason  may  be  that  many  managers 
who  see  strong  earnings  growth  ahead 
feel  they  have  room  to  raise  dividends, 
while  low  payout  rates  signal  fears  that 
earnings  may  not  be  sustainable. 

Another  reason,  say  the  researchers, 
may  be  that  many  managers  who  short- 
change dividends  tend  to  use  retained 
earnings  for  unproductive  "empire-buQd- 
ing  activities"  that  ultimately  hurt  fu- 
ture earnings.  "Companies  that  retain  a 
smaller  share  of  earnings  are  likely  to 
choose  their  investments  a  lot  more 
carefully  than  those  who  decide  to  forgo 
dividends,"  theorizes  Amott. 

Whether  the  low^  dividend  payouts  of 
the  late  1990s  reflected  wasteful  or  wise 
investments  won't  be  clear  for  some 
years.  But  the  high-tech  market  bust 
and  the  results  of  Amott  and  Asness' 
historical  study  are  hardly  reassuring. 


THE  CASE  FOR 
LIVING-WAGE  LAWS 

Even  a  skeptic  finds  that  they  help 

Since  1994,  nearly  40  U.  S.  cities  have 
passed  living-w^age  ordinances.  Such 
laws  seek  to  reduce  urban  poverty  by 
requiring  employers  doing  business  with 
the  city  to  pay  their  employees  a  basic 
wage  significantly  higher  than  the  min- 
imum wage — which  has  failed  to  keep 
pace  with  inflation  since  the  1960s. 

Many  economists,  however,  think  such 
policies  are  self-defeating  because  rais- 
ing pay  for  some  workers  above  market 
levels  will  reduce  overall  employment  of 
low-wage  workers.  Now,  a  new  study 
finds  such  fears  to  be  overblown. 

The  study  is  intriguing  because  it 
was  done  by  David  Neumark  of  Michi- 
gan State  University,  long  a  critic  of 
of  minimum- wage  increases.  Neimnark 
analyzed  the  actual  experience  of  36 
cities  with  living- wage  law^s,  from 
Boston,  Baltimore,  and  Chicago  to  Min- 
neapolis, Denver,  and  San  Francisco. 

As  he  expected,  Neumark  found  that 
the  passage  of  such  laws  did  tend  to 
reduce  employment  somewhat  among 
low-wage  workers  in  urban  areas.  But 


he  also  found  that  living-wage  laws  h 
a  wider  impact  on  wages  than  anti 
pated — especially  in  cities  in  which 
laws  applied  both  to  businesses  ct 
tracting  with  the  city  and  to  employt 
receiving  government  aid  in  the  fo 
of  reduced  taxes  or  other  goodies. 

On  balance,  says  Neimiark,  the  hig 
er  wages  brought  about  by  living-wa 
laws  appear  to  outweigh  the  effects 
job  losses — resulting  in  a  moderate  c 
cline  in  urban  poverty. 


A  BIGGER  TAX 
BITE  IN  THE  '90s? 

Only  the  top  tier  saw  a  jump  in  rat 


According  to  the  Tax  Foundation,  t 
tax  burden  of  the  top  25%  of  fed 
al  income  taxpayers  grew^  appreciably 
the  1990s,  from  77.2%  of  total  taxes  c 
lected  in  1989  to  83.5%  in  1999,  wh 
their  average  tax  rate  climbed  by 
percentage  points,  to  18.7%.  Indeed,  t 
Washington-based  research  grou 
analysis  of  Internal  Revenue  Serv 
data  suggests  that  the  upper  50% 
taxpayers  paid  a  bigger  share  of  tax 
and  a  higher  average  tax  rate. 

As  is  often  the  case,  however,  t 
devil  is  in  the  details.  A  closer  look 
the  data  reveals  that  average  tax  rat 
paid  by  income  groups  other  than  t 
highest  10%  of  taxpayers  actually  > 
clined  a  bit.  And  the  bottom  95% 
taxpayers  shouldered  less  of  the  to 
tax  burden  than  they  did  in  1989 

The  explanation:  The  rise  in  over 
tax  rates  for  the  upper  half  was  driv 
by  a  huge  jump  in  income  received 
the  wealthy,  especially  the  top  1% 
taxpayers.  That  lucky  group's  share 
adjusted  gross  income  reported  by 
taxpayers  rose  by  37%,  to  nearly  or 
fidfth  of  the  total.  Because  of  the  pj 
gressive  tax  system  (and  the  19 
Clinton  tax  hike),  ^■^^■^^^■^ 
such  outsize  in- 
come gains  kicked 
up  their  average 
tax  rate  from 
23.3%  to  27.5%. 

Over  the  1990s 
decade,  the  aver- 
age adjusted  gross 
income  of  the  top 
1%  of  taxpayers 
rose  from  ^0,000 
to  $915,000.  That 
of  the  bottom  half 
of  taxpayers  rose 
by  about  $3,600, 
to  $12,450. 
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With  Blue  Cross  of  California, 
all  your  out-of-state  employees 
can  be  covered. 


Employees  living  out  of  state?  No  problem.  Employees  traveling  throughout  the  50  states-or  internationally? 
Again,  no  problem.  Because  California-based  companies  with  over  50  employees  can  have  everyone  under 
coverage  administered  through  Blue  Cross  of  California.  We  can  offer  PPOs  and  other  plans  with  national 


capabilities  that  provide  a  single  point  of  administration,  uniform  procedures  and  time- 
saving  online  services.  And  your  employees  get  the  nation's  largest  preferred  provider 
network:  over  560,000  physicians  and  over  5,000  hospitals.  Our  national  capabilities  are 


working  for  hundreds  of  California  companies.  Call  us,  and  see  how  we  can  cover  yours.      The  Power  of  Blue. 


For  more  information,  call  your  Blue  Cross  broker  or  visit  us  at  www.bluecrossca.com. 

Medical  coverage  in  California  (CA)  provided  by  Blue  Cross  of  California  (8CC).  Medical  coverage  ourside  ofCA  provided  by  BC  Life  &  Health  Insurance  Co.  (BCL&H)  under  a  group  policy  issued 
in  CA.  BCC  and  BCL&H  are  Independent  Licensees  of  the  Blue  Cross  Association  (BCA).  ®  Registered  Mark  and  SM  Service  Mark  of  the  BCA.  ©  200 1  BCC. 
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Meteor.  The  word  conjures  up  the  extinction  of  the  dinosaur.  And  now,  only  65  million  years 
later,  Meteor  Studios  is  bringing  these  hulking  beasts  back  to  life  for  The  Discovery  Channel." 
Thanks  to  Synopsys  IC  design  tools  and  sen/ices,  advances  in  chip  design  enable  animators 
at  Meteor  working  on  When  Dinosaurs  Roamed  America  to  show  not  just  how  the  prehistoric 
creatures  looked.  They  recreate  every  movement,  every  breath,  how  every  muscle  worked - 
all  with  exceptional  realism.  When  it  comes  to  improving  graphic  imaging,  advancing  wireless 
technology  or  enhancing  computing  power,  Synopsys  tools  make  boundaries  extinct. 
And  help  chip  evolution  accelerate  beyond  belief. 

wwvif.^rfopsys.com 
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the  all-in-ane  flex-Tl 


iDcal.  long  distance  5c  Tl-grade  Internet:  1  pipe.  39  sizes 


I' 


3  of  39  flexible 
configurations; 


12  phone  lines 
728  k  Internet 


8  phone  lines 
512  k  Internet 


4  phone  lines 
256  k  Internet 


Now  you  can  mix  and  match  voice  lines  and  Internet  speed  to  fit  your  business 
like  a  glove — and  upgrade  your  Internet  connection  in  the  process.  By  combining 
your  voice  traffic  in  the  same  Tl  pipe  with  your  data  traffic,  you  can  gain  the 
efficiency  to  improve  the  speed  and  reliability  of  your  uploads,  downloads  and 
email. The  Flex-Tl  uses  the  same  network  as  the  big  phone  company.  And 
because  it's  a  true  Tl,  there  are  no  availability  restrictions,  and  you  get  quicker 
tech  response  than  with  Internet  options  like 

DSL. You  can  even  start  with  just  a  third  of       

the  pipe.  Call  or  visit  telepacific.com  for  details.        ^^  88-teiepacific/888-353-7224 
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Life  enhancing  genetics. 
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Utah  is  known  for  its  extraordinary  recreation.  It's  also  known  for  its  vast 
biomedical  landscape.  From  genetics  to  pharmaceuticals  to  medical  devices,  Utah 
is  home  to  over  300  biomedical  companies  including  Myriad  Genetics,  Becton 
Dickinson  and  the  Huntsman  Cancer  Institute.  We  also  boast  an  experienced, 
well-educated  workforce  and  three  major  research  universities-one  of  which  has 
discovered  more  disease-related  genes  than  an_y  other  university  in  the  world. 
Just  a  few  reasons  to  grow  ^our  business  here.  Discover  more  at:  utah.gov/tech 
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When  you're  young,  diWidvantaged  and  in  trouble,  opportunity  doesn't  always 
knock  at  your  door.  In  Santa  Ana,  California,  a  group  of  Catholic  nuns  keeps 
the  door  of  opportunity  open  to  the  city's  youth  through  Taller  San  Jose, 
a  state-of-the-art  education  and  job-training  center. 

"Taller"  means  "workshop"  in  Spanish,  and  that's  exactly  what  the  center  is  - 
a  life-changing  workshop  where  practical,  hands-on  education  in  building  trades, 
computers,  nursing  and  other  professional  skills  are  the  tools.  And  where  a  skilled, 
motivated  workforce  is  the  finished  product. 
Please  call  714  543  5105  today 
and  see  how  you  can  help  build  the  future  of  Southern  California. 
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TALLER  SAN  JOSE 

Sponsored  by  the  Sisters  of  St.  Joseph  of  Orange 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


DON'T  MISTAKE  RISING  UNEMPLOYMENT 
FOR  A  WEAKENING  ECONOMY 

Companies  are  focusing  on  boosting  output  with  productivity  gains 


U.  S.  ECONOMY 


WHERE  PAYROLLS  ARE 
STARTING  TO  GROW 


■  EXCLUDING 
TEMPORARY  HELP  • 

■  TEMPORARY  HELP 


A  THOUSANDS  OF  WORKERS 

Data:  Labw  DepI .  DRI-WEFA 


At  first  glance,  the  Labor 
Dept.'s  employment  report  for 
March  sent  a  mixed  message  about  the  economy:  Pay- 
rolls posted  a  moderate  gain,  the  first  of  the  recovery, 
but  the  unemployment  rate  rose  after  two  months  of 
decline.  While  those  two  data  points  seem  contradicto- 
ry, the  split  reflects  the  two  sets  of  influences  affecting 
the  economy  right  now. 

The  first  group  is  the  struc- 
tural changes  of  the  1990s,  in- 
cluding greater  labor-market 
flexibility,  larger  productivity 
gains,  and  faster  growth  in 
real  wages.  They  were  evident 
during  the  downturn  of  2001, 
and  they  are  already  influenc- 
ing job-market  and  economic 
trends  in  the  recovery  of  2002. 
The  second  set  extends  from 
the  classic  business-cycle  turn- 
around in  the  long-beleaguered  manufacturing  sector,  as 
businesses  replenish  depleted  inventories. 

Taken  together,  the  collection  of  structural  and  cycli- 
cal influences  suggests  that  the  economy  as  a  whole  will 
ook  much  healthier  in  2002  than  the  job  markets  will. 
Economic  growth  this  year  will  be  powered  mainly  by 
productivity.  Hiring  will  pick  up,  but  it  may  not  be 
trong  enough  to  stop  the  jobless  rate  from  rising 
ibove  March's  5.7%.  But  because  the  jobless  rate  re- 
•nains  historically  low,  wages  should  grow  fast  enough 
;o  keep  household  buying  power  rising. 

UMONG  THE  STRUCTURAL  CHANGES,  the  impor 

Itance  of  temporary  workers  and  variable  pay,  both  of 
Iwhich  allow  businesses  to  match  payrolls  and  labor 
isosts  to  changes  in  demand,  is  already  evident  in  the 
!  recovery.  Jobs  generated  by  help-supply  agencies,  which 
accounted  for  24%  of  last  year's  private-sector  job  loss- 
es from  March  to  December,  are  the  primary  support 
for  job  growth  this  year  (chart).  Private  payrolls  in- 
3-eased  by  21,000  last  month,  but  temp  workers  rose  by 
59,000,  the  second  gain  after  more  than  a  year  of 
shrinkage.  Excluding  temps,  payrolls  are  still  falling. 

Businesses  will  be  slow  to  add  on  more  costly  per- 
manent staffers.  Given  their  desire  to  Uft  profits,  com- 
panies will  focus  on  extracting  all  possible  productivity 
ains  from  their  existing  workforce.  Private-sector 
ayroUs  will  have  to  grow  above  150,000  or  so  per 


PAY  GAINS  SLOW.  BUT 
REAL  WAGES  KEEP  RISING 
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month  before  the  jobless  rate  can  fall  in  a  lasting  way. 

Job  gains  like  that  could  be  several  months  down  the 
road,  but  businesses  are  at  least  starting  to  take  a 
fi:*esh  look  at  their  hiring  plans.  The  Conference  Board's 
index  of  business  confidence  shot  up  in  the  first  quarter. 
That  partly  refiects  a  bounce  back  from  the  depressed 
levels  after  September  11,  but  it  also  shows  growing 
optimism  about  the  economic  recovery.  Some  28%  of  the 
CEOS  surveyed  anticipated  higher  employment  levels  in 
their  industries  in  coming  months,  up  from  19%  at  the 
end  of  2001.  More  important,  perhaps,  those  anticipat- 
ing declines  shrank  from  51%  to  about  29%. 

A  second  structural  change 
in  the  economy,  high  produc- 
tivity groviiih,  was  again  evi- 
dent in  the  first  quarter.  The 
March  jobs  data  showed  that 
overall  hours  worked  in- 
creased only  slightly  in  both 
February  and  March.  For  the 
quarter,  they  are  below  their 
fourth-quarter  level.  That 
means  if  the  economy  grew  in 
the  neighborhood  of  4%  last 
quarter,  as  expected,  all  of  that  gain  came  from  pro- 
ductivity growth.  Efficiency  gains  more  than  covered 
the  increase  in  compensation  last  quarter,  resulting  in  a 
second  consecutive  drop  in  unit  labor  costs — a  key  fac- 
tor in  the  improving  profits  outlook  (page  30). 

But  as  was  clear  last  year,  productivity  gains  help 
both  companies  and  workers.  Since  pay  gains  in  line 
with  productivity  growth  keep  unit  costs  down,  work- 
ers can  achieve  wage  gains  that  keep  their  buying 
power  ahead  of  infiation.  The  growth  of  production 
workers'  hourly  earnings  has  slowed  in  the  past  six 
months,  from  4.4%  per  year  to  3.5%.  But  with  infiation 
slowing  as  well,  real  wages  are  growing  faster  now 
than  they  were  six  months  ago  (chart). 

RECENT  PRICE  HIKES  in  oil  and  gasoline  will  eat 
into  household  buying  power  this  spring,  and  how  the 
Middle  East  crisis  affects  oil  prices  remains  a  wild 
card  in  the  outlook.  However,  keep  in  mind  that  the 
rise  in  energy  prices  so  far  is  partly  a  bounce  from  the 
low  levels  reached  after  the  sharp  but  temporary  drop- 
off in  world  demand  after  September  11.  Crude-oil  and 
gas-pump  prices  are  still  below  their  pre-September  11 
levels.  Moreover,  even  excluding  the  impact  of  lower 
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fuel  prices,  real  wages  are  still  rising  about  2.5%  per 
year,  one  of  the  best  performances  of  the  past  30  years. 

But  the  slowdown  in  cash  pay  very  likely  pales  com- 
pared with  the  hit  taken  by  stock  options,  part  of  the 
new  generation  of  compensation.  Consider  two  Labor 
Dept.  measures  of  compensation:  the  employment  cost 
index  (ECl),  which  does  not  include  realized  gains  from 
stock  options,  and  the  broader  index  of  compensation 
published  in  its  productivity  report,  which  does  ac- 
count for  options.  There  are  other  differences  as  well, 
but  options  appear  to  be  the  biggest  variant. 

Back  in  1997,  the  ECl  and  the  broader  gauge  were 
both  growing  about  3%  per  year.  By  late  2000,  the 
ECl  was  rising  by  4.7%,  but  the  broader  measure  had 
surged  to  a  7.8%  clip.  By  the  fourth  quarter  of  last 
year,  the  ECl  was  growing  at  an  annual  rate  of  4.2%, 
but  the  broader  gauge  had  fallen  to  a  2.3%  pace.  Still, 
even  at  2.3%,  compensation  is  growing  faster  than  in- 
flation. Look  for  buying  power  to  keep  expanding  in 
2002,  giving  support  to  consumer  spending,  which,  in 
turn,  will  help  to  boost  overall  economic  growth. 

FOR  THE  FIRST  HALF,  at  least,  another  big  boost  is 
coming  from  the  inventory  sector.  The  slowdown  in 
inventory  cuts  is  finally  leading  to  an  upturn  in  factory 
production.  Unfortunately,  layoffs  are  still  evident  in 
manufacturing,  but  the  March  employment  report  sug- 
gests the  tide  of  pink  slips  may  be  ebbing. 


FACTORY  EMPLOYEES  ARE 
WORKING  LONGER  HOURS 

42.5 


In  March,  factory  jobs  fell  by  38,000.  That  was  th( 
20th  drop  in  a  row,  but  it  was  also  the  smallest  loss 
since  December,  2000.  Factories  did  lengthen  their  av- 
erage workweek  by  24  minutes,  to  4L1  hours  (chart) 
with  overtime  rising  by  18  minutes,  the  largest  jump  ir 
six  years.  The  extended  workweek  is  a  good  omen  foi , 
future  job  growth.  Businesses  typically  extend  the 
hours  of  their  current  employees  when  demand  be- 
gins to  pick  up"  When  companies  are  convinced  the 
demand  growth  is  sustainable,  they  hire  more  workers 

It's  hard  to  say  when  fac- 
tory payrolls  will  grow  in  any 
meaningful  way.  The  Apr.  8 
announcement  by  Levi  Strauss 
&  Co.  that  it  wiU  lay  off  3,300 
workers  is  the  latest  example 
of  how  even  successful  U.S. 
manufacturers  are  moving  pro- 
duction offshore  to  cut  costs. 

Manufacturers,  which  have 
shown  a  greater  inclination  to 
use  temp-agency  workers,  are 
likely  using  temps  as  the  first  additions  to  their  pay- 
rolls. That  means  a  rise  in  factory  payrolls  will  show  up 
partly  as  a  gain  in  service  jobs,  where  the  Labor  Dept 
counts  temp  workers.  But  this  swing  in  who  gets  hir( 
first  is  just  one  more  sign  of  how  the  '90s  wrought  long- 
lasting  changes  in  how  the  U.  S.  economy  operates. 
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PERU 


NARROW  GROWTH  WON'T  SOLVE  THE  DEBT  PROBLEM 


Solid  growth  doesn't  solve  all  mina  copper  mine,  is  accounting 

economic  problems.  That's  a  for  the  bulk  of  real  GDP  growth, 

lesson  Peru's  President  Alejandro  and  mining  companies  are  respon- 

Toledo  is  learning  rather  quickly.  sible  for  a  significant  share  of  the 

Peru's  real  gross  domestic  prod-  stock  market  rise.  Public  building 

uct  is  forecast  to  grow  about  3.5%  projects  also  are  adding  heavily  to 
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in  2002  following  a  re- 
cession in  2001.  In  Jan- 
uary and  February, 
the  economy  was  up 
3.6%  from  its  year-ago 
levels.  If  the  expecta- 
tions are  met,  Peru's 
economy  will  post  the 
fastest  growth  m  Latin 
America  this  year.  The 
stock  market  rose  10% 
in  the  first  quarter, 
with  a  further,  the  ugh  smaller,  ad- 
vance seen  for  this  quarter. 

Unfortunately,  the  gains  in  the 
economy  and  equity  prices  are 
narrowly  based.  Mining,  specifical- 
ly production  from  the  new  Anta- 


INVESTORS  ARE  BEHING 
ON  A  STRONG  2002 
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GDP  grovii:h.  The  man- 
ufacturing and  retail 
sectors  are  groviing 
by  only  about  1%. 

Increased  govern- 
ment spending  at  a 
time  of  falling  tax 
revenues  is  straining 
the  federal  budget. 
Lima  will  struggle  to 
meet  this  year's  budg- 
et goals  mandated  in 
a  loan  package  with  the  Interna- 
tional Monetary  Fund.  The  stand- 
by agreement  limits  this  fiscal 
year's  deficit  to  1.9%  of  gdp,  but 
economists  see  the  red  ink  total- 
ing as  much  as  3%.  The  govem- 
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ment  hopes  to  earn  up  to  $1  bil- 
lion through  privatization  plans. 

The  worsening  debt  position  is 
hampering  moves  toward  econom- 
ic and  constitutional  reforms.  Al- 
though Toledo  campaigned  as  a 
populist,  critics  say  the  mercurial 
leader  named  too  many  pro-busi- 
ness advisers  to  his  Cabinet,  and 
he  has  been  slow  to  create  jobs  in 
a  country  where  half  the  popula- 
tion lives  in  crushing  poverty.  His 
approval  rating  sank  to  25%  in 
March,  vs.  74%  when  he  took  of- 
fice in  July,  2001. 

For  now,  foreign  investors  have 
faith  in  Toledo's  prospects.  In  ear- 
ly February,  Peru  successfully  is- 
sued $500  million  in  international- 
ly traded  bonds  as  part  of  a  $1.21 
billion  bond  swap.  Peru's  foray 
into  the  bond  market  was  historic: 
The  last  time  it  issued  such  secu- 
rities was  in  1928.  ■ 
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HE  REAL-TIME  ENTERPRISE 
TS  TIME  IS  NOW. 
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eopleSoft.  For  business  in  real-time. 

he  only  suite  of  enterprise  application  software  with  Pure  Internet  Architecture: 

'onnect  people  to  business  processes— instantly.  No  intermediaries.  Dramatically  lower  costs. 
Inparalleled  performance. This  is  the  world  of  real-time  enterprise. This  is  what  PeopleSoft  can 
o  for  your  business  right  now. 

earn  more  by  visiting  us  at  www.peoplesoft.com/real-time  or  call  1-888-773-8277. 
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News:  Analysis  &  Commentary 


PROFITS 
PESSIMISM 
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Forecasts  are 
upbeat,  but 
frontline  execs 
remain  wary 

Don't  talk  to  business  executives 
about  last  year's  nuld  downturn.  Al- 
though many  economists  don't  even 
qualify  the  slump  as  a  true  recession, 
for  corporations  the  past  year  has  been 
nothing  less  than  a  disaster.  After  nine 
straight  years  of  increases,  operating 
profits  for  the  companies  of  the  Stan- 
dard &  Poor's  500-stock  index  plunged 
31%  last  year,  in  what  has  been  called 
the  worst  corporate  slump  since  the  end 
of  World  War  II. 

Now,  many  economists  are  arguing 
that  the  dark  days  for  corporate  profits 


are  about  to  end,  and  that  the  future 
may,  in  fact,  prove  surprisingly  bright. 
Economists  are  recognizing  a  powerful 
set  of  forces  that  could  generate  a 
stronger-than-expected  turn  in  profits. 
Surprisingly  robust  productivity  growth 
is  cutting  the  cost  of  labor  required  for 
each  imit  of  production.  So  even  though 
businesses  have  little  pricing  power,  they 
can  still  earn  more  on  each  sale  they 
make.  In  other  words,  with  ;init  costs 
falling,  profit  margins  are  rising. 

This  pattern  is  already  showing  up  in 
the  government's  latest  profits  roundup 
for  some  5,000  companies,  both  public 
and  private.  Fourth-quarter  productivity 
surged  at  a  5.2%  annual  rate  while  unit 
labor  costs  dropped  2.7%,  fattening  mar- 
gins. Even  though  prices  economywide 
barely  rose,  higher  margins  and  demand 
resulted  in  a  17.9%  surge  in  profits  from 
the  third  quarter.  That  was  still  3%  be- 


M. 


low  a  year  ago  but  clearly  signals  a  tu 
in  the  profit  cycle.  • 

The  improvement  continued  in  t 
first  quarter.  The  March  employme 
report  suggested  that  productivity  pot 
ed  another  strong  advance  last  quart* 
and  unit  labor  costs  fell  for  the  secoi 
quarter  in  a  row,  something  that  hasi 
happened  in  nearly  two  decades.  F_ 
the  rest  of  the  year,  with  compensati<  ^ 
already  growing  more  slowly,  continu« 
gains  in  productivity  will  keep  unit  lab 
costs  in  check.  That  means  a  steat 
pickup  in  demand  will  go  straight 
the  bottom  Une.  Wall  Street  is  jumpii 
on  the  bandwagon.   A  consensus 
Street  analysts  predicts  that  profits  w 
rise  9%  in  the  second  quarter,  wi 
growth  soaring  into  double  digits  f< 
the  remainder  of  the  year,  according 
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4  Thomson  Financial/First  Call  survey. 
Great  news,  right?  Not  for  many  execs 
operating  on  the  economy's  front  Unes. 
Many  don't  buy  the  rosy  scenario  be- 
ause  for  them  there's  little  recovery  in 
sight.  That's  especially  true  in  the  hard- 
lit  telecom,  technology,  and  heavy  eqmp- 
•nent  industries.  For  these  executives, 
iemand  remains  weak  and  prices  even 
ffeaker.  Add  to  that  soaring  energy 
arices,  a  business  psychology  transformed 
Dy  the  Enron  scandal,  and  the  ensuing 
iccounting  questions  that  have  trimmed 
xecutives'  willingness  to  push  earnings 
iggressively,  and  the  prospects  for  ro- 
just  growth  look  far  less  promising. 
-     Indeed,  from  high  tech  to  auto  parts, 
j]Jie  refrain  is  the  same:  2002  won't  be 
jnything  to  write  home  about.  "We  can 
,j  jee  order  boards  for  anywhere  from  90  to 
180  days  out,  and  we  don't  see  the  kind 
()j  j)f  recovery  you  hear  being  talked  about 
the  media,"  says  Cummins  Inc.  CEO 
M.  Solso,  who  warns  that  sales  of  its 
^liesel  engines  are  running  at  levels  not 
p,feen  since  1993.  "There's  an  awful  lot  of 
wishful  thinking"  in  the  Street's  profit 
, )iedictions,  adds  John  D.  Laupheimer, 
^ho  manages  the  nation's  oldest  mutual 
jj  fiind  at  MFS  Investors  Trust. 

As  the  debate  heats  up,  recent  devel- 

jjLpments  seem  to  support  the  naysayers. 

jn  Apr.  8,  IBM  shocked  investors  with  its 

Jirst  big  earnings  warning  in  11  years, 

.^^  -parking  a  10%  sell-off  in  its  shares.  And 

f(jlenty  of  other  big  names,  from  Nortel 

jj^Ietworks  Corp.  to  Bristol-Myers  Squibb 

^.,  have  issued  similarly  downbeat  guid- 

ince  in  recent  days. 
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HOW  STRONG 
A  COMEBACK? 

PROFITS  HAVE  BEGUN 
TO  TURN  UP... 


GROWTH  IN  PRETAX  PROFITS 
OVER  PREVIOUS  QUARTER* 
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...MARGINS  ARE 
IMPROVING... 
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...OPTIMISM  IS  RETURNING 
ON  WALL  STREET... 
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...BUT  EARNINGS  ARE  STILL 
BELOW  YEAR-AGO  LEVELS 


But  it's  not  just  the  obvious  candi- 
dates that  are  having  a  tough  time  mus- 
tering gro'wth.  All  across  the  economy, 
company  after  company  is  complaining 
that  the  ability  to  raise  prices — or  even 
hold  prices  steady — is  all  but  nonexistent. 
"It's  not  easy  to  pass  on  prices  in  this 
economy,"  says  Terry  J.  McClain,  chief  fi- 
nancial officer  of  Omaha-based  Valmont 
Industries  Inc.,  which  sells  irrigation  sys- 
tems and  equipment  to  power  compa- 
nies. Nor  are  all  economists  and  invest- 
ment strategists  certain  that  improved 
profits  are  anywhere  near  the  horizon. 
"We  remain  to  be  convinced  that 
earnings  are  going  to  surge 
forward,"  says  David  Blitzer, 
chief  investment  strategist  for 
Standard  &  Poor's  Corp. 
So  what  sectors  look  to  have 
the  toughest  time  rebuilding  profit 
growth?  Autos  are  near  the  top  of  the 
Ust.  True,  auto  sales  remain  unexpected- 
ly strong,  and  could  approach  last  year's 
second-highest  levels  in  history.  But  the 
Big  Three  continue  to  lose  market  share, 
and  rebate  wars  are  still  depressing  pric- 
ing. With  the  help  of  major  restructur- 
ings, Ford  Motor  Co.  and  Daimler- 
Chrysler's  Chrysler  Group  are  hoping  to 
break  even  this  year,  after  huge  losses 
last  year.  The  only  bright  spot  in  De- 
troit: General  Motors  Corp.,  which  has  al- 
ready made  big  cost  cuts  and  just  raised 
its  earnings  forecast  for  the  year.  Says 
GM  Vice-Chairman  Robert  A.  Lutz:  "We 
are  increasingly  optimistic  about  the  out- 
look for  both  GM  and  the  entire  U.  S. 
auto  industry." 

Even  more  worry  surrounds 
prospects   for  the   troubled 
tech  and  telecom  industries. 
For  many,  sales  are  still 
falling.  In  its  warning,  IBM 
said  it  expects  revenues  to 
dive  12%  in  the  first  quarter,  causing 
profits  to  come  in  22%  below  analyst  ex- 
pectations. 

Many  saw  this  as  a  clear  sign  that  a 
tech  rebound  remains  a  distant  dream.  "I 
think  you're  going  to  see  a  big  reticence 
among  executives  to  really  turn  on  the 
spending  for  technology,"  warns  Kevin 
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B.  Rollins,  president  and  chief  operating 
officer  for  DeD  Computer  Co..  which  ex- 
pects sales  to  fall  1.6*S:  and  profits  to 
shunp  8**  in  its  first  quarter.  Rollins  says 
it  could  take  as  laog  as  six  quarters  for  a 
recover)'  to  develop.  And  fierce  competi- 
tion will  make  it  difficult  for  tech  com- 
panies such  as  EMC  Corp.  to  sustain  the 
huge  margins  they  enjoyed  during  the 
boom,  says  Laupheimer. 

Similarlj\  the  telecom  titans  are  still 
droAvning  in  excess,  with  the  average 
transport  network  being  used  at  just 
6.6%  of  capacity,  according  to  Merrill 
Lynch  &  Co.  As  a  resuk.  Merrill  doesn't 
expect  any  meaningful  pickup  until  late 
2003  or  2004.  In  the  meantime,  there 
could  be  "another  wave  of  shakeouts," 
says  Merrill  analyst  Tai  Liani. 

Even  those  more  upbeat  about  profits 
concede  thev're  concerned  about  the 


spike  in  oil  prices  caused  by  the  fighting 
in  the  Middle  East.  "Surging  energy- 
prices...  are  the  key  risk"  to  a  strong 
profits  recovery,  says  Ricl^ard  Bemer. 
chief  U.  S.  economist  at  Morgan  Stanley 
Dean  Witter  &  Co.  Most  problematic: 
the  struggling  airline  industry'.  In  the 
wake  of  September  11,  airline  revenues 
fell  about  25^  below  year-ago  levels  in 
the  fir^t  quarter,  says  analyst  Susan 
Donofiio  of  Deutsche  Bank  Securities. 
She  predicts  that  the  10  largest  carriers 
win  lose  S2-2  billion  in  the  quarter.  Now 
Reno  Bianchi,  an  analyst  at  Salomon 
Smith  Barney,  figures  that  if  it  holds, 
the  recent  S8-per-barrel  jump  in  crude 
prices  could  cost  the  industry-  S3  billion  to 
$3.-5  billion  a  year,  ofifeetting  the  positive 
effects  of  a  strengthening  economy. 

The  fallout  fix>m  the  En 
ron  and 


'.i 


■ffl 


scandals  is  also  casting  a  cloud  of  unce 
tainty   over  the   profits   outlook.   F 
starters.  post-Enron,  "companies  can  i 
longer  manage  their  earnings  the  wj 
they  did  in  the  late  '90s,"  warns  Robe: 
Barbera.  chief  economist  at  Hoenig 
Co.  Then  there  is  the  more  subtle  psjp' 
chological  impact.  No  one  WMits  to 
caught  pushing  the  sorts  of  aggressi"^3 
earnings  games  that  have  roiled  the  ma 
kets  in  recent  months.  With  corporatioi 
taking  a  more  conser%-ative  approach,  tl 
overall  level  of  earnings  may  be  d 
pressed  by  lO^c.  he  figures. 

The  one  sector  that  sailed  through  tlk  i 
recession,  the  pharmaceutical  industr  e3 
is  also  bracing  for  tougher  times.  B<  a 
cause  patents  are  expiring  on  bloci 
busters   from   Prozac   to   Glucophag 

Stephen  M.  Scala,  an  analyst  ima 
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By  Rich  MUler 

IS  THERE  REALLY 
A  PERFECT  RATE 
OF  INTERESn 

When  the  U.S.  was  stniggUng  out 
of  its  last  recession  10  years 
ago.  inflation  phobes  at  the  Fed- 
eral Reserve  and  on  WiaU  Street 
were  obsessed  with  something  called  the 
Non  Accelerating  Inflation  Rate  of  Un- 
emplojTnent.  Widely  known  as  Nairu, 
this  was  supposed  to  be  the  economj^s 
natvual  i-ate  of  joblessness.  K  vmemploy- 
ment  fell  below  the  6*^  Nairn,  or  so  the 
theorj'  went,  inflation  was  sure  to  rise. 

Now.  with  Nairn  mostly  discredited — 
unemployment,  after  all.  fell  to  3.9%  in 
the  last  expansion  while  inflation  barely 
budged — the  buzz  in  financial  circles  is 
about  a  different  kind  of  natvu:^  rate:  the 
natural  rate  of  interest.  Backers  of  this 
theorj-  believe  there  is  an  equilibrium  in- 
terest rate  at  which  the  economy  experi- 
ences the  best  combination  of  growth  and 
inflation. 

As  long  as  the  Fed  holds  rates  at  that 
level,  everjthing  is  copacetic  But  if  rates 
stay  below  that  point  for  an  extended  pe- 
riod, watch  out.  The  economy  will  over- 
heat and  inflation  will  rise.  Known  as  R 
Star  to  cognoscenti  within  the  Fed,  the 
natural,  or  neutral,  rate  is  widely 
thought  to  be  4.5%  or  more — ^well  above 
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■igures  the  eight,  big  drug 
Bompanies    he    covers    will 

KX)st  sales  just  6%  this  year, 
*l!own   from   9%   last   year, 

' ,hile  profits  will  rise  an  ane- 

jiic  4%,  vs.  14%  in  2001. 
^\  But  if  many  sectors  still 
*!ace  tough  times,  elsewhere 

he  picture  has  begun  to 
>;  Tiprove.  Through  Apr  5, 
t'Tiomson  Financial/First 

'all  tallied  453  negative 

arnings        warnings, 
«|own  from  782  in  the 
t^iame  period  a  year  ago. 
Meanwhile,  the  number 

f  companies   saying 
tthey  will  beat  expecta- 

ons  soared  79%,  to  274.  Indeed,  plenty  of 
Sectors  could  finish  2002  in  fine  shape. 
<i'harles  L.  Hill,  First  Call's  research  di- 
?*ector,  says  such  a  swing  is  almost  al- 
i  i^ays  a  reliable  harbinger  of  recovery. 
if  Which  sectors  look  to  finish  the  year 


WHERE  PROFITS  ARE 
EXPECTED  TO  GROW... 


...AND  WHERE  THEYRE 
STILL  FALLING 


1      Chauge  in  estimated  hi  quarter  earnings  over  precious  year        1 

CONSUMER  STAPLES       \^% 

TRANSPORTATION 

-268% 

HEALTHCARE                {Q 

ENERGY 

-61 

FINANCIAL  SERVICES        5 

TECHNOLOGY 

-25 

'Consensus  estimate  of  Wall  Street  analysts.  Estimates  based  on  data  beiOK  adjusting  for  new  aaounting 
rules  that  exclude  amortization  for  goodwill. 

Data:  Thomson  Financial/  First  Call 

out  in  far  better  shape  than  they  started? 
Solid  consumer  spending  is  helping  dis- 
coimters  like  Wal-Mart  Stores  Inc.,  while 
Sears,  Roebuck  &  Co.,  thanks  to  im- 
proved credit-card  income  and  cost-cut- 
ting, annovinced  on  Apr  10  that  its  first- 
quarter  profit  should  come  in  52%  above 
expectations.  And  business  is  brisk  at 
Activision.  The  nation's  second-largest 
video-game  publisher  said  it  expects  sales 


to  hit  $845  million  in  its  cur- 
rent   fiscal    year,   up    10%, 
thanks  to  demand  created  by 
the  new  game  consoles  from 
Nintendo,    Sony,    and    Mi- 
crosoft. Combined  with  cost 
controls,  that  helped  Activi- 
sion boost  earnings  per  share 
64%  in  just-ended  fiscal  2002. 
The     debate     over     the 
strength  of  the  recovery  like- 
ly won't  be  settled  for  sever- 
al months.  But  two  things 
are  clear.  First,  some  degree 
of  an  earnings  recovery  is  under  way. 
And  second,  even  most  buUs  admit  that 
this  year's  profits  have  little  hope  of 
reaching  their  2000  peak,  at  the  end  of 
the  last  boom.  At  best,  another  year  is 
needed  to  recover  from  that  bust. 

By  William  Symonds  in  Boston,  with 
Andrew  Park  and  Wendy  Zellner  in 
Dallas,  Michael  Amdt  in  Chicago,  Joann 
Muller  in  Detroit,  and  bureau  reports 


htral  bank's  current  1.75%  target 

interbank  federal  funds  rate. 
5  Nairn  before  it,  this  simple- 
i  model  poses  dangers  for  the 
ny.  If  Fed  policymakers  buy  too 
f  into  its  theoretical  framework 
:k  up  interest  rates  prematurely, 
end  up  stifling  the  economy 
ssly.  So  far,  that  doesn't  seem  to 
pening.  But  as  the  economy 
ahead  in  the  coming  months,  the 
re  inside  the  Fed  for  a  return  to 
i  natural  rate  of  interest  will  in- 
,  and  the  chances  of  a  misstep  by 
itral  bank  will  grow. 
?ed,  the  chatter  about  the  natural 
■  interest  is  already  having  a 
nous  effect  on  the  economy, 
h  the  financial  markets.  Although 
:ent  shakiness  of  the  stock  mar- 
i  a  rise  in  the  March  unemploy- 
ate  have  persuaded  investors 
16  Fed  won't  tighten  credit  at  its 
teeting  on  May  7,  that's  seen  only 
mporary  reprieve.  Convinced 
le  central  bank  must  raise  rates 
r  natural  level  soon  now  that  the 
y  is  on  the  upswing,  the  mar- 
e  betting  on  a  virtual  doubling  of 
funds  rate  by  next  January, 
lOre  increases  in  the  following 

That  has  pushed  up  long-term 
t  rates,  choking  off  the  mort- 
financing  boom  that  helped  the 
y  weather  last  year's  recession. 
Street  analysts  use  a  simple 
thumb  to  arrive  at  their  esti- 


mate of  the  natural  rate  of  interest. 
Over  the  last  40  years,  through  all  the 
ups  and  downs  of  the  economy,  the  real 
fed  funds  rate,  after  stripping  out  infla- 
tion, has  averaged  2Wc  to  3%.  Throw  in 
a  2%  inflation  rate  on  top  of  that  and, 
voila,  you  have  a  4^%  to  5%  fed  funds 
target  for  Fed  Chair- 
man Alan  Greenspan 
and  his  team  to  shoot 
for  next  year.  The  Fed's 
own  analyses  are  much 
more  sophisticated  but 
arrive  at  more  or  less 
the  same  place  as  do 
Wall  Street's  back-of- 
the-envelope 
calculations. 

The  trouble,  as  even 
some  Fed  officials  ad- 
mit, is  that  the  economy 
is  a  lot  more  compUcat- 
ed  than  the  R  Star  pro- 
ponents inside  and  outside  the  central 
bank  suggest.  It's  not  feasible  for  the 
Fed  simply  to  commit  itself  to  a  single 
rate  of  interest.  Besides,  whatever  the 
natural  rate  of  interest  is,  it's  not  static 
It  varies  in  line  with  longer-term  shifts 
in  the  economy  and  financial  markets. 
Depending  on  how  things  shake  out  in 
the  current  expansion,  there's  a  chance 
that  R  Star  could  turn  out  to  be  lower 
than  the  markets  currently  project. 

Work  by  central  bank  economists 
Thomas  Laubach  and  John  C.  Williams 
found  that  the  real  equilibrium  interest 


WHERE  THE  MARKET 
SEES  RATES  HEADING 
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Data:  Chicago  Board  of  Trade 


rate  after  inflation  rose  about  VA  per- 
centage points  in  the  latter  half  of  the 
1990s.  Part  of  that  was  the  result  of  the 
surge  in  productivity.  Companies  stepped 
up  their  borrowing  in  order  to  buy  com- 
puters and  other  efficiency-enhancing 
equipment.  That  put  upward  pressure  on 
interest  rates.  But  other 
factors  were  at  work, 
most  notably  the  booming 
stock  market.  As  stock 
prices  raced  ever  higher 
in  the  late  '90s,  investors 
shifted  more  and  more 
money  into  shares  and 
away  from  less  risky 
bonds,  elevating  long- 
term  yields.  The  stock 
market,  through  the  so- 
called  wealth  effect,  also 
triggered  a  buying  and 
borrowing  binge  by 
consumers. 
In  the  early  '90s,  Greenspan  rejected 
the  Nairn  straitjacket  that  Fed  infla- 
tion-phobes  were  pushing  on  him  and 
held  off  from  raising  interest  rates 
sharply  as  unemployment  fell.  As  a  re- 
sult, the  New  Economy  and  the  U.  S. 
enjoyed  a  10-year  economic  expansion. 
For  the  sake  of  the  current  recovery, 
let's  hope  he's  as  discriminating  when  it 
comes  to  the  latest  monetary  fad  of 
equilibrium  interest  rates. 

Miller  covers  Fed  policy  and  the  econ- 
omy from  Washington. 
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danger:  In  trying  to  reach  the  most  theoretically  beneficial 

rest  rate,  the  Fed  could  tighten  prematurely-and  stifle  the  economy 
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THE  OIL  MARKET 
IS  RUNNING  SCARED 

Iraq's  cutoff  points  to  further  anxiety  about  supplies 


The  shock  hit  on  Apr.  8,  when  Iraq, 
the  world's  No.  4  oil  exporter,  an- 
nounced it  was  stopping  shipments 
for  30  days  in  support  of  beleaguered 
Palestinians.  Crude  oil  rose  4%,  to  $27  a 
barrel,  on  the  New  York  Mercantile  Ex- 
change. Oil  gave  back  the  gain  the  next 
day,  when  Saudi  Oil  Minister  Ali  Naimi 
reaffirmed  in  a  press  report  that  Saudi 
Arabia  was  "committed  to  guarantee 
stability  in  the  international  oil  mar- 
ket"— code  for  pumping  more  oil  to 
make  up  for  pohtically  motivated  cuts. 
Still,  the  Iraqi  cutoff  brought  a 
painful  reminder  of  earlier  stoppages. 
The  1973  embargo  by  Arab  exporters, 
including  Saudi  Arabia,  caused  oil  prices 
to  quadruple,  leading  to  years  of  stagfla- 
tion in  the  West  and  Japan.  In  1979  and 
1980,  supply  disruptions  following  Iran's 
Islamic  revolution  led  to  another  trau- 
matic price  spike.  This  year,  oU  prices 
rose  from  $18  a  barrel  in  January  to 
$24  in  mid-March,  mainly  on  expecta- 
tions of  higher  demand  from  the  eco- 
nomic rebound.  Now,  the  Mideast  tur- 
moil has  pushed  them  even  higher. 

Does  the  helpful  Saudi  pronounce- 
ment mean  no  one  has  to  worry  about  a 
replay  of  the  bad  old  days?  Riyadh,  the 
betting  goes,  is  eager  to  repair  its  image 
in  the  U.S.  following  the  September  11 
attacks — in  which  15  of  19  hijackers 


were  Saudi  citizens.  The  Saudis  have 
always  wanted  to  be  seen  as  reliable 
suppliers  to  enhance  their  political  lever- 
age and  to  dissuade  importers  from  di- 
versifying away  from  their  oil.  With  3 
million  barrels  a  day  of  unused  capacity, 
the  Saudis  could  easUy  make  up  for  the 
2  million  barrels  of  Iraq  crude  taken 
off  the  market.  The  Saudi  pledge,  says 
John  H.  Lichtblau,  chairman  of  the  Pe- 
troleum Industry  Research  Foundation 
Inc.  in  New  York,  "is  a  very  strong 
statement,  and  it's  a 
very  brave  statement." 
Still,  a  little  more 
anxiety  about  world  oil 
supplies  might  be  in 
order — and  not  only 
because  oil  exports 
from  major  opec  pro- 
ducer Venezuela  are 
also  being  slashed  in 
the  wake  of  severe  un- 
rest (page  53).  The 
vast  bulk  of  the 
world's  spare  capacity 
is  in  the  Middle  East, 
notwithstanding  Rus- 
sia's potential  to  add  perhaps  300,000 
barrels  a  day  and  the  possibility  of  a 
modest  increase  from  Mexico.  Across 
the  Middle  East,  anger  over  American 
support  for  Israeli  actions  against  Pales- 
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SHUTDOWN  IN  IRAQ  The  Saudis'  vow 
to  make  up  the  shortfaU  is  an  effort 
to  repair  damage  done  by  terrorism 

tinians  in  the  West  Bank  and  Gaza  is  u 
candescent — and  could  affect  polic 
Moderate  regimes  that  are  seen  to  ben 
to  U.  S.  pressure  could  see  their  legit 
macy  swept  away  overnight.  "I'm  ner 
ous.  This  is  a  very,  very  emotive  phase 
says  Peter  Gignoux,  head  of  the  oil  des 
at  Schroder  Salomon  Smith  Barney. 
In  Saudi  Arabia  itself,  the  level 
anti- American  feelings  is  unprecedente 
In  early  April,  demonstrations  again^ 
the  U.  S.,  unheard  of  in  a  country  whei 
public  protests  are  rare,  were  forcibl 
put  down  by  security  forces.  And  ant 
American  editorials  in  the  state-cor 
trolled  Saudi  press,  which  had  abated  i 
the  months  following  September  11,  ar 
more  virulent  than  ever.  And  they*! 
playing  to  an  increasingly  receptive  ai 
dience.  "Israel  is  only  doing  what  it 
doing  because  it's  backed  100%  b 
America,"  says  Mustafa  Al  Ghamdi, 
computer  specialist  in  Riyadh. 

Moreover,  there  are  signs  that  th 
Saudis  may  not  be  as  forthcoming  wit 
production  increases  as  their  oil  ministe 
seems  to  be  promising.  Several  majo 
U.S.  companies  with  contracts  to  tak 
Iraqi  crude  requested  extra  oil  froi 
government-owned  Saudi  Aramco  o 
Apr.  9,  hours  after  Naimi's  statemer 
was  made  public.  They  were  turne, 
down.  "Naimi  basically  said  Saudi  Arj 
bia  can  make  up  for  lost  supplies.  H 
didn't  say  it  will.  It's  not  automatic 
one  Arab  oil  industry  official  said. 

The  ambiguity  may  reflect  an  intenu 
debate  at  the  top  of  the  Saudi  roy; 
family,  say  some.  Crown  Prince  Abdu 
lah,  the  day-to-day  ruler,  is  said  to  b 
disturbed  by  U.  S.  url 
wilhngness  or  inabil 
ty  to  rein  in  Israe 
He  seems  to  be  g. 
ing  influence  at  th 
expense  of  half-broth 
ers  King  Fahd,  ailin 
since  a  stroke  in  199t| 
and  Defense  Ministe 
Prince  Sultan,  who  ar 
vmderstood  to  suppor 
the  Bush  Administra 
tion  more. 

A  new  Arab  oil  enr 
bargo  is  probably  no 
in  the  cards.  But  a 
long  as  the  slightest  possibility  exist 
that  other  Mideast  producers  will  jor 
even  partially  in  the  Iraqi  protest,  o: 
prices  are  likely  to  stay  firm. 

By  John  Rossayit  in  Pari 
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COMMENTARY 


By  Mike  McNamee 


TURN  UP  THE  HEAT  ON  BOARD  CRONYISM.  MR.  GRASSO 


It  took  the  collapse  of  Enron  Corp.  three  years  after  they  leave  the  com- 
and  the  ensuing  scandal  to  make  it  pany.  It  also  lets  outside  directors 
happen,  but  outside  directors  are  enjoy  financial  ties  to  management 
hot.  Kom/Ferry  International,  the  through  consulting  contracts,  profes- 
Los  Angeles-based  executive  re-  sional  engagements,  and  supplier  re- 
cruiter, reports  that  searches  for  cor-  lationships.  Nasdaq's  rules  are  simi- 
porate  board  candidates  are  up  by  lar,  although  it  puts  dollar  caps  on 
more  than  30%  over  last  year — and  directors'  deaUng  with  the  company, 
no  one  wants  lapdogs.  "CUents  say.  How  much  tighter  should  the  rules 
'Get  us  some  independent  thinkers,' "  be?  Former  employees  shouldn't 
says  Peter  D.  Crist,  head  of  count  as  outside  directors:  Their  loy- 
Kom/Ferry's  global  board  practice.  alties  inevitably  run  inside  the  com- 

The  two  biggest  stock  exchanges  pany,  not  to  shareholders.  And  direc- 
echo  those  sentiments.  Enron  "is  a  tors  who  do  any  consiilting,  legal, 
wake-up  call  that  the  independent  di-  or  similar  work  for  the  company 
rector  doesn't  serve  for  the  protec-  aren't  truly  independent,  either — 
tion  of  management,"  New  York  even  if  the  work  is  done  by  their 
Stock  Exchange  Chief  Executive  firm,  and  not  them  individually.  By 
Dick  Grasso  said  at  a  press  confer-  these  stricter  standards,  30%  of  au- 
ence  on  Apr.  9.  Under  pressure  from  dit  committees,  27%  of  com- 
the  Securities  &  Exchange  Conmiis-  pensation  panels,  and  53% 
sion,  the  NYSE  and  the  Nasdaq  Stock  of  nominating  committees 
Market  are  considering  new  rules  aren't  fuUy  independent, 
that  win  give  outside  directors  more  according  to  the  In- 
crucial  roles  at  the  companies  that  vestor  Responsibihty 
list  shares  on  their  markets.  But  Research  Center,  a 
those  changes  won't  count  for  much  Washington-based 
unless  the  two  tighten  up  their  lax  shareholder  group, 
rules  for  defining  independence.  Nasdaq  is  also  look- 

The  exchanges  clearly  believe  that  ing  at  w'hether  contri- 

independent  directors  are  key  to  butions — Uke  Enron's 

making  boards  the  first  line  of  de-  hefty  gifts  to  academic 

fense  against 

short-term  think- 

inef  and  self-deal- 

■            u              u               Th  hfi  in,1^^/1/n)t  PERCENT  OF  COMPANIES 

mg  schemes  by         2to  be  iruiepem/mt,  ^^^^^  ^^^^^  coMMinEES 

management.  directors  must         aren'T  independent* 

The  NYSE,  for           not  he  former  OA 

example,  may  re-      employees  or  have  AUDIT                      OU 

quire  Usted  com-       current  financial  ^n 

STndependLt      orlrusiness  ties  COMPENSATION      Z/ 

directors  on  the        ^^  ^^  company  P'  q 

boai-d's  nominat-       beyond  their  NOMINATING           OO 
ing  and  compen-       board  service 

..                       .,                                            .  Data:  Investor  Responsibility  Research  Center 

SatlOn  commit-               compensation.  -Based  on  a  surve,  of  1200  companies 

tees,  as  is  now^ 

the  rule  for  audit  panels,  sec  Chair-  centers  where  some  di- 

man  Harv^ey  L.  Pitt  wants  the  ex-  rectors  worked — impair 

changes  to  put  the  audit  committee,  independence.  The  an- 

not  management,  in  charge  of  hiring  swer:  Yes,  they  do. 

and  filing  a  company's  auditors.  An  independent  di- 

But  under  the  exchange's  rules,  rector  should  have  just 

outside  directors  may  not  be  inde-  one  financial  tie  to  the 

pendent  enough  to  merit  the  trust  

implicit  in  the  new  suggestions.  The  ENOUGH?  Grasso  says 

XYSE  allows  former  employees  to  be  some — not  all — ties 

counted  as  outside  directors  just  need  tightening 
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company  he  or  she  oversees:  pay- 
ment for  board  service.  That  should 
be  made  in  stock,  to  tie  directors  to 
a  company's  long-term  prosperity.  In- 
deed, directors  should  not  get  stock 
options,  w^hich  create  an  incentive  to 
juice  the  stock  price  in  the  short  run 
as  they  prepare  to  cash  in  options. 
And  they  should  generally  be  barred 
from  selling  stock  during  their 
tenure.  "You  want  the  directors  to 
be  thinking  Uke  long-term  investors," 
says  Kenneth  A.  Bertsch,  di- 
rector of  corporate  gover- 
nance for  mutual  fund  TIAA- 
CREF  in  New  York. 

Once  directors  are  truly 
independent,  they  must  be 
empowered.  On  most 
boards,  outside  direc- 
tors seldom  meet 
alone,  without 
management. 
The  exchanges 
should  require 
such  meetings 
regularly. 

Grasso  says 
it's  "obvious" 
that  rules  on 
directors'  finan- 
cial ties  need 
tightening.  But 
he's  not  so 
sure  about 
barring   former 
employees  from 
outsiders'  seats. 
A  Nasdaq  official 
says  independence 
rules  are  under 
study. 

Pitt  turned  to 
the  exchanges  as 
the  best  place  to 
institute  changes 
in  board  powders. 
If  he  wants  re- 
forms to  work, 
he'll  lean  heavily 
on  the  markets 
to  require  true 
independence. 

With  Nanette 
Byrnes  and 
Louis  Lavelle  in 
New  York 


&OVERNANCE 


A  CASE 

OF  CONFLICTS 

AT  aWEST 

Piiidit  committee  members 
have  questionable  ties 


a  west  Communications  Internation- 
al Inc.  and  Joseph  P.  Nacchio,  its 
chief  executive,  have  had  it  rough 
n  recent  months.  On  Mar.  11,  the  tele- 
:om  company  said  that  the  Securities  & 
Exchange  Commission  had  launched  an 
nquiry  into  certain  accounting  prac- 
-ices.  On  Apr.  1,  Qwest  said  it  would 
lave  to  take  a  charge  of  $20  billion  to 
530  billion  to  write  off  goodwill  and 
-hat  the  sec  had  launched  a  second  in- 
juiry  into  its  accounting.  Then,  in  an 
ipr.  9  securities  offering  document,  the 
3enver-based  outfit  said  the  probes 
.'ould  require  it  to  make  a  "material" 
•estatement  to  its  earnings.  All  this 
las  dropped  Qwest's  stock  55%  this 
/ear,  to  $6.26. 

The  situation  isn't  going  to  get  better 
oon.  BusinessWeek  has  learned  that 
he  chairman  of  the  company's  audit 
::ommittee,  which  is  responsible  for 
overseeing  its  accoimting  practices,  has 
i  potential  conflict  of  interest  that  has 
lever  been  disclosed  in  Qwest's  financial 
locuments.  W.  Thomas  Stephens  is  the 
brmer  chairman  and  now  a  director  of 
Vlail-Well  Inc.,  an  Englewood  (Colo.) 
jrinting  company  that  got  a  multimil- 
ion-doUar  contract  from  Qwest  last  De- 
cember. Such  payment  raises  concerns 
:hat  Stephens  may  not  have  been  as 
ritical  of  Qwest's  accounting  as  a  more 
ndependent  director  "You  don't  want  to 
<ee  anybody  on  any  of  the  key  commit- 


tees getting  side  payments  from  the 
company,"  says  Nell  Minow,  a  foimder  of 
the  Corporate  Library,  a  corporate  gov- 
ernance think  tank. 

Stephens  and  Qwest  deny  there's  any 
conflict.  A  spokesman  for  Qwest  says 
the  payments  to  Mail- Well  do  not  need 
to  be  disclosed  under  sec  and  New 
York  Stock  Exchange  rules  because 
Stephens  is  no  longer  an  executive  at 
Mail- Well  and  owns  much  less  than  10% 
of  its  stock.  But  experts  say  such  guide- 
lines are  not  always  clear.  "Generally, 
the  SEC  reserves  the  right  to  define 
something  as  material,"  says  Theodore 
Sonde,  a  former  SEC 
enforcement  attor- 
ney who  is  now  a 
partner  at  Dechert. 
Stephens  says  he 
was  unaware  of  the 
contract.  He  also 
pointed  out  he  was 
Mail- Well's  chairman 
only  from  February, 
2001,  until  June  of 
that  year. 

The  chairman  also 
contends    that    the 
audit  board  has  been 
tough,    pushing 
Qwest  to  make  big 
changes.  Last  year, 
it  asked  the  compa- 
ny to  disclose  more 
information     about 
how  much  of  its 
revenues      came 
from  sales  of  net- 
work capacity  to 
other  telcos.  And 
in       March,      it 
banned   troubled 
accountant  Arthur 
Andersen     from 
doing  new  nonaudit 
work.       In      2001, 
Qwest  paid  Ander- 
sen $1.4  million  for 


auditing  services  and  $10.5  million  for 
other  services.  "The  record  will  reflect 
that  we,  the  audit  committee,  did  what 
audit  committees  are  supposed  to  do," 
Stephens  says. 

The  SEC  investigation  is  focusing  on 
whether  Qwest  used  aggressive  ac- 
counting practices  in  2000  and  2001  to 
keep  its  stock  flying  high  while  Nac- 
chio and  Qwest  founder 
NACCHIO:  Sold   Philip     Anschutz     sold 
$250  million      stock.  Qwest  has  denied 
in  stock  that    it    did    anything 

improper. 

The  importance  of  Qwest's  payments 
to  Mail-Well  is  unclear.  The  printing 
company  reported  revenues  of  $1.6  bil- 
lion for  2001,  while  one  insider  at  Qwest 
said  its  contract  was  worth  about  $3 
milHon  over  three  years.  Still,  those 
payments  are  a  substantial  part  of  the 
revenues  of  Mail-Well  1-2-1,  the  sub- 
sidiary that  received  the  contract.  "It's 
our  biggest  customer,"  says  Bob  Hicks, 
Mail- Well  1-2- I's  general  manager. 

Stephens  is  not  the  only  audit  com- 
mittee member  with  a  possible  conflict. 
Linda  G.  Alvarado,  another  member,  is 
president  of  Alvarado  Construction  Inc., 
which  received  $1.3  milUon  from  Qwest 
for  construction  services  in  2000,  ac- 
cording to  Qwest's  proxy  statement.  The 
company  says  the  contract  was  awarded 
by  U  S  West  Inc.  before  being  acquired 
by  Qwest  in  June,  2000,  and  that 
Alvarado      wasn't 


OW  IMPARTIAL? 

Tluo  members  of  the  audit 
committee  have  ties  to  companies 
that  received  hvsinessfrom  Qwest 


THOMAS  STEPHENS 


The  chairman  of  Qwest's 
audit  committee  is  the 
former  chairman  and  a 
current  director  of  printing 
company  Mail-Well. 
Mail-Well  says  it  had  a 
contract  from  Qwest  in  De- 
cember, 2001  worth  several 
million  dollars.  The  deal 
has  never  been  disclosed  in  Qwest's 
financial  documents.  Stephens  says  he 
was  unaware  of  the  contract. 


LINDA  ALVARADO 


She's  president  and  CEO 
of  Alvarado  Construction, 
which  received  a 
$1.3  million  construction 
contract  from  Qwest  in 
early  2000.  Qwest  says  the 
contract  ended  before 
Alvarado  became  a  mem- 
ber of  its  audit  committee. 


Wearing 
too  mxiny 
hats  1 


named  to  the  com- 
mittee until  July, 
2000.  Alvarado  did 
not  return  calls 
seeking  comment. 

The  trouble  is, 
conflicts  may  not 
end  when  direc- 
tors' companies 
stop  getting 
cash.  Alvarado's 
motivations 
could  be  compro- 
mised if  she 
thinks  Qwest 
may  consider  her 
company  for  future 
contracts,  gover- 
nance experts 
warn.  "It's  nice 
that  Uncle  Sam 
makes  them  tell  us 
about  these  pay- 
ments," says  Mi- 
now. "But  the  con- 
flicts don't  end 
there."  And  the 
problems  for  Qwest 
don't  seem  to  be 
anywhere  close  to 
over  either. 
By  Peter  Elstrom 
in  New  York 
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COMMENTARY 


By  Marcia  Vickers 


CAN  THIS  MAN  MAKE  WALL  STREET  BEHAVE? 


Remember  the  Chinese  Wall? 
Well,  if  anyone  doubted  that 
Wall  Street  analysts  are  in 
cahoots  with  their  firms'  invest- 
ment bankers,  read  this:  Ex- 
cite@home  is  "such  a  piece  of 
crap."  As  for  GoTo.com:  "Noth- 
ing interesting  about  this  com- 
pany except  investment-banking 
fees."  These  are  just  two  of  the 
e-mails  Merrill  Lynch  &  Co.  an- 
alysts sent  to  each  other  con- 
cerning stocks  on  which  they 
maintained  enthusiastic  ratings. 

So  much  for  Wall  Street  re- 
search. These  e-mails,  which  lay 
bare  the  extent  of  deceit  ram- 
pant among  Street  analysts,  were 
presented  at  a  briefing  by  New 
York  State  Attorney  General 
Eliot  Spitzer  on  Apr.  8.  They  are 
part  of  the  evidence  his  oflSce  has 
gathered  during  a  10-month  in- 
vestigation focused  on  Merrill  in 
which  he  concludes  Street  re- 
search often  results  in  "a  funda- 
mental deception  of  the  public." 

Merrill  denied  there  was  any 
basis  for  the  attorney  general's 
allegations.  In  an  Apr.  8  state- 
ment, it  dismissed  his  findings 
as  "just  plain  wrong." 

No  doubt,  these  are  tough 
times  for  analysts,  who  seem  to 
be  joining  the  ranks  of  trial 
lawyers  and  used-car  salesmen 
in  the  public's  mind.  Perhaps  for 
good  reason.  As  another  e-mail 
from  a  Merrill  analyst  to  an  in- 
vestment banker  stated:  "The 
whole  idea  that  we  are  independent 
from  banking  is  a  big  lie." 

Analysts,  of  course,  have  been  on 
the  hot  seat  for  awhile.  Congress  has 
held  hearings  on  analysts'  conflicts, 
and  the  National  Association  of  Secu- 
rities Dealers  and  the  New  York 
Stock  Exchange  have  both  proposed 
ways  to  limit  those  conflicts.  But  the 
sheer  arrogance  of  these  e-mails 
could  do  more  to  spur  reform  than  a 
dozen  high-profile  hearings. 

Spitzer  has  already  won  a  court  or- 
der forcing  Meirill,  the  country's 
largest  brokerage,  to  provide  greater 
disclosure  of  its  investment-banking 
ties  in  its  research  reports.  Much  now 
depends  on  what  other  evidence 


off  research  is  a  naive  proposition.  In- 
vestment research  is  typically  given 
away,  and  its  cost  is  shared  between 
the  investment-banking  and  brokerage 
divisions,  since  both  use  it  to  help 
drum  up  business  fi-om  clients. 

Spitzer  may  be  wiser  to  target 
compensation,  since  analysts  are  typ- 
ically paid  according  to  the  amount 
of  investment-banking  business  they 
generate.  Spitzer's  affidavit  features 
a  fall  2000  memo  from  Henry  Blod- 
get,  then  Merrill's  Star  Internet  ana- 
lyst, to  his  bosses  stating  that  he 
had  been  involved  in  over  52  invest- 
ment banking  transactions  and  had 
earned  $115  million  for  the  firm  dur- 
ing the  year.  Shortly  after,  Merrill 
renegotiated  Blodget's  pay  package, 
which  shot  up  to  $12  million  in  2001 
from  his  $3  million  contract  in  1999, 
according  to  the  attorney  general. 

But  Spitzer's  best  weapon  may  be 
his  power  to  slap  analysts  with  crimi- 
nal charges  for  hyping  stocks — a  pow- 
er other  regulators  don't  have.  The 
threat  of  action  alone  may  improve 
analysts'  reports.  Certainly,  Merrill, 
which  continues  to  negotiate  with  the 
AG,  is  scrambling  to  bolster  proce- 


Spitzer  could  try  to  reform  the  way  analysts  are 
compensated,  but  his  best  weapon  may  be 
the  threat  of  criminal  charges 

N.Y.  ATTORNEY  GENERAL  SPITZER;  EX-MERRILL  ANALYST  BLODGET 


Spitzer  finds.  Sources  close  to  the  in- 
vestigation say  he's  probing  other  ma- 
jor Wall  Street  firms,  including  Gold- 
man Sachs,  Credit  Suisse  First 
Boston,  Lehman  Brothers,  UBS 
Paine  Webber,  and  Salomon  Smith 
Barney,  and  he  may  subpoena  records 
there,  too.  He  may  also  file  criminal 
charges  against  the  firms. 

The  types  of  reforms  he  is  pushing 
for  are  key.  Although  he  has  called  for 
"significant  structural  changes"  on 
Wall  Street,  many  of  Spitzer's  reform 
ideas  aren't  practical.  He  recommend- 
ed to  Merrill  during  negotiations,  for 
instance,  that  it  spin  off  its  research 
arm  as  a  separate  business.  Merrill 
refused.  Some  experts  say  spinning 


dures.  On  Apr.  9,  a  Mer- 
rill executive  said  it 
would  start  evaluating 
analysts  on  stock  picks  and  earnings 
estimates.  And  it  has  already  begun 
barring  analysts  from  buying  stock  in 
companies  they  cover. 

That's  better,  but  still  not  enough. 
"Investors  are  waking  up  and  realiz- 
ing that  Wall  Street  research  is  mere- 
ly a  marketing  tool  used  for  selling 
stocks,"  says  Kent  Womack,  a  profes- 
sor at  Dartmouth  College's  Amos  TVick 
School  of  Business.  Given  the  money 
it  brings  in,  only  the  threat  of  crimi- 
nal action  may  change  that  reality. 

Associate  Editor  Vickers  covers  Finance 
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EXECUTIVE  PAY 


EXTRA  HELPINGS 
ON  THE  GRAVY  TRAIN 

Tracking  stocks  let  some  execs  double  up  on  their  options 


Tony  L.  White,  the  little-known  ceo 
of  Applera  Corp.,  earned  a  footnote 
in  the  history  of  executive  pay  last 
year.  In  pocketing  $61.9  million  in  2001, 
he  became  one  of  the  highest-paid  CEOs 
oy  drawing  compensation  from  not  one 
out  two  different  companies. 

White  is  a  beneficiary  of  a  recent 
Wall  Street  fad:  the  creation  of  tracking 
Stocks,  a  class  of  shares  linked  to  the 
performance  of  a  specific  business  or 
anit  of  the  parent  company.  The  stocks 
were  meant  to  "unlock  the  hid- 
den value"  of  a  company's  assets 
in  high-growth  sectors  by  at- 
tracting investors  who  would  pay 
fnore  for  those  operations.  WTiat 
Tew  realized  in  the  late  1990s, 
when  many  tracking  stocks  were 
Issued,  was  that  the  stocks  also 
iould  result  in  unusual  windfalls 
For  executives  who,  in  effect,  dou- 
oled  up  on  their  options  even 
:hough  their  jobs  didn't  substan- 
:ially  change. 

After  all,  aside  from  the  finan- 
2ial  engineering,  the  senior  exec- 
utives still  managed  the  same  as- 
f^ets  and  employees.  Yet  in  several 
•ases,  the  issuing  of  tracking 
tocks  allowed  them  to  hold  op- 
ions  on  multiple  securities.  The 
nvention  gave  the  CEOs  a  chance 
,0  win  twice — even  if  the  shares 


on  BusinessWeek's  best-paid  CEO  list, 
with  a  total  of  $61.9  milhon. 

Of  course,  investors  also  benefited 
when  shares  of  Biosystems  and  (Genomics 
soared.  And  many  argue  that  granting 
multiple  securities  to  executives  ensures 
that  they  pay  equal  attention  to  the  op- 
erations represented  by  those  different 
shares.  "It's  essentially  a  necessity,"  ar- 
gues Wilham  B.  Sawch,  general  counsel 
of  Applera.  "If  senior  managers  are  only 
compensated  from  one  part  of  the  com- 


would  be  otherwise.  In  1998,  Sprint 
Corp.,  for  instance,  issued  a  pair  of 
tracking  stocks  to  reflect  its  main- 
stream long-distance  telephone  busi- 
ness. Sprint  FON  Group,  and  its  wire- 
less operations.  Sprint  Pes  Group.  The 
maneuver  was  initially  a  big  success, 
more  than  doubling  the  total  market 
value  of  Sprint,  to  $105.8  billion  within 
a  year.  The  combined  stocks  are  valued 
at  just  $25.2  biUion  now.  Even  so,  in 
the  three  years  since  the  Sprint  recap, 
seven  of  the  company's  top  executives 
have  realized  gains  of  $185  million  on 
PCS  stock  options  alone.  CEO  William 
T.  Esrey  had  gains  of  $46.8  million, 
while  President  Ronald  T.  LeMay  had 
$91.1  milhon.  At  the  end  of  2001,  Esrey 
was  also  still  holding  options  on  10.1 
nuUion  shares  of  FON,  while  LeMay  had 
5.7  million.  A  spokesman  defends  the 
idea  of  option  awards  on  both  securi- 
ties. "Sprint  is  defined  by  two  tracking 
stocks,  both  equally  important,"  says 


f  one  business  completely  tanked. 

ripes  Sarah  TesUk,  executive  di- 
ector  of  the  Council  of  Institu- 
ional  Investors:  "It's  having  your 

.ke  and  eating  it,  too." 
At  some  companies,  the  execu- 
ive-pay  souffle  managed  to  rise 

uite  nicely.  In  1999,  for  instance, 
ite  renamed  the  old  Perkin- 

Imer  Corp.  Applera  and  did  a  recapi- 
ation  that  created  a  pair  of  sepa- 

te  securities  with  names  befitting  the 

gh-tech  craze:  AppUed  Biosystems,  a 
naker  of  laboratory  instruments,  and 
3elera  Genomics,  a  provider  of  medical 
nformation.  White,  his  top  execs,  and 
;he  company's  board  of  directors  all  got 
5tock  options  in  both  shares.  Last  year. 
White  realized  $27.2  miflion  in  stock- 
jption  gains  on  Biosystems  and  $8.9 
nUlion  on  Genomics.  He  also  got  a  total 
if  $24.1  million  of  restricted  shares  in 
Doth  businesses,  landing  him  at  No.  11 


Had  stock-option 
gains  of  $46.8 
MILLION  in  the  past 
three  years  on 
Sprint's  wireless 
tracking  stock, 
issued  in  1998 


Racked  up  stock- 
option  gains  of 
$91.1  MILLION  over 

the  same  period  on 
Sprint's  wireless 
tracking  stock 


Made  $61.9  MILLION 

last  year,  partly  by 
cashing  in  options 
from  two  tracking 
stocks  of  the  former 
Perkin-Elmer: 
Applied  Biosystems 
and  Celera  Genomics 


pany,  they  would  be  biased  toward  that 
side."  Sawch  maintains  that  it's  hardly  an 
example  of  double-dipping.  "It's  as  if  you 
had  a  dollar  bUl  and  you  tore  it  into  two 
pieces,"  he  says.  "It's  meant  to  reflect 
the  whole  enterprise  going  forward." 

Trouble  is,  execs  rarely  cut  their  op- 
tions in  the  parent  company  in  half 
when  tracking  stocks  are  issued.  In- 
stead, the  total  number  of  options  and 
restricted  shares  that  companies  hand 
over  on  both  stocks  are  often  so  large 
that  the  managers'  overall  equity 
grants  are  far  bigger  than  what  they 


Mark  Bonavia,  Sprint's  director  of  cor- 
porate communications. 

Maybe.  But  not  all  companies  that 
issued  trackers  put  their  executives  on 
multiple-option  gravy  trains.  Through 
all  the  years  that  General  Motors  Corp. 
had  trackers  for  both  Hughes  Electron- 
ics Corp.  and  Electronic  Data  Systems 
Corp.,  CEO  John  F.  Smith  Jr  was  never 
given  an  option  on  those  shares.  That's 
one  way  to  keep  tracking  stocks  from 
becoming  just  another  executive-pay 
boondoggle. 

By  John  A.  Byrne  in  New  York 
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CATCH  OF  THE  DAY: 
SOFTWARE 
SMALL  FRY 

They're  plentiful  and  cheap- 
and  big  companies  are  hungry 

For  investors  hoping  the  software  in- 
dustry would  rebound  qviickly  from 
a  dismal  2001,  the  quarter  ended 
Mar.  31  was  a  reality  check.  More  than 
a  dozen  software  makers  missed  Wall 
Street  expectations  by  as  much  as  15%, 
and  many  reduced  estimates  for  the 
rest  of  the  year.  Even  companies  that 
breezed  through  last  year's  mess — such 
as  business-software  maker  PeopleSoft 
Inc.  and  secmity  specialist  Check  Point 
Software  Technologies  Ltd. — came  up 
short.  "Customers  are  much  more  con- 
serv^ative  about  how  they  spend,"  says 
Check  Point  CEO  Gil  Shwed. 

The  dashed  hopes  have  sent  stock 
prices  and  private  valuations  tumbling 
throughout  the  sector,  setting  the  stage 
for  a  long-awaited  consolidation.  There 
are  bargains  aplenty  to  be  had,  and 
many  of  the  industry's  bigger,  more  sta- 
ble companies  need  to  fill  out  their  prod- 
uct hnes.  As  a  result,  analysts  and  ex- 
ecutives predict  that  half  of  the  200  or 
so  public  software  companies  could  dis- 
appear through  acquisition  or  bank- 
ruptcy ■within  the  next  two  years.  'The 
shakeout  that  hit  hardware  a  decade 
ago  is  hitting  software  now,"  says  Clark 
H.  Masters,  vice-president  and  general 
manager  of  S\m  Microsystems  Inc.'s  en- 
terprise-systems products. 

History  backs  that  idea:  Major  con- 
solidation in  the  software  industry  tends 
to  lag  the  rest  of  the  economy.  The  num- 
ber of  software  merger-and-acquisition 
deals,  for  instance,  jumped  45%  in  1992, 
the  year  after  the  last  recession  ended, 
according  to  Thomson 
P^ancial.  Current  con- 
ditions look  ripe  for  a 
repeat.  Last  year,  big 
software  companies 
were  busy  managing 
the  rapid  downturn. 
Now,  many  feel  they 
have  a  better  grasp  of 
market  conditions,  and 
they  have  begun  to 
look  for  acquisitions  to 
bolster  their  arsenals. 
In  part,  that's  a  re- 
action to  the  slump  in 


GEniNG  SOFTER 
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tech  spending:  Many  simply  want  to  add 
products  that  wSi  increase  their  share  of 
the  few  dollars  now  being  spent  on  soft- 
ware. But  large  companies  are  also 
preparing  for  a  maturing  industry  in 
which  fewer  big  players  wiU  dominate. 
"Five  to  ten  years  from  now,  there  will 
be  room  for  only  a  dozen  or  so  very 
large  software  companies,"  says  Bob 
Eatroff,  a  managing  director  in  Morgan 
Stanley  Dean  Witter  &  Co.'s  technology' 
M&A  practice.  "As  the  industry  matures, 
customers  want  fewer  suppliers." 

PeopleSoft,  for  example,  says  it's  look- 
ing for  a  niche  company  that  can  help  it 
gain  ground  in  the 
market  for  software 
that  manages  supply 
chains.  Analysts  specu- 
late that  coiild  mean  12 
Technologies  Inc.,  a 
Dallas  software  com- 
pany that  is  already 
No.  2  in  the  market. 
IBM  Corp.  wants  to 
beef  up  in  so-called 
middleware  technology, 
which  helps  integrate 
corporate-information 
systems.  One  possible 
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target,  according  t| 
analysts:  See  B( 
yond  Technoloj 
Corp.,  a  Monrovil 
(Calif.)  compani 
with  $42  million  i] 
first-quarter  reM 
enues.  It  may  lac] 
the  size  to  competj 
on  its  own.  AnJ 
business  soft  war  I 
leaders,  such  as  saI 
and  Siebel  System! 
Inc.,  are  looldng  fo] 
data-mining  and 
tomer-managemen  I 
software  maker! 
such  as  E.piphan^ 
Inc. 

For  buyers,  thtl 
price  is  right:  Soft! 
ware  stocks  hav«i 
been  hammered.  Thq 
Goldman  Sachs 
nology  Industry  Soft] 
ware  Index  is  do\ 
by  77%  fit)m  its 
in  March,  200( 
Share  prices  of  desirJ 
able  companies  sue! 
as  E.piphany  and  i^ 
have  Slink  to  just  $t 
and  $4,  respectively 
That's  well  belo\\ 
their  highs  of  $211 
and  $110  back  ir 
2000.  The  typical  asking  price  for  pri- 
vate software  outfits  is  a  fifth  of  what  it 
was  a  year  ago,  say  several  executives. 
"It's  almost  hke  a  permanent  Thanks- 
gi\ing  sale,"  says  Stephen  Kelly,  chiel 
executive  of  customer-management  soft- 
ware maker  Chordiant  Software  Inc. 
which  paid  $12  million  for  privately  held 
OnDemand  Inc.  on  Apr.  1. 

For  now,  deals  remain  limited  to  the 
small  fr^'.  Net-software  maker  BEA  Svs- 
tems  Inc.,  for  example,  bought  five  com- 
panies last  year.  But  each  was  under  $501 
million.  "The  bigger  deals  are  very  hard! 
to  do"  because  they  can  be  so  dilutive  to| 
earnings,  says  CEO  Alfred  S.  Chuang. 

Still,  not  every  shaky  little  software 
company  can  count  on  a  bailout.  Take 
Commerce  One  Inc.  Just  five  quarters 
ago,  the  e-commerce-software  maker 
had  revenues  approaching  $190  mUhon 
per  quarter.  But  in  2002's  first  quarter, 
the  company  says  it  pulled  in  about  $30 
million.  "It's  death  by  atrophy,"  says 
Bob  Austrian,  analyst  at  Banc  of  Amer- 
ica Securities  LLC.  True  enough.  Many 
others,  though,  are  hoping  for  salvation 
in  the  form  of  a  shopping  spree. 

By  Jim  Kerstetter  hi  San  Mateo, 
Calif.,  with  Steve  Hamm  in  New  York 
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NET  COMMERCE 


LESSONS  OF 
THE  CYBER 
SURVIVORS 

E-tailers  have  learned 
from  their  past  blunders 

Last  fall,  when  eBay  Inc.  set  up  auc- 
tions to  raise  money  for  victims  of 
terrorism,  watch  retailer  Fossil  Inc. 
spied  a  chance  to  do  good  and  boost  its 
Net  business  at  the  same  time.  Fossil 
offered  Harry  Potter  and  /  Love  Lucy 
collectible  watches,  promising  to  send 
all  proceeds  to  September  11  victims. 
The  good  deed  brought  in  $10,000  for 
the  victims,  while  introducing  thousands 
to  Fossil's  online  sales. 

Fossil  had  plenty  of  company.  Similar 
charity  efforts  by  other  e-tailers  drew 
millions  to  their  sites,  including  con- 
sumers who  had  never  traded  in  the 
virtual  world.  All  told,  2.2  million  people 
made  their  first  online  transaction  with 
their  digital  donations,  according  to  a 
January  survey  by  Forrester  Research 
Inc.  Of  those,  1.9  million  said  they  felt 
comfortable  enough  to  type  in  their 
credit-card  numbers  again  and  make 
their  first  e-pm-chases.  The  charity  sites, 
says  Forrester's  Christopher  Kelley,  "got 
people  over  the  first  hurdle." 

That's  just  one  way  e-tailers  have  be- 


come savvier  at 
making  consumers  more 
comfy  with  online  shopping — with 
good  results.  Outreach  programs  such  as 
the  eBay  auction,  together  with  easier- 
to-use  Web  sites  and  the  demise  of 
thousands  of  early  competitors,  have 
onUne  sales  heating  up  for  survivors  of 
the  dot.com  shakeout.  Total  e-tailing 
sales  are  expected  to  top  $39  bilUon  for 
2002,  up  from  $30  billion  in  2001,  ac- 
cording to  market  researcher  Jupiter 
Media  Metrix  Inc. 

Improved  service  helps,  too:  Online 
shops  got  a  77%  satisfaction  rating  dur- 
ing the  holiday  season,  beating  the 
74.8%  scored  by  traditional  retailers, 
according  to  the  American  Customer 
Satisfaction  Index  released  on  Mar.  8 
and  sponsored  by  the  University 
of  Michigan  Business 
School,  the  American  So- 
ciety for  Quality,  and  CFi 
Group,  a  consultancy.  "A 
lot  of  the  things  that 
were  difficult  are  now 
easy  to  do,"  says  Fred 
H.  Lerner,  ceo  of  Ritz 
Interactive  Inc.  The  imit 
of  Ritz  Camera  Centers 
Inc.,  for  example,  uses 
live  online  chat  to  give 
potential  customers  im- 
mediate advice  about 
products  for  sale  on  the  Web  site. 

Wall  Street,  burned  badly  by  its  own 
earUer  e-tailing  hype,  is  taking  cautious 
note.  "We  thought  we  would  see  an  ac- 
celeration in  e-commerce  during  the  sec- 
ond half  of  the  year,  but  it  looks  like 
that's  happening  sooner,"  says  Anthony 


While  highfliers  went  do^ 
in  flames,  lesser-known 
sites  have  thrived 


Noto,  Internet  analyst  at  Goldmar 
Sachs  &  Co.  He  thinks  online  consumel 
sales,  just  1.8%  of  total  retail  sales 
2001,  should  rival  catalog  sales,  or  abet 
5%  of  total  sales,  within  four  years. 

That  would  be  some  reversal  of  for 
tune  for  e-tailers,  many  of  whom  war 
given  up  for  dead  in  the  dot-com  buslj 
Just  a  year  ago,  high-profile  sites  sue] 
eToys.com  and  home-delivery  servic] 
Webvan  Group  Inc.  went  up  in  smok^ 
But  since  then,  lesser-known  sites  sucJl 
as  1-800-Flowers.com  and  teen  e-tailej 
Alloy  have  picked  up  the  slack.  Tha 
to  a  healthy  Christmas,  both  posted  thai! 
first  online  profits  in  the  fourth  quarteij 
Clearly,   shoppers   are  feeling  ir 
creasingly  at  ease  on  the  Net.  Whill 
the  growth  rate  of  households  goinJ 
online  for  the  first  time  is  slowing,  thl 
crossover  rate  from  mere  Net  surfinif 
to  buying  is  soaring.  According  to 
survey  of  1,500  Net  users  released  bj 
the  Pew  Internet  &  American  LifJ 
Project  in  March,  it  takes  one  to  thre] 
years  for  newbies  to  try  online  shop 
ping.  While  60%  of  households  are  or 
line,  about  half  of  those  signed  on  Li 
just  the  past  three  years.  That  means 
hefty  number  of  people  are  just  beg 
ning  to  shop. 

E -tailing's  survivors  are  also  lea 
ing  from  past  blunders.  Many  now  hav| 
a  better  feel  for  pricing,  merchandising! 
and  customer  care,  "^th  its  costly  st 
up  phase  behind  it,  for  example,  BluJ 
Nile  Inc.  can  now  cut  prices  to  lur^ 
more  business.  The  pric 
of  Blue  Nile's  Tahitiaj 
pearl  earrings  wal 
nicked  10%  in  the  firsl 
quarter,  to  $500.  The  rel 
suit?  Average  monthlj 
volume  was  up  51%  ove| 
the  previous  quarter. 

Even  some  product] 
earlier  thought  to  be 
tough  sell  on  the  Net  arl 
catching  on.  At  Blue! 
Light.com,  Kmart  Corp.' 
site,  outdoor  furniturl 
sets  have  been  the  hot  items.  "The  con  I 
venience  is  finally  starting  to  appeal  tl 
people,"  says  BlueLight  CEO  RicharJ 
Blunck.  At  last,  a  dot.com  claim  that'l 
turning  out  to  be  true. 

By  Heather  Green  in  New  York,  mt.\ 
Robert  D.  Hof  in  San  Mateo,  Calif. 
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CHEAPER  DRUGS 
FOR  SENIORS 

THE  DRUG  INDUSTRY  IS  STILL 

looking  for  ways  tx)  blunt  crit- 
icism about  soaring  pharma- 
ceutical costs.  On  Apr.  10, 
seven  lai-ge  drugmakers,  in- 
cluding GlaxoSmithKline  and 
Bristol-Myers  Squibb,  un- 
veiled a  new  discount  pre- 
scription-drug card  aimed  at 
low-income  seniors.  The  com- 
panies figure  some  11  million 
seniors  could  get  discounts  of 
20%  to  40%  on  more  than  150 
prescription  drugs.  But  in- 
dustry critics  argue  that  the 
plan,  which  comes  on  the 
heels  of  similar  discount  pro- 
grams from  individual  com- 
panies, is  no  solution  for  the 
nation's  mounting  drug  tab. 

HPANDHEWLEH: 
ITAIN70VER 

THE      HEWLETT-PACKARD/ 

Compaq  Computer  merger 
fight  drags  on.  On  Apr.  8,  a 
Delaware    Chancerv    Court 


CLOSING    BELL 


SEARS  ROBUST 

Sears  stock  rose  5.8%  on  Apr. 
10,  to  $54.18,  after  it  said 
first-quarter  profits  would  beat 
estimates  by  nearly  50%  de- 
spite soft  sales.  The  retailer 
said  ttiat  earnings  were  helped 
by  cost-cutting  measures 
launched  last  fall.  It  also  said 
profits  for  the  year  would  rise 
17%,  up  from  a  previous  fore- 
cast of  13%  to  15%. 
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judge  denied  HP's  motion  to 
dismiss  a  lawsuit  by  dissident 
shareholder  Walter  Hewlett 
challenging  a  proxy  vote  on 
the  merger.  The  tally  won't 
be  known  until  mid- April.  But 
Hewlett  alleges  that  HP  used 
company  assets — possibly  the 
promise  of  future  banking 
contracts — to  coerce  share- 
holder Deutsche  Bank  to  vote 
for  the  merger  on  Mar.  19. 
And  on  Apr.  10,  the  San  Jose 
Mercury  News  published  a 
voice-mail  message  in  which 
HP  Chief  Executive  Carly 
Fiorina  tells  CFO  Bob  Way- 
man  that  "we  may  have  to 
do  something  extraordinary" 
to  persuade  Deutsche  Bank 
and  another  shareholder  to 
vote  for  the  deal.  HP  says  it 
did  nothing  wrong.  Next 
round:  a  trial  scheduled  to 
start  on  Apr.  23. 

A  DOUBLY  DAMNING 
GUILTY  PLEA 

BY  PLEADING  GUILTY  IN  THE 

Enron  document-shredding 
effort,  auditor  David  Duncan 
also  struck  a  blow  against  his 
former  partners  at  Andersen. 
Duncan  admitted  on  Apr.  9 
that  he  obstructed  justice  in 
the  Securities  &  Exchange 
Commission's  probe  of  Enron. 
His  insider  admissions  could 
damn  the  struggling  firm. 
Prosecutors  say  "tons  of  pa- 
per" were  destroyed  from 
Oct.  23  to  Nov.  9,  2001,  the 
day  after  an  expected  sub- 
poena from  the  SEC  put  an 
end  to  the  shredding.  Ander- 
sen fired  Duncan  for  poor 
judgment,  but  it  has  insisted 
the  firm's  actions  were  not 
criminal.  Andersen  likely  will 
seek  a  deal  to  settle  its  ob- 
struction charges. 

THE  BRAWL  IN 
KMART  S  GARAGE 

JUST  WHEN   IT   LOOKED  AS  IF 

Kmart's  turnaround  was  gain- 
ing momentum  in  bankrupt- 
cy court,  its  partner  Penske 
on  Apr.  6  pulled  the  plug  on 


HEADLINER:   ROBERT   PITTMAN 


DEJAYUATAOL 


IT  IS  LOOKING  THE  SAME  AS 

ever  for  Robert  T*ittman, 
co-chief  operating  officer 
of  AOL  Time  Warner, 
once  heralded  as 
the  likely  succes- 
sor to  CEO  Ger- 
ald Levin.  On 
Apr.  9,  the  com- 
pany announced 
that  Pittman 
would  be  taking 
over  the  CEO  job  at 
the  America  Online 
unit,  whose  slowing 
growth  has  dragged  down 
its  corporate  parent's 
stock  price  to  a  recent  low 
of  $21.  "We  view  this  news 
as  a  signal  that  the  AOL  di- 
vision is  more  troubled 
than  the  recent  results  or 
current  estimates  sug- 
gest," says  Lehman 
Brothers  new-media 


analyst  Holly  Becker. 

Pittman  will  be  replacing 
Barry  Schuler,  who's  off  to 
launch  a  new  digital 
services  unit.  The 
CEO  of  AOL  before 
the  company  ac- 
quired Time 
Warner  in  Janu- 
ary, 2001, 
Pittman  will  also 
keep  his  corporate 
job,  becoming  the 
lone  chief  operating 
officer  when  Richard  Par- 
sons takes  over  for  Levin 
in  May.  The  onetime  disk 
jockey  and  MTV  pioneer  has 
won  kudos  as  an  operations 
exec,  so  his  return  to  AOL 
might  help  get  the  techies 
back  on  track.  But  Wall 
Street  failed  to  boost  aol's 
stock  on  the  news. 

Tom  Loivry 


563  Penske  Auto  Centers  in- 
side Kmart  stores.  Kmart 
sued  for  fraud  and  got  a  tem- 
porary court  order  blocking 
the  closures.  The  two  sides 
have  reached  a  deal  calling 
for  the  orderly  shutdo^^^l  of 
the  repair  shops  and  $21  mil- 
lion for  severance  payments 
and  other  costs.  The  auto 
shops,  36%-owned  by  Kmart, 
weren't  a  big  moneymaker,  so 
their  loss  'Svill  not  have  any 
adverse  effect  on  our  busi- 
ness," says  Kmart  CEO  James 
Adamson.  But  the  closed 
shops  will  do  little  to  reas- 
sure customers  that  it's  busi- 
ness as  usual  at  Kmart. 


CRACKING  DOWN  ON 
CALIFORNIA  POWER 

CONTINUING  A  LEGAL  BARRAGE 

against  the  electricity  mar- 
keters he  holds  responsible 
for  California's  power  crisis. 
State  Attorney  General  Bill 
Lockyer  filed  additional  vm- 
fair-business-practice    suits 


against  four  companies  on 
Apr.  9.  Lockyer,  who  is  run- 
ning for  reelection,  told  Busi- 
nessWeek he  also  plans  to  file 
an  antitrust  suit  against  pro- 
ducers on  Apr.  15.  The  attor- 
ney general  dismissed  criti- 
cism that  his  suits  have 
lacked  obvious  evidence  of 
fraud.  'These  are  awful  abus- 
es, and  there  is  more  com- 
ing," Lockyer  said.  "Our  cu- 
mulative demands  are  close 
to  $20  billion."  Companies 
named  in  the  suits,  including 
Mirant  and  Williams  Energy 
Marketing,  have  denied  the 
charges. 

ETCETERA.  ■■ 

■  Procter  &  Gamble  said  CEO 
Alan  Lafley  would  become 
chairman  as  well  on  July  1. 

■  Insurer  Lloyd's  of  London 
reported  losses  of  $4.46  bil- 
hon  in  2001. 

■  The  FCC  approved  NBC's 
purchase  of  Spanish-language 
TV  network  Telemundo. 
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Discover  Eni. 


People,  ideas 
and  systems 
that  rise 
to  the 
challenge. 


e  all  know  that  what  unites  us  is 
ore  precious  than  what  divides 
,  but  that  it's  also  harder  to 
eate.  The  gas  line  that  will 
■nnect  the  Russian  and  Turkish 
asts  of  the  Black  Sea  is  called 
ue  Stream:  385  kilometers  of 
tderwater  connections  at  depths 


never  reached  before.  Blue 
stream  will  bring  16  billion  cubic 
meters  of  natural  gas  a  year 
from  Russia  to  Turkey:  an 
unimaginable  project  until  just  a 
few  years  ago,  and  something 
that  Eni  is  now  making  happen. 
Today  Eni  is  a  large,  international, 


independent  oil  and  natural  gas 
company  that  can  count  on  three 
core  businesses  -  Exploration 
&  Production,  Gas  &  Power  and 
Refining  &  Marketing  -  and  on  a 
fundamentally  unique  vision:  our 
own,  slightly  different,  Italian 
way  of  seeing  and  doing  things. 


Finally,  your  chance  to  experience  space  exploration. 


SpringHill 

SUITES 

Sf^rnott 


Afraid  of  heights?  Not  fond  of  powdery  orar\ge  drir\ks?  Claustrophobic?  Not  to  worry.  At  SpringHill  Suites  you  get  a  suite  with  all  the  spac 
you'll  need.  In  fact,  you  get  25%  more  space  than  a  comparably  priced  room.  A  suite  with  voicemail-and-Web-access  work  space,  a  kick-bacl| 
and-relax  space,  even  a  fridge-and-microwave  space,  all  for  the  price  of  a  room  with  no  space -not  to  mention  atmosphere.  Best  of  all,  there  • 
nearly  100  SpringHill  Suites  locations,  in  places  you  actually  travel. 


Now  through  June  15th,  make  three  stays  and  earn  two  free  wedcend  nights  plus  Marriott  Rewards' 
Silver  elite  status.  For  details  or  to  register,  call  1-888-MARRIOTT  or  visit  marriott.com 


Your  Marriott  Awaits^ 


G2002  Marriott  International,  Inc.  Marriott  Take  Two  promotion  good  3/14/02-6/15/(^.  Registration  for  this  promotion  is  required.  Weekend  nights  awards  expire  12/31/02  and  are  valid  Friday-Sunday. 
All  Marriott  Rewards  program  terms  and  conditions  apply. 
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AST  TRACK  MAY  BE 

UST  A  HORSE  TRADE  AWAY 


or  George  W.  Bush  and  his  anxious  alhes  in  the  business 
community,  the  opportunity  to  restore  special  Presiden- 
tial powers  to  negotiate  trade  deals  is  coming  down  to 
hree  letters:  taa.  That  stands  for  Trade  Adjustment  Assis- 
ance,  and  it's  the  price  demanded  by  Senate  Democrats. 

The  TAA  program,  which  expired  late  last  year,  provides 
ash  assistance  and  retraining  for  unemployed  factory  work- 
rs  who  can  prove  that  foreign  competition  cost  them  their 
3bs.  The  price  of  a  new  program  isn't  a  killer — an  increase  of 
8.6  billion  over  10  years.  Business  and  perhaps 
ven  the  White  House  seem  willing  to  pay  up 
0  restore  Presidential  Trade  Promotion  Au- 
hority  long  known  as  "fast  track." 

While  most  Republicans  are  reluctant  to  cre- 
.te  new  government  entitlements,  Senate  De- 
nocrats  see  help  for  displaced  workers  as  a 
noral  obUgation  and  a  political  imperative.  To 
•xpand  TAA,  Senate  Majority  Leader  Tom 
)aschle  (D-S.  D.)  and  Finance  Committee 
hairman  Max  Baucus  (D-Mont.)  are  pushing 
0  add  on  a  program  to  help  the  trade-affected 
inemployed  buy  health  insurance.  They  would 
ilso  cover  farmers,  fishermen,  and  collateral 
ictims,  such  as  truckers  whose  jobs  are  elim- 
nated.  In  addition,  Democrats  want  to  establish 

new  "wage  insurance"  benefit  for  laid-off 
vorkers  over  age  50  who  are  forced  to  take 
lew  jobs  at  lower  pay. 

The  White  House  finds  itself  on  the  defensive.  In  an  elec- 
ion  year.  Republicans  don't  want  to  appear  heartless  to- 
vard  globalization's  American  victims.  And  the  Administration 
las  limited  leverage:  It  was  so  desperate  to  win  House  pas- 
age  of  Trade  Promotion  Authority  that  it  agreed  to  protec- 
ionist  deals  sought  by  textile-state  Republicans.  So,  Senate 
)emocrats  are  just  upping  the  ante. 

Caught  in  the  middle  are  U.  S.-based  multinationals  that 
ave  spent  seven  years  trying  to  maneuver  a  fast-track  bill 


DASCHLE:  Help  for  workers 


through  Congress.  Business  wants  a  compromise  on  Trade 
Adjustment  Assistance  even  if  it  means  a  larger  and  more  ex- 
pensive program.  "Nothing  generates  as  much  public  support 
for  new  trade  agreements  as  the  idea  that  workers  who 
might  be  adversely  affected  by  trade  will  get  government 
help,"  says  Franklin  J.  Vargo,  a  vice-president  at  the  National 
Association  of  Manufacturers. 

For  Bush,  TAA  Day  is  approaching.  The  President  has 
called  for  a  Senate  vote  on  the  trade  bill  by  Apr.  22,  hoping 
for  a  pre-Memorial  Day  signing  ceremony.  Nor- 
mally, the  Senate  is  friendly  turf  for  free- 
traders. And  by  providing  the  U.S.  steel  and 
lumber  industries  with  politically  prudent  trade 
protection.  Bush  seems  to  have  won  enough 
converts  in  the  Senate  to  pass  some  form  of 
fast-track  legislation  with  as  many  as  70 
votes — assuming  there  is  a  compromise  on  TAA. 
Not  only  is  the  jobless  program  needed  for 
the  Senate  vote,  but  a  more  generous  TAA  will 
also  make  it  easier  to  get  a  final  version  of 
the  trade  bill  back  through  the  House,  where 
the  GOP  measure  passed  by  just  a  single  vote. 
The  fight  over  TAA,  however,  could  also  com- 
pUcate  matters.  For  example,  the  White  House 
wants  Democrats  to  compromise  on  the  health- 
care benefits  displaced  workers  would  receive. 
In  place  of  a  cash  entitlement,  Bush  would 
substitute  the  refundable  health-insurance  tax 
credit  in  the  Administration's  budget  proposal.  Meanwhile,  or- 
ganized labor  has  made  defeat  of  the  entire  trade  bill  one  of 
its  top  legislative  goals.  It  has  long  dismissed  the  TAA  pro- 
gram as  "burial  insurance"  for  victimized  workers. 

Certainly,  Senate  Democrats  and  the  White  House  seem  far 
apart  this  close  to  the  vote.  But  Bush  has  been  quite  flexible 
when  it's  time  to  close  an  important  deal.  That  means  there 
could  still  be  a  fast-track  signing  ceremony  this  spring. 

By  Paul  Magnusson 


CAPITAL  WRAPUP 


A  PRESIDENTJAL  THANK  YOU 

►  It  is  traditional  to  reward  spouses  of 
campaign  fat  cats  with  Kennedy  Cen- 
ter appointments.  Even  so.  President 
Bush's  Apr.  9  choice  of  Caroline  Wyly 
for  the  Center's  Advisory  Committee 
on  the  Arts  is  raising  eyebrows.  The 
reason?  Wyly  is  the  wife  of  Dallas 
businessman  Charles  Wyly,  whose 
brother  and  partner,  Sam,  financed  a 
$2.5  million  ad  blitz  during  the  2000 
GOP  primary  attacking  Bush  rival  Sen- 
ator John  McCain  (R-Ariz.)  as  an  envi- 
ronmental foe.  Although  Charles  was  a 


Bush  Pioneer,  the  brothers  insisted  the 
campaign  had  no  role  in  the  ads. 

NO  NEW  TAX  CUTS 

►  After  two  rounds  of  tax  cuts  in  two 
years,  the  Administration  may  delay  a 
third  wave.  "Are  there  any  [cuts]  that 
we  are  actively  looking  at  today?  No, 
there  are  not,"  Commerce  Secretary 
Donald  L.  Evans  said  at  an  Apr.  5 
press  breakfast.  Two  reasons:  Bush 
strategists  think  the  Prez  already  is 
seen  as  a  tax-cutter,  and  they  don't 
want  to  be  accused  of  catering  to  cor- 
porate benefactors  in  an  election  year. 


TECHNOLOGY-CHALLENGED 

►  There's  growing  concern  on  Capitol 
Hill  over  the  Immigration  &  Natural- 
ization Service's  low-tech  ways.  Seven 
months  after  September  11,  the  ins 
still  can't  immediately  authenticate  the 
identities  of  non-U.  S.  citizens  trying  to 
enter  the  country.  The  National  Fraud 
Center,  headed  by  LexisNexis  exec 
Norman  A.  WUlox  Jr.,  has  proposed  a 
global  database  to  identify  travelers 
who  may  be  security  risks.  But  the 
high  cost  of  collecting  and  digitizing 
such  information  may  be  prohibitive. 
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WHO  SPEAKS  FOR  YOUTH? 

As  the  economy 
falters,  young 
people  feel  locked 
out  of  the  system 


When  Jerome  Wirth  and  his 
business  partner,  Frederic 
Herbinet,  launched  their  In- 
ternet startup,  Beweb,  in 
1997,  France  seemed  like  a 
good  place  for  a  young  person  to  enter 
Europe's  burgeoning  New  Economy. 
The  partners  set  up  shop  in  the  Sentier, 
a  funky  Paris  neighborhood  where  the 
government  was  encouraging  high-tech 
companies  to  move  into  abandoned  tum- 
of-the-century  gar- 
ment factories. 
Ibday,  Beweb 
is     a     $2.5 


million-a-year  business  providing  soft- 
ware and  ser\ices  to  e-commerce  com- 
panies. It  has  operations  in  Britain  and 
plans  to  expand  across  Europe. 

But  Bew^eb  is  saying  au  revoir  to 
Paris  and  moving  this  spring  to  London, 
where  Wirth  reckons  payroll  taxes  wiU 
be  less  than  one-fourth  the  45%  the  com- 
pany now  pays.  The  coup  de  grace  for 
Beweb,  though,  was  a  French  law  cutting 
the  maximum  workweek  from  39  to  35 
hours.  Introduced  two  years  ago  for  ma- 
jor employers,  it  was  extended  this  year 
to  businesses  with  imder  20  workers. 
Hiring  extra  staff  to  make  up  the  lost 
work  hours  is  impractical  for  Beweb, 
which  has  15  employees.  "It's  impossi- 
ble," says  Wirth,  33. 
"I  love  France,  but 
I  am  very  pes- 
simistic for  my  coun- 
try." As  for  this 
spring's  presidential 
and  parliamentary 
elections,  he 
scoffs,  "whoev- 
er wins,  they 
won't  change 

anything." 

To   the    76   million 
tourists  who  visit  each 
year,  France  looks  as  de- 


sirable as  ever.  The  Centre  Pompidc 
and  the  Paris  Opera  boast  expensi^ 
face-lifts.  On  spring  afternoons,  pari 
and  cafes  are  thronged  with  peopl 
thanks  to  the  35-hour  workweek.  Co 
porate  France,  once  the  domain  of  lur 
bering  state-run  enterprises,  has  a  ne 
set  of  champions:  companies  such  ■< 
Vivendi  Universal  and  insurance  giai 
AXA,  which  are  growing  aggressive 
worldwide.  True,  French  growth  slowe 
to  1.6%  this  year — ^but  that  still  bea 
the  European  average  of  1.4%.  Ev€ 
the  film  industry  is  on  a  roll,  with  tl 
delightful  Amelie  scoring  big  at  tl 
U.S.  box  office. 

So  what's  wrong?  Plenty,  especial 

if  you're  young.  The  cohort  betwee 

15  and  40 — the  source  of  econom 

vitality  in  any  country — is  gettir 

a   dwindling   share   of  France 

prosperity.  The  problem  stari 

with  a  crumbling  school  systei 

that  turns  out  miUions  of  kic 

lacking  the  skills  to  find  job 

It  continues  with  govemmer 

policies  that  discourage  job  cr< 


ON  THE  LEFT 


Jospin,  angling  for  President 
in  this  spring's  election,  is  in  a 
dead  heat  with  his  incumbent  opponent 
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ioation  and  stifle  entrepreneurship 
•ivAnd  it's  about  to  get  a  lot  worse, 
irlte  the  younger  generation  shoul- 
pliders  the  burden  of  pensions  for 
;o;  retiring  baby  boomers. 
mt  This  generation  gap  isn't  at- 
letracting  much  attention  from  can- 
sdidates  in  France's  Apr.  21  elec- 

ion — but    it    should.    "We    must 
elfeonfront  the  breakdowT:i  of  our  so- 

ial  fabric  and  the  exclusion  of  our 

oung  people,"  says  Christian  Blanc, 
ho  recently  stepped  down  as  head  of 
errill  Lynch  &  Co.'s  operations  in 
ranee  to  run  a  nonprofit  group  that  is 

pressing  for  wide-ranging  educational, 
all  economic,  and  political  reforms.  The  bit- 
eeier  truth  is  that  France,  more  than 
niimost  other  countries,  stacks  the  deck 
in  against  its  young.  Unemployment  in 
e  France  among  those  under  25  is  21%, 
rt  one  of  the  highest  rates  in  Europe  and 
ermore  than  twice  the  rate  for  older 
]d  French  workers.  The  poverty  rate 
bi  among  French  in  their  20s  rose  from 
en  less  than  6%  in  the  1980s  to  nearly  9% 
ft  by  the  late  1990s,  while  living  standards 

for  the  elderly  improved. 

I  Why  don't  the  young  get  more  of  the 
conomic  action?  Increasingly,  the  coun- 
try's corporate  icons  aren't  hiring  them. 
To  avoid  rigid  anti-layoff  laws,  big  com- 
panies such  as  tiremaker  Michelin  and 
building-materials  giant  St.  Gobain  are 


ON  THE  RIGHT 


Chirac  proposes  modest 
reforms  to  help  the  young 
but  offers  few  details 


of  the  younger  genera- 
tion's     woes.     Public 
ocnools  are  schools  are  in  crisis, 

crumbling,  and    with  many  classrooms 

labor  policy 


discourages 
job  creation 


moving  manufacturing  abroad. 
Others,  such  as  carmakers  Re- 
nault and  PSA  Peugeot  Citroen, 
have  relied  on  improved  produc- 
tivity to  limit  hiring.  For  most 
young  people,  the  best  places  to 
get  a  job  are  small  businesses, 
which   accounted   for   nearly 
90%  of  the  jobs  created  in 
France  during  the  past 
decade.  But  taxes  and 
rules   are   making   it 
ever      harder      for 
these    businesses 
to  compete. 
Unemploy- 
ment    is 
only  one 


overcrowded  and 

plagued  by  violence. 
Although  France 

spends  more  than  the 
European  average  on 
education,  critics  say  resources  are  un- 
fairly distributed,  with  a  handful  of  elite 
schools  getting  more  money  and  better 
teachers,  while  schools  serving  poorer 
students  get  short  shrift.  "We  have  a 
two-speed  education  system,  and  we  are 
getting  fed  up  with  it,"  says  Marilou 
Jampolsky,  17,  a  Paris  secondary-school 
student.  A  recent  poll  of  18-to-24-year- 
olds  found  that  60%  thought  schools  had 
failed  them. 

Universities  get  poor  marks,  too,  for 
outdated  curriculums  and  run-down  fa- 
cihties.  Ludovic  Michel,  a  27-year-old 
Parisian  who  has  yet  to  find  a  paying 
job,  says  he  was  urged  to  specialize  in 
economics  at  the  University  of  Paris 
Dauphine  but  found  his  training  useless 
when  he  began  looking  for  work. 

Youth  crime  is  on  the  increase,  with 
the  number  of  teenagers  jaUed  for  seri- 
ous infractions  now  twice  as  high  as  in 
the  mid-1990s.  France  also  is  failing  to 
integrate  some  1.5  million  North  African 
immigrants  and  their  French-bom  chil- 
dren. Housing  projects,  hidden  from 
tourists'  view  outside  big  cities,  teem 
with  young  people  who  feel  locked  out 
of  society.  "Even  if  you  have  a  diploma, 
you  can't  find  a  job  because  you're  a 
'foreigner,' "says  Yams,  19,  one  of 
a  group  of  unemployed  young  men  loi- 
tering outside  a  dilapidated  high-rise 
in  the  Paris  suburb  of  La  Courneuve. 
Yams  and  his 
friends,  who 

wouldn't    give 


their 
names. 


last 
all 


were    born   % 
in      France  ^ 
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Is  a  showdown  brewing?  One  observer  thinks 
France  is  headed  for  its  biggest  upheaval  since  1968 


\ 


to  Algerian-immigrants  but  say  they 
don't  feel  French. 

At  the  same  time,  an  alarming  num- 
ber of  France's  brightest  young  people 
are  leaving  the  country.  Since  1995,  the 
number  of  French  citizens  living  out- 
side the  covmtry  has  risen  30%,  to  near- 
ly 2  million,  including  240,000  in  Silicon 
Valley.  Almost  all  are  in  their  20s  and 
30s.  An  additional  200,000  or  so  have 
fled  to  Britain.  Worse,  young  people  Uv- 
ing  in  France  are  about  to  get  socked 
with  the  pension  bill  for  the  baby 
boomers.  France  has  the  most  gener- 
ous retirement  system  in  Europe,  al- 


AS  FRANCE'S  GROWTH 
SLOWS... 
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work,  while  Chirac  would  offer  tax 
breaks  to  employers  who  hire  young 
workers.  Both  candidates  promise  to  re-_ 
form  the  pension  system,  although  they 
offer  few  details.  With  polls  showing 
them  in  a  dead  heat,  they  aren't  about 
to  upset  beneficiaries  of  the  present  sys- 
tem, from  retirees  to  civil  servants. 

It's  unreaUstic  to  think  that  France, 
with  its  tradition  of  economic  dirigisme, 
will  embrace  U.S.-style  capitaHsm.  If 
anything,  the  dot-com  meltdown  and 
the  coUapse  of  Enron  Corp.  make  the 
French  even  more  wary  of  throwing  in 
their    lot    with     les    Anglo-Saxons. 


..BUSINESS  STARTUPS 
DECLINE. 
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lowing  workers  to  leave  their  jobs  at 
age  60  with  full  benefits. 

Is  a  showdown  brewing  between 
young  and  old?  Blanc,  the  former  head 
of  Merrill  Lynch  &  Co.  in  France,  who 
also  ran  Air  France  in  the  early  1990s, 
thinks  so.  He  warns  that  France  is 
headed  for  its  biggest  upheaval  since 
1968,  when  students  rocked  the  Estab- 
lishment vdth  demonstrations  demand- 
ing a  greater  say  in  the  educational  and 
political  systems.  But  the  politicians 
have  brushed  off  his  ideas,  which  in- 
clude opening  up  the  nominations 
process  for  political  candidates. 

The  two  leading  presidential  candi- 
dates, Socialist  Prime  Minister  Lionel 
Jospin,  64,  and  center-right  President 
Jacques  Chirac,  69,  have  no  interest  in 
disturbing  the  status  quo.  True,  they 
have  offered  a  few  modest  proposals  to 
help  the  young.  Jospin  wants  to  increase 
subsidies  to  young  people  looking  for 


pohtical  parties  let  insiders  choose  wb 
gets  on  the  ballot.  Chirac  and  Jospir 
have  each  held  elected  office  for  mon 
than  a  quarter-century,  and  they  rar 
against  each  other  for  President  sever 
years  ago.  "The  political  system  is 
depressing:  always  the  same  faces  an( 
the  same  ideas,"  laments  Franck  Mahe,  £J 
31-year-old  systems  engineer  in  Paris, 
few  years  ago,  he  volimteered  for  th 
free-market  Liberal  Democracy  part; 
but  quit  because,  he  says,  "I  saw  t] 
my  ideas  would  make  no  difference." 

To  be  sure,  many  young  French  are 
doing  well.  Students  at  elite  universiti 
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FMMCE  EUROPEAN  GERMANY   BRrTAIN 
UNION  AVERAGE 

A  PERCENT  Data  l-terjiura:  Mc-^tar,  Fo-kI 

..JWD  A  PENSION 
CRISIS  LOOMS 


ON  THE  OUTSIDE 


For  those  under 
25,  joblessness 
is  at  21%.  Bosses 
cite  poor  skills 


Younger  French, 
who  in  polls  say 
they  favor  a  free- 
market  economy, 
also  like  the  ben- 
efits of  the  wel- 
fare state.  But  by 
defending  the  sta- 
tus quo,  politicians  are  only  postponing 
the  day  of  reckoning. 

In  January,  the  French  were  shocked 
to  learn  that  per  capita  output  had  fall- 
en from  No.  3  to  No.  12  among  the  Eu- 
ropean Union  coimtries  over  the  past 
decade.  Business  startups,  which  ac- 
count for  88%  of  new  hires,  have  de- 
clined every  year  since  1995.  The  35- 
hour  workweek  makes  things  worse, 
says  economist  Christel  Rendu  de  Lint 
of  Morgan  Stanley  Dean  Witter  &  Co. 
Why  does  no  one  speak  for  the  young? 
For  one  thing,  the  system  locks  out  new- 
comers. Instead  of  holding  primaries. 


2000 
PERCENT 

•AVERAGE 


are  getting  a  world-class  education  free 
of  charge.  The  nearly  30%  of  18-to-25- 
year-olds  who  are  employed  have  a 
pretty  good  deal,  too:  generous  bene- 
fits, tough  anti-layoff  laws,  and  that  35- 
hour  workweek.  But  France's  young 
people  are  staying  away  from  poUtics 
in  droves.  1\imout  among  voters  under 
25  has  fallen  sharply  in  recent  elections. 

Jospin  and  Chirac  have  both  hinted 
that  they  might  modify  the  35-hour  rule 
for  small  businesses.  That  would  im- 
prove young  peoples'  job  prospects.  But 
it's  not  what  the  campaign  is  really 
about.  The  hot-button  issues  are  crime, 
immigration,  and  France's  place  in  the 
world.  Lurking  behind  these  topics  is 
the  central  problem  for  the  French:  how 
to  hold  on  to  their  affluent  way  of  life. 
It's  a  fair  question.  But  ignoring  the 
young  is  not  part  of  the  answer. 

By  Carol  Matlack,  with  Christina 
White  and  John  Rossant,  in  Paris 
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"I  need  a  way  to  ijiake  connections  in  Europe 
that  won't  take  a  bite  out  of  my  travel.,s<^Tedule." 

We're  committed  to  getting  you  to  over 

100  European  destinations  quickly  and  easily. 


ijii 


■?  JrO"  ^ 


With  our  expanded  flight  schedule  from 
14  U.S.  cities  and  our  award-winning 
service  on  the  ground  and  in  the  air,  you'll 
be  able  to  make  your  connections  to 
Europe  without  missing  a  beat.  Plus,  you'll 
earn  miles  in  either  Lufthansa  Miles  &  More* 
or  United  Mileage  Plusf*  See  your  travel 
agent,  call  Lufthansa  at  800  645-3880  or 
visit  www.lufthansa-usa.com. 

*ln  accordance  with  the  terms  and  conditions  of  the  programs. 


There  s  no  better  way  to  fly. 


Lufthansa 
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International  Business 
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BREWING 


irS  MILLER  TIME 
IN  JOHANNESBURG 


SAB  wants  to  buy  the  big  brewer  and  take  on  Anheuser-Busch 


For  South  African  Breweries  PLC,  the 
end  of  apartheid  and  the  fall  of  com- 
munism in  the  early  1990s  wasn't 
just  a  political  watershed — ^it  was  a  clear 
signal  to  start  selling  more  beer.  With 
sanctions  gone  and  new  markets  open, 
SAB  quickly  moved  into  sub-Saharan 
Africa,  Eastern  Europe,  Latin  America, 
even  China.  Now  the  Johannesburg 
brewer  is  planning  its  most  audacious 
move  yet — ^buying  troubled  Miller  Brew- 
ing Co.  and  barging  into  the  biggest 
market  of  them  all,  the  U.  S. 

It  has  been  quite  a  spree.  Using  the 
cash  it  generates  from  its  stranglehold 
on  the  local  market,  sab  snapped  up 
beer  companies  worldwide  to  become 
the  world's  third-largest  brewer,  with 
$4.2  billion  in  revenues  and  $359  mil- 
lion in  profit  last  year.  Now,  sab  is  ex- 
pected to  buy  Miller  from  Philip  Morris 
Cos.  for  some  $5  billion  in  stock  and 
assumed  debt,  with  an  announcement 
to  come  any  day. 

A  Miller  deal  would  be  the  crowning 
achievement  for  sab  Chairman  Jacob 
Meyer  Kahn  and  Chief  Executive 
Graham  Mackay.  Adding  Miller  to  the 
sab  stable  would  move  the  brewer  to 
second  place  globally,  behind  Anheuser- 
Busch  Cos.  and  ahead  of  Heineken.  But 
trucking  more  Castle  Lager  up  to  Zam- 
bia, or  taking  possession  of  a  Polish 
brewery  at  a  fire-sale  price,  is  one  thing. 
Reviving  long-ailing  Miller  while  tak- 


ing aim  at  giant  Anheuser-Busch  on  its 
home  turf  is  a  challenge  of  a  different 
magnitude.  Can  a  company  based  a 
world  away,  with  no  significant  opera- 
tions in  any  developed  country,  pull  this 
off?  SAB  thinks  so.  "South  African  man- 
agers are,  frankly,  tough  guys,  so  we 
are  well-prepared  to  move  out  into  some 


NO  SMALL  BEER 


•  SOITTH  AFRICAN  BREWERIES 

is  the  world's  third- largest  brewer; 
acquiring  Miller  would  make  it 
No.  2  behind  Anheuser-Busch 

•  FOUNDED  in  1895  in  Johannes- 
burg; the  next  year  the  city's  first 
bar  opened  on  company  land 

•  EARNED  $359  million  for  year 
ended  Mar.  31,  2001,  on  rev- 
enue of  $4.18  billion 

•  SECOND-BIGGEST  BREWER 

in  China;  produces  two-thirds  of 
all  beer  in  Africa,  where  Castle 
is  its  best-seller 

•  OWNS  108  breweries  in  24 
countries,  employing  31,000 

•  IN  SOUTH  AFRICA,  SAB 

has  been  a  leader  in  develop- 
ing black  entrepreneurs 

Data:  SAB 


MOVING  BEER: 

Soon,  a  U.S. 
distribution 
network? 


52  BusinessWeek  /  April  22,  2002 


of  the  other  tough  places  in  the  world,' 
says  Nick  Chaloner,  a  member  of  SAB'sj 
executive  board. 

The  market  has  given  the  deal 
thumbs-up.  The  London-listed  stock  had 
jumped  10%  since  reports  of  the  de; 
surfaced.  Miller  has  floundered  as  part 
of  the  huge  PhiUp  Morris  tobacco  and| 
food  empire.  Its  heyday  was  in  th 
1970s,  when  it  invented  the  light-beei 
category.  It  still  makes  money,  but  its 
profit  per  unit  is  only  half  of  Anheuser- 
Busch's.  SAB  might  be  the  answer.  On 
Miller  exec  is  high  on  the  deal.  "We 
get  out  from  under  the  wing  of  Phili] 
Morris,  where  we're  really  an  after-] 
thought,"  he  says.  And  SAB  knows  ho 

to  squeeze  the  most  out 

of  a  brewery.  "If  you'vej 
earned  your  spurs  in' 
Africa  and  China,  yo 
can  be  efficient  in  any| 
market,"  says  Ian  Shack 
leton,  global  beverages  analyst  at  Cred- 
it Suisse  First  Boston  in  London. 

SAB,  founded  in  Johannesburg  in 
1895  to  serve  thirsty  gold  miners,  gets 
47%  of  its  revenues  in  South  African 
rand,  which  has  fallen  80%  against  the 
dollar  over  the  past  dozen  years.  The 
rand's  depreciation  in  the  past  two 
years  has,  in  dollar  terms,  shaved  $2 
billion  off  of  sab's  annual  revenues.  So 
besides  picking  up  market  share,  sab  is 
coming  to  the  U.S.  for  the  hard  cur- 
rency, as  many  immigrants  do.  It  also 
gets  the  No. 2  U.S.  distribution  net- 
work, which  will  give  its  Pilsner 
Urquell,  the  premium  Czech  beer  it 
purchased  in  1999,  a  big  boost. 

Miller  time  certainly  is  a  gamble  for 
SAB,  though.  Ingesting  a  company  al- 
most as  large  as  itself  will  stretch  an  al- 
ready lean  head  office  just  when  sab  is 
juggling  lots  of  acquisitions.  Moreover, 
the  deal  would  dull  sab's  sheen  as  a 
high-growth  company.  "Miller's  brands 
are  tired,  and  we  feel  that  any  company 
buying  Miller  may  be  attempting  to 
catch  a  falling  grand  piano,"  says  Ilan 
Stermer,  beverage  analyst  at  Barnard 
Jacobs  Mellet  Ltd.  in  Johannesburg. 

sab  execs  are  used  to  dealing  with 
adversity.  They  learned  how  to  sell 
beer  in  the  darkest  days  of  apartheid, 
for  example,  by  hiring  and  promoting 
blacks  to  distribute  in  the  often  dan- 
gerous townships,  sab  now  controls 
98%  of  the  South  African  market. 
TheyTl  never  get  close  to  that  share 
in   the   land   of  Bud.    But   these 
tough  guys   may  just   get  more 
Yanks  diinking  Miller  again. 

By  John  Koppisch  in  New  York, 
with  Gerry  Khermouch  in  New 
York  a7id  Kerry  Capell  in  London 
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POVSA 


ENEZUELA 


tEVOLT 

N  THE  OIL  FIELDS 

iigry  staff  at  state-owned  PDVSA  could  bring  down  Chavez 


I 


enezuelans  often  boast  that  oil  mo- 
nopoly Petroleos  de  Venezuela  is  a 
First  World  company  operating  in  a 
hird  World  country.  Ranked  the 
orld's  fourth-largest  oil  exporter  with 
S4  billion  in  revenues,  pdvsa  is  also 
le  No. 3  oil  suppUer  to  the  U.S.  and 
ijoys  a  reputation  as  an  efficiently  run 
ate  company.  But  now,  pdvsa  finds  it- 
jlf  at  the  center  of  a  political  firestorm 
3 )  huge  it  is  disrupting  global  oil  sup- 
ies  and  could  topple  Hugo  Chavez, 
Venezuela's  authoritarian  President. 
Chavez  has  infuriated  pdvsa  employ- 
s  by  packing  the  company's  board  of 
irectors  with  his  allies.  In  retaliation, 
le  company's  white-coUar  workers  have 
een  on  strike  since  Apr.  4,  idling  key 
Q  installations.  "We  are  saving  pdvsa 
om  politicization,"  declared  Rogelio 
lOzada,  the  general  manager  of  El  Pal- 
o  refinery,  the  country's  third-largest, 
he  walkout  has  brought  Venezuela's 
exports,  which  average  around  2  mil- 
on  barrels  a  day,  to  a  virtual  halt.  And 
lOzada  and  his  comrades  say  they  won't 
ormalize  operations  until  Chavez' 
ronies  are  removed. 

The  shutdown  of  a  key  oil  supplier  is 
le  last  thing  the  U.  S.  needs,  especially 
ow  that  Iraq  is  threatening  to  turn  off 


the  spigot.  "Venezuela  is  considered  a 
very  reliable  suppUer,  and  now,  this  is 
throwing  uncertainty  into  the  market," 
says  Kyle  Cooper,  an  oil  analyst  at  Sa- 
lomon Smith  Barney  in  Houston,  pdvsa 
has  10  days'  reserve  of  oil,  but  with 
three  of  its  main  refineries  and  major 
tanker  terminals  bare- 
ly functioning,  the 
company  cannot  honor 
the  majority  of  its 
supply  contracts.  "The 
situation  is  getting 
worse  and  worse  by 
the  hour,"  says  an  oil 
trader  in  New  York. 

If  exports  don't  re- 
simie  soon,  the  finan- 
cial repercussions  for 
Venezuela  could  be 
huge:  Oil  accounts  for 
one-third  of  gross  do- 
mestic product  and  over  half  of  all  gov- 
ernment revenues.  One  potential  casu- 
alty is  Chavez.  Three  years  into  his 
term,  the  former  paratrooper  and  one- 
time coup  leader  is  looking  increasingly 
vulnerable.  His  approval  rating  is  down 
to  35%  from  a  high  of  80%  in  1999. 
Chavez'  relentless  bullying  has  alienated 
key  sectors  of  society,  including  the 


PROTEST 

The  slowdown 
in  production 
may  clobber 
the  economy 


EBB  AND  FLOW 
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Data:  U.S.  Energy  Oept. 


business  elite,  the 
middle  class,  the 
Catholic  Church — 
and  even  portions  of 
the  army.  Meanwhile, 
popular  disillusion- 
ment with  his  "Boli- 
varian  Revolution"  is  growing,  fueled 
by  endemic  poverty  and  entrenched  cor- 
ruption. Given  the  charged  political  cli- 
mate, Chavez'  quarrel  with  PDVSA  may 
be  the  catalyst  for  a  popular  or  mili- 
tary uprising.  "The  overall  aim  is  to  un- 
seat Chavez,  but  toppling  a  government 
is  not  easy  to  do,"  says  Carlos  Raul 
Hernandez,  a  political  scientist  at  Simon 
Bolivar  University  in  Caracas. 

Chavez  and  pdvsa  have  been  on  a 
collision  course  ever  since  the  left-lean- 
ing populist  first  took  office  in  1999.  In 
fiery  speeches,  Chavez  has  painted  the 
oil  monopoly  as  an  island  of  luxury  in  a 
sea  of  poverty,  citing  the  U.  S.-level  pay 
collected  by  top  executives  and  generous 
perks  enjoyed  by  the  rank  and  file.  "An 
elite  has  taken  ownership  of  a  company 
that  belongs  to  all  Venezuelans,"  he 
railed  during  a  recent  radio  broadcast. 
And  while  virtually  every  Venezuelan 
president  has  treated  pdvsa  as  a  cash 
cow,  Chavez  has  forced  the  company  to 
hand  over  an  ever  larger  share  of  its 
profits  to  finance  his  pet  projects. 

Tensions  came  to  a  head  in  late  Feb- 
ruary. That's  when  Chavez  named  five  of 
his  supporters  to  pdvsa's  10-member 
board,  just  days  after  he  installed  a  left- 
ist academic,  Gaston  Parra,  as  presi- 
dent. Then,  when  employees  protested 
the  moves,  Chavez  fired  seven  of  them 
and  forced  12  others  into  retirement. 
Chavez'  tactics  have  provoked  a 
groundswell  of  sympa- 
thy for  pdvsa.  On  Apr. 
9  and  10,  business 
joined  forces  with  or- 
ganized labor  to  stage 
a  nationwide  strike. 
Things  could  really 
heat  up  if  the  unrest 
in  the  oil  industry  con- 
tinues to  escalate.  Cha- 
vez has  drawn  up  con- 
tingency plans  to  keep 
the  wells  pumping  by 
enlisting  company  re- 
tirees, military  person- 
nel, and  private-sector  engineers.  But 
analysts  say  a  hastily  assembled  army  of 
workers  could  likely  keep  the  industry 
operational  only  for  a  few  days  before 
safety  would  be  jeopardized.  Chavez 
needs  to  find  a  way  to  get  pdvsa  em- 
ployees back  to  work  fast — or  he  could 
find  himself  out  of  a  job  as  well. 

By  Christina  Hoag  in  Caracas 
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THE  MIDEAST:  POWELLS  VISIT 
WONT  SHUT  THE  DOORS  OF  HELL 


Sari  Nusseibeh,  the  top  Palestinian  leader  in  Jerusalem, 
doesn't  look  the  part.  He  dresses  in  blue  corduroys  and  a 
tweed  jacket  and  wears  his  hair  in  a  Kennedy-like  coif. 
Nusseibeh  has  long  been  a  lonely  Cassandra  warning  the 
Palestinians  that  the  dirty  war  they  are  waging  against  Israelis 
would  lead  to  disaster,  not  the  end  of  occupation.  To  set  a 
nonviolent  example,  Nusseibeh  leads  the  mildest  of  demon- 
strations each  afternoon  at  the  Damascus  Gate,  the  medieval 
entrance  to  Jerusalem's  old  city.  "We  have,  how  do  you  say  it, 
been  shooting  ourselves  in  the  foot,"  he  says. 

Many  Palestinians  would  disagree  with  Nus- 
seibeh's  moderate  stance:  They  think  Israeli 
Prime  Minister  Ariel  Sharon's  push  into  the 
West  Bank  has  aroused  worldwide  sympathy 
for  the  Palestinian  cause.  The  question  now  is 
whether  the  violence  wiU  spin  out  of  control, 
despite  the  efforts  of  an  alarmed  U.  S.  and  the 
region's  players  to  avoid  a  downward  spiral. 
Fighting  between  Lebanese  Hezbollah  guerrillas 
and  the  Israelis  threatens  to  widen  into  a  re- 
gional war.  And  Arab  governments  are  worried 
they  could  be  undermined  by  rising  anger  over 
the  Palestinians'  plight.  Anti- American  and  anti- 
Israeli  protests  have  rocked  capitals  from 
Bahrain  to  Rabat.  "The  doors  of  hell  have  been 
opened  up,"  Nusseibeh  says. 

They  may  not  shut — ever.  Most  signs  point  to 
more  confrontation,  despite  Secretary  of  State 
Colin  Powell's  mission  to  the  region  beginning  on  Apr.  8.  On 
Apr.  10,  eight  Israelis  died  in  yet  another  suicide  bombing,  and 
Sharon  vowed  to  continue  his  operation  in  the  West  Bank. 
Israeli  analysts  say  there  is  no  chance  of  negotiating  a  peace 
settlement  any  time  soon,  even  if  Sharon  makes  some  concil- 
iatory gestures  to  Powell.  The  U.  S.  may  not  understand  "how 
much  Israeli  politics  has  changed;  there  is  willingness  to  sup- 
port Sharon  and  defy  the  U.  S.,"  says  Gerald  M.  Steinberg,  a 
political  scientist  at  Israel's  Bar-Ilan  University. 


Analysts  also  predict  a  tougher  stance  from  Yassir  Aral 
who  has  been  under  siege  in  RamaUah.  "He  is  now  a  ma 
hero  in  the  Arab  world,"  Nusseibeh  says,  reckoning  Arafat  n 
calculate  that  concessions  would  dull  this  new  shine.  The  Pal' 
tinian  Authority's  Jerusalem  Affairs  Minister,  Ziyadh  a 
Ziyadh,  worries  that  Israel's  crackdown  could  lead  to  a  surge 
revenge  killings.  "No  one  can  guarantee  there  won't  be  mc 
suicide  bombings,"  he  says. 

But  the  U.S.  badly  wants  calm  between  Israel  and  t- 
Palestinians,  in  order  to  ease  tensions  with  t 
Arabs  and  obtain  their  cooperation  on  a  possfl  "" 
effort  to  oust  Iraq's  Saddam  Hussein.  The  U 
strategy  is  to  persuade  the  Arabs  to  lean 
Arafat  to  stop  the  violence.  That's  why  Pow 
decided  to  visit  Morocco,  Egypt,  and  Jordan  t 
fore  meeting  Sharon  and  Arafat.  Powell  also 
offering  carrots  such  as  the  possibility  of  intt 
national  observers  between  the  Palestinians  aj 
the  Israelis — a  move  Arafat  has  long  sought. 
If  the  U.S.  is  able  to  get  a  ceasefire,  oth 
moves  to  generate  momentum  may  be  possib 
The  U.S.  could  propose  a  regional  p)eace  co 
ference,  taking  up  Sharon  on  his  Apr.  9  offer 
meet  moderate  Arab  leaders.  The  recent  fightii 
has  obscured  the  fact  that  Saudi  Arabia's  Crov 
Prince  Abdullah  persuaded  Arab  states  to  ba« 
in  Ramallah   his  proposal  for  a  peace  settlement. 

While  the  U.S.  and  the  Arabs  may  hay 
changed  their  attitudes,  there  is  little  indication  Sharon  ar 
Arafat  have  followed  suit.  "Both  are  convinced  that  violen* 
serves  their  ends,"  says  Nimrod  Novik,  a  former  Israeli  pea« 
negotiator  Ta  overcome  such  stubbornness  wiU  require  a  higi 
profile  engagement  in  the  region  on  the  part  of  a  U.  S.  A 
ministration  that  until  recently  considered  such  entanglemei 
folly.  But  the  alternative  is  Nusseibeh's  doors  of  hell. 

By  Stanley  Reed  and  Neal  Sandler  in  Jerusalem,  mi 
Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


A  WIDENING  PROBE  IN  SPAIN 

►  The  Bank  of  Spain's  investigation  into 
evidence  of  secret  offshore  accounts 
worth  S200  million  at  blue  chip  Banco 
Bilbao  Mzcaya  Argentaria  (bbva)  could 
rock  Spain's  financial  Establishment. 
Top  criminal  judge  Baltasar  Garzon 
moved  on  Apr.  9  to  take  over  the  probe 
into  alleged  secret  pension  funds  and 
illicit  political  contributions  in  Latin 
America.  If  the  investigation  reveals 
serious  fraud,  it  could  prompt  a  fine 
against  bbva  of  up  to  $15u  inillion  and 
tighter  regulation  of  Usted  companies. 


BBVA's  stock  fell  5%  on  the  news.  Sixteen 
current  and  former  board  members  are 
named  in  the  investigation,  including  ex- 
Chairman  Emilio  Ybarra  and  ex-CEO 
Pedro  Luis  Uriarte,  both  of  whom 
stepped  down  in  December. 

MEXICO'S  FOX  IS  STAYING  HOME 

►  In  a  first,  Mexico's  Senate  on  Apr.  9 
refused  to  grant  President  Vicente  Fox 
permission  to  take  a  foreign  trip.  Such 
requests  are  traditionally  granted  auto- 
matically. Fox  had  planned  to  meet  with 
Mexican  immigrants  in  the  U.  S.  and 
Canada  to  highlight  his  efforts  to  secure 


better  working  conditions.  But 
opposition  senators  complained  Fox  is 
spending  too  much  time  outside  Mexico 
and  getting  too  close  to  the  Bush 
Administration. 

The  surprise  move  is  a  sign  that  the 
Institutional  Revolutionary  Party  (PRI)— 
Mexico's  former  ruling  party — is  re- 
gaining its  strength  after  electing  new 
leaders  in  March.  The  party  had  been 
left  rudderless  after  losing  the  presi- 
dency in  2000.  If  Fox  doesn't  take  deci 
sive  steps  to  woo  the  opposition,  he  may 
not  win  approval  for  key  reforms  be- 
fore mid-term  elections  in  2003. 
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Your  company^s 

relationship 

with  BTjust  got 

stronger. 


What  you  may  not  appreciate  is  that  from 
April  2002,  with  the  unwind  of  Concert, 
our  joint  venture  with  AT&T,  you  are  now 
even  closer  to  BT. 

We  provide  you  with  the  largest  IP  network 
in  Europe  and  IP  network  connection  to 
all  the  key  commercial  centres  in  Europe, 
North  America  and  Asia. 

We  lead  the  market  in  deploying  the  first 
international  high  performance  network 
capable  of  supporting  voice,  data  and  image. 
We  run  more  corporate  IP  networks  over  this 
type  of  service  than  anyone  else. 


As  a  large  multi-site 
international  company,  you 
appreciate  the  value  of 
outstanding  global  customer 
service  and  account 
management. 

At  BT  (British  Telecom)  world 
class  service  has  always  been 
our  focus.  We  have  17  years 
experience  of  delivering 
one-point-of-contact  service 
to  people  and  companies 
with  ever-more  complex  global 
communications  needs. 


Our  unparalleled  networks,  combined  with  our  experience  in  delivering  solutions  and 
value  worldwide  through  our  account  teams,  make  us  unique  among  information 
and  communications  technology  providers. 


Your  company's  relationship  with  BTjust  got  stronger. 


btIp 


f 


rww.btignite.com 


Could  you  benefit  from  professional  guidance 
and  a  disciplined  approach  to  investing? 

Prudential  Financial  brings  you  Managed  Assets  Consulting  Services  (MACS) — 
an  investment  solution  that  brings  the  structure  and  discipline  of  institutional  investing 
to  investors  like  you.  Enjoy  access  to  specialized,  research-screened  investment  managers, 
in  a  consultative  relationship  that's  based  on  your  needs. 


*«n*f 


Managing  wealth  today 
is  a  two-sided  challenge. 
There's  growing  it. 
And  there's  protecting  it. 
Prudential  Financial  is 
uniquely  suited  to  help 
investors  do  both. 
With  more  than  125  years 
of  experience  in  insurance 
and  asset  management, 
we  deliver  the  solutions 
and  advice  investors 
need  in  today's  more 
complex  investment 
environment. 


A  disciplined  investment  process.  Based 
on  an  in-depth  analysis  of  your  investment 
profile,  you  and  your  financial  advisor  will 
select  professional  investment  managers  that 
are  chosen  according  to  your  criteria.  Your 
manager  will  build  an  individually  managed 
portfolio  of  securities  that's  precisely  targeted 
to  your  financial  objectives. 

Access  to  exclusive  investment  managers. 

MACS  brings  you  a  wide  universe  of  proven 
managers,  including  many  managers  usually 
available  only  to  large  institutions.  Each  year. 
Prudential's  analysts  visit  over  200  firms  to 
select  and  monitor  investment  managers  that 
conform  to  our  high  standards. 

Research-screened  mutual  funds.  You  may 

complement  your  individual  securities  with 
a  range  of  mutual  funds  carefully  chosen  by 
Prudential's  research  team.  Funds  are  selected 


to  seek  consistent  long-term  performance  and 
carefully  classified  to  help  reduce  duplicate 
holdings  in  your  portfolio. 

Sophisticated  tax  management,  if  minimizing 

taxes  is  your  primarj'  objective,  you  can  choose 
from  MACS  investment  managers  who  specialize 
in  tax-advantaged  investments  or  apply  specific 
tax-management  strategies. 

One  comprehensive  report.  Each  quarter 
you'll  measure  your  progress  with  a  clear  report 
of  your  portfolio  performance,  asset  allocation 
and  account  activity. 

Learn  more  about  MACS.  Call  today! 

Ask  for  a  free  brochure  describing  our 
professional  money  management  services. 

1-800-THE-ROCK  ext.9359 
prudential.com 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth''' 


Prudential  or  its  associates  ore  not  lego!  or  tax  advisors.  Securities  products  and  services  are  offered  through  Prudential  Securities,  member  SIPC,  o  Prudential  compony.  Prudential  Financiol  is  a  semice  mark  of 
The  Prudenhol  Insurance  Compony  of  Americo,  Newark,  NJ  ond  its  affiliotes.  A059774 


SPECIAL  ADVERTISING  SECTION 


Equity  markets  over  the 
last  two  years  have 
experienced  their  steepest 
drop  in  decades,  and  a  great 
many  personal  portfolios  have 
suffered  significant  losses. 
Yet  the  overall  wealth  market 
is  in  far  better  health  than  one 
might  exi>ect.The  wealth  of 
high  net  worth  individuals 
around  the  world  actually  rose 
by  6%  in  2000,  according  to 
the  most  recent  "World  Wealth 
Report,"  published  jointly  by 
Merrill  Lynch  and  Cap  Gemini 
Ernst  &  Young,  and  continued 
to  rise  in  2001.  All  told,  more 
than  7.2  million  high  net  worth 
individuals  worldwide  hold 
more  than  $1  million  each 
in  financial  asset  wealth. 

"While  the  6%  growth  in 
wealth  created  in  2000  was 
down  from  the  18%  posted 
in  1999,"  said  Merrill  Lynch 
chairman  Wmthrop  M.  Smith, 
Jr,"the  combined  wealth  of 
the  world's  high  net  worth 
individuals  (HNWIs)  has  grown 
more  than  three-fold,  by  375%, 
since  1986."  And  the  ftiture 
looks  even  brighter  The  "World 
Wealth  Report"  forecasts  a 
growth  rate  of  8%  per  year 
for  the  HNWI  market  over  the 
next  five  years,  when  the 
world  market  is  expected  to 
be  valued  at  just  under  $40 
trillion.These  numbers 
combine  to  make  the  wealth 
management  sector  the  fastest 
growing  component  of  the 
financial  services  industry.  >■ 


The  Changing 
Wealth  Management 

Landscape 


RUSS,  TAKING  CARE  OF  HIS 
GRANDDAUGHTERS  FOR  THE  WEEKEND. 
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His  money,  taking  care  of  his 
granddaughters  for  the  future. 


;        RUSS  PARKEL'S 
MERRILL  LYNCH: 


a  comprehensive 
financial  plan  to  transfer 
his  wealth  to  the  next 
generation,  including: 

-  Personal  trust  services 

-  Insurance  and 

ANNUITY  PROOUaS 

^^  -business  succession 
w-      planning 

";    - Phiunthropic 

■f^  PUNNING 

-  Tax  MINIMIZATION 
STRATEGIES 


-  529  COLLEGE 
SAVINGS  PLANS 


Merrill  Lynch  Financial  Advisor 
Shayne  Renecker 


MERRILL    LYNCH    WEALTH     MANAGEMENT 

Getting  a  grip  on  your  grandchildren  can  be  a 
financial  challenge.  That's  why  Russ  enlists  Shayne 
Renecker,  his  Merrill  Lynch  Financial  Advisor.  Shayne 
helps  Russ  customize  a  financial  plan  designed  to 
preserve  his  wealth,  so  he's  able  to  establish  a  trust 
fund  today  that  will  help  the  girls  with  college  costs 
and  their  first  homes  in  the  years  ahead.  These  are 
the  sophisticated  wealth  transfer  solutions  that 
Merrill  Lynch  uses  to  help  Russ  plan  for  the  future. 
Is  your  Financial  Advisor  doing  the  same? 


CONTACT  A  MERRILL  LYNCH  FINANCIAL  ADVISOR 


1-800-MERRILL  OR  VISIT  ASKMERRILL.ML.COM 


BULLISH  on  AMERICA 


Depiction.  The  client's  name  ana  story  are  fictitious  and  intended  to  be  an  Illustration  o(  services  available  through  Merrill  Lynch.  It  may  not  be  representative  of  the  experience  of  every  client.  Investment  results 
may  vary.  ifZOOZ  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated.  Member,  SIPC. 
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The  Changing  Wealth  Management  Landscape 


Wealth  of  Attention 


at  Do  The  Wealthy  Really  Want? 

"We  believe  that  the  high  net  worth  and  mass  ajffluent 
ets  remain  crucial  to  the  success  of  key  segments  of 

le  industry,"  states  a  recent  report  by  Andersen  Consulting, 
the  HNWI  market  grows,  so  does  the  need  to  listen  to 
hat  the  client  really  wants: 

I  Despite  a  tradition  of  protecting  inherited  wealth  62%  of 
HNW  investors  place  either  equal  or  greater  weight  on 
increasing  yields  rather  than  on  minimizing  risks. 
Some  61%  of  HNWls  use  the  Internet  to  manage  their 
financial  afiiairs  and  to  research  investment  opportunities 
Most  HNWIs  prefer  performance-based  fee  arrangements 
rather  than  the  traditional  ad  valorem  fee  structure  which 
is  based  on  the  value  of  assets  under  management. 
Perhaps  the  most  revealing  finding  from  surveys  like 
Andersen's,  however,  is  that  HNW  investors  simply  want 
more — and  more  dedicated — attention.  For  instance: 

\  In  the  Andersen  survey,  39%  of  HNWIs  want  advisors  to 
be  well-versed  in  a  variety  of  investment  areas,  but  only 
29%  of  firms  thought  that  this  was  important. 

I  A  PricewaterhouseCoopers  study  found  that  41%  of 
HNWIs  preferred  to  have  a  central  relationship  with  one 
person  who  could  put  them  in  direct  touch  with  prod- 
uct specialists  according  to  their  needs,  but  only  17%  of 
the  banks  they  surveyed  offered  that  kind  of  relationship 
to  their  HPsTW  clients. 

k  And  a  study  of  ultra-high  net  worth  individuals  (U-HNWIs) 
by  the  Chicago-based  strategic  consultancy  Spectrem 
Group  concluded  that  U-HNWIs  seek  a  provider  who 
offers  highly  customized  solutions.  These  individuals 
"expect  solutions  and  ideas  to  be  brought  to  them  with- 
out having  to  ask  for  them  and  they  expea  to  be  kept  ful- 
ly informed  so  there  are  no  surprises." 

in  Explosion  of  Products 

Wealth  managers  and  fijiancial  institutions  offering 
»roducts  and  services  for  the  HNW  market  are  starting  to 
lay  close  attention  to  changing  client  attitudes  like  these, 
nd  with  good  reason:  their  ftiture  depends  on  it.The  Price- 
vaterhouseCoopers  study  found  that,  although  only  22%  of 
espondents  described  themselves  as  dissatisfied  with  their 
>rimary  financial  provider,  nearly  twice  that  percentage,  or 
t3%,  were  considering  changing  their  provider,  in  large  part 
►ecause  they  wished  for  a  deeper,  more  proactive  adviso- 
y  relationship.  The  Spectrem  authors  support  this  view. 
INWIs  "are  willing  to  pay  for  quality,"  they  write. "In  finan- 
ial  services,  quality  translates  into  attention,  responsiveness, 
nd  proactivity." 

The  explosion  in  product  offerings  is  probably  the  most 


obvious  of  these  developments.  Most  notably,  observes  the 
Merrill  Lynch/Cap  Gemini " Worid  Wealth  Report,"  several  spe- 
cialized investment  products  "are  becoming  increasingly 
important  to  HNW  investors."  These  products  offer  some  key 
potential  benefits  to  HNW  investors  in  terms  of  performance 
and  risk  management,  and  "constitute  a  growing  market  that 
any  player  serving  HNWIs  would  be  wise  to  incorporate" 
into  their  offerings. 

The  "World  Wealth  Report"  identifies  two  classes  of  spe- 
cialized investment  products  being  offered  by  the  more  far- 


source  pwc 


"Internet  services  do  not  replace  personal  relationships 
with  advisors,  [they]  greatly  enhance  them  with  read- 
ily available  information."  -  Spectrem  Group 


sighted  financial  institutions:  (1)  structured  products,  like 
principal-protected  notes  (PPNs),  income-generating 
notes,  and  index  trackers,  all  of  which  are  designed  to  pro- 
duce some  significant  market  upside  while  minimizing 
risk;  and  (2)  alternative  investments,  like  hedge  funds,  pri- 
vate equity,  and  managed  futures  funds,  which  tend  to  gen- 
erate higher  average  returns  that  are  directly  correlated 
with  maricet  swings  and  so  can  play  a  key  role  in  risk-diver- 
sification strategies. 

The  use  of  these  structured  and  alternative  investments 
is  growing  rapidly.  During  the  past  five  years,  for  instance, 
assets  devoted  to  hedge  funds  have  risen  by  1 3%  per  year, 
while  those  directed  toward  private  equity  offerings  have 
climbed  by  21%  per  year.This  growth  has  been  ftieled  in  part 
by  substantial  reductions  in  minimum  investments.  Mostly 
the  growth  in  such  products  is  the  result  of  changing  cus- 
tomer preferences.  "There  has  been  an  increasing  demand 
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INDIVIDUAL  USAGE:  ONLINE  SERVICES  INCREASE 


« 
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Increase 

in  users  by 

millions 


Source   Ceient  Communications   '  Estimate 


"A  Family  Office  can  be  described  as  a  financial  conmand 
center  ttiat  coordinates  experts  to  manage  tfie  finances  of  the 
Ultra  High  Net  Worth  client"  -  Spectrem  Group 


for  alternative  investments  given  the  volatility  in  more  con- 
ventional maricets,"  notes  Marie  A.  Hemenetz,  executive  vice 
president  of  the  Bank  of  New  York. 

Nor,  contrary  to  some  common  perceptions,  are  such 
alternative  investments  necessarily  riskier  than  more  tradi- 
tional options. According  to  the  Merrill  Lynch/Cap  Gemini 
study,  during  the  1990-2000  period,  hedge  funds  exhibited 
about  the  same  degree  of  volatility  as  the  S&P  500  index  and 
less  than  a  third  of  the  volatilit}'  of  the  Nasdaq  index. 

Aggregating  Account  Information 

As  the  range  of  products  available  for  investment  has 
become  more  diverse,  so  have  investors'  portfolios.Accord- 
ing  to  the  Investment  Company  Institute,  an  investment 
research  firm,  a  typical  investor  with  just  $100,000  in 
investable  assets  holds  25  positions  across  six  different 
accounts.  Not  only  that,  notes  the  Spectrem  Group  stud),  but 
55%  of  the  wealthiest  investors  now  use  four  or  more 
providers.  Such  investors  believe  that  it  is  important  to  have 
an  advisor  who  "can  understand  my  total  financial  picture. " 

The  PricewaterhouseCoopers  North  American  Banking 
and  Wealth  Management  Survey  determined  that  account 
aggregation  will  be  one  of  the  principal  initiatives  that  suc- 
cessful wealth  management  entities  will  undertake  in  com- 
ing years,  thereby  "providing  clients  with  information 
about  holdings  across  multiple  institutions,  even  those 


unaffiliated  with  the  provider." 

Some  visionary  wealth  management  firms  are  alreac 
implementing  advanced  account  aggregation  initiatives.  Si 
Gard  Asset  Management  Systems  recentl>'  launched  a  privat 
labeled  Internet  portal  that  integrates  brokerage,  trust,  retii 
ment,  and  private-banking  into  a  single  wealth  managemer 
service.The  portal  provides  HNW  clients  with  single-screeJ 
access  to  accoimt  details  across  their  entire  range  of  inves^ 
ments  from  multiple  institutions. 

Similarly,  Prudential  Financial's  PruFN.com  web  site  peij 
mits  clients  and  their  Prudential  financial  advisors  to  vie\ 
and  share  data  simultaneously.All  Prudential  account  infoij 
mation  is  automatically  integrated  into  the  PruFN.com  dat 
base,  and  clients  can  add  information  on  assets  held  in  ot 
er  accounts.  Because   both  clients  and  advisors  hav^ 
real-time  access  to  all  account  information,  advisory  sessior 
with  Prudential  advisors  are  typically  more  well-informed  an<j 
timely  than  those  provided  in  more  traditional  consultatior 

Turning  to  Technology 

As  these  two  examples  suggest,  the  more  fer-sighted 
wealth  management  firms  are  increasingly  relying  on  th^ 
Internet  and  related  technologies  to  serve  their  HNW  client 
According  to  Ceient  Communications,  a  technology  cor 
sultancy,  more  than  80%  of  the  top  100  financial  institution^ 
are  expected  to  be  offering  sophisticated  online  services  h\ 
2005.  Online  financial  planning  service  usage  is  likewise  pr 
jected  to  grow  from  a  base  of  2.1  million  people  today  tc 
more  than  20  million  by  2005. 

But  HNW  client  information  needs  increasingly  are  extend| 
ing  beyond  merely  having  access  to  relevant  investment  infor 
mation  to  being  able  to  adequately  interpret  the  available 
information,  for  as  the  complexity  of  financial  portfoliosj 
grows,  so  does  the  need  for  personal  attention  and  cus 
tomized  investment  solutions.  "Affluent  clients  are  looking 
for  a  personal  chief  financial  officer,  someone  who  is  goinj 
to  manage  the  variet}'  of  professional  specialties  that  the) 
need  to  protect  and  expand  their  wealth,"  asserts  Charled 
Andriole,  senior  vice  president  of  Prudential  Securities  anc 
head  of  the  company's  Andriole  Investment  Management| 
Group. 

Many  financial  institutions  address  their  clients' "personJ 
al  financial  manager "  needs  by  deploying  teams  of  advisors! 
skilled  in  an  array  of  financial  fields,  such  as  tax,  estate  plan-l 
ning,  trusts,  and  business  succession.  Others  are  adding  techJ 
nolog}'  to  the  mix.  In  the  PricewaterhouseCoopers  survey,! 
for  example,  responding  institutions  indicated  that  they 
expected  to  be  devoting  one-quarter  of  their  IT  budget  to 
client  relationship  management  software  three  years  from  P 
now,  up  from  one-fifth  of  the  total  allocation  total.  ♦  « 
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Your  investments  are  truly  measured  by  the  dividends  they  pay  for  others. 
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MARSICO 

FUNDS' 

Helping  you  appreciate  liJe 


In  many  ways,  we  at  Marsico  Funds  feel  the  same  way  you  do  about  investing.  For 
you  and  for  us,  investing  is  not  an  end  in  itself  but  an  important  means  of  achieving 
the  things  that  matter  in  life.  That's  why  we  invest  in  the  Marsico  Funds  alongside  our 
shareholders.  Because  all  of  us  have  hopes  and  dreams  that  are  worth  achieving. 
I'or  mote  complete  information  lefian/iiifi  Marsico  Funds,  including  fees  and  expenses,  call 
888-860-8686  or  visit  marsicofiinds.com ./or  a  prospectus.  Please  read  it  carefully  before 
investing.  Mutual  fund  investing  involves  risks,  including  the  possible  loss  of  principal. 

©2002  Marsico  Capital  Manogemenf,  LLC.      Sunstone  Distribution  Services,  LLC,  Distributor 


These  should  be  anxious  times  for 
Philip  F.  Anschutz.  The  Securities 
&  Exchange  Commission  is  investi- 
gating the  accounting  practices  of  Qwest 
Communications  International  Inc.,  the 
telecommunications  company  he  founded 
in  1987.  As  Qwest  chairman,  Anschutz  is 
still  its  largest  shareholder,  with  an  18% 
stake,  while  day-to-day  operations  are 
run  by  former  AT&T  executive  Joseph 
P.  Nacchio. 

But  if  Anschutz  is  feeling  belea- 
guered, it's  not  showing.  In  Los  Angeles 
for  the  weekend  of  the  Academy 
Awards,  the  62-year-old  Denver  billion- 
aire took  in  a  Lakers  basketball  game  at 


the  Staples  Center  on  Friday  and  a 
Kings  hockey  game  the  next  afternoon. 
That  evening,  he  zipped  out  to  the  Rose 
Bowl  to  catch  the  opening  game  of  the 
Galaxy  pro  soccer  team. 

Anschutz  was  simply  checking  out 
his  new  domain.  Since  he  began  cashing 
in  $2.5  billion  of  his  Qwest  stake  in  1997, 
Anschutz  has  been  busily  building  a  far- 
flung  venture  in  sports,  concerts,  and 
movie  chains  (table).  Today,  along  with 
his  partners,  Anschutz  owns  the  nation's 
largest  movie  theater  chain;  16  sports 
teams,  including  the  Kings  and  a  30% 
stake  in  the  Lakers;  and  a  company 
that  last  year  staged  concert  tours  for 


Britney  Spears,  Mariah  Carey,  and  ot! 
ers.  As  for  the  Academy  Awards  cer( 
monies,  his  Anschutz  Entertainme 
Group  Inc.  also  books  the  new  Kodi 
Center,  where  Halle  and  Denzel  clutch* 
their  Oscars.  So  far,  Anschutz  and 
partners  have  invested  nearly  $2  bi 
lion,  betting  big  that  even  in  the  © 
of  the  couch  potato,  folks  wiU  stfll  go  oi 
to  catch  movies,  sports  events,  and  coi 
certs.  "People  get  tired  of  sitting  i 
their  houses  looking  at  one  another, 
says  Timothy  J.  Leiweke,  president 
privately  held  Anschutz  Entertajnmeni 

Famously  press-shy,  Anschutz  isn'i 
talking.  But  his  move  into  the  world 
out-of-home  entertainment  bears  a  st 
ing  similarity  to  his  early  days  at  Qwesi 
Back  then,  he  used  the  all-but-forgoti 
rights-of-way  alongside  the  tracks  of 
railroad  he  owned  to  lay  fiber-optic 
Today,  Anschutz  is  rummaging  throug] 
entertainment's  dustbins.  He  bought  th( 
Kings  out  of  bankruptcy  and  paid  ceni 
on  the  dollar  for  the  debt  of  the  Unitet! 
Artists,  Regal,  and  Edwards  theate: 
chains  as  they  emerged  fi:x)m  bankruptcj^ 
Now  he's  taking  the  chains  public  in 
$345  miUion  initial  public  offering  due  U 
hit  the  markets  in  May. 

For  Anschutz,  who  made  his  billions 
not  only  in  railroads  and  telecom  bui 
also  in  oil  and  real  estate,  the  concept  o 
an  out-of-home  empire  is  as  simple  a.' 
putting  up  a  shopping  mall:  First  yoi 
bmld  or  buy  the  real  estate,  then  yoi 
secure  anchor  tenants.  The  model  is  the 
$407  miUion  Staples  Center  he  built  ir 
1999.  Today,  Anschutz  fills  Staples  ar 
impressive  250  days  a  year  with  events 
including  Kings  and  Lakers  games.  He 
is  currently  building  a  $120  million  sta- 
dium in  Carson,  Calif.,  for  one  of  his 
pro  soccer  teams,  as  well  as  arenas  in 
London  and  Berlin  for  two  of  his  six 
European  pro  hockey  teams. 

Of  course,  none  of  this  is  a  Shaquille 


THE  WIDE  WORLD  OF  ANSCHUTZ 


Qwest  Chairman  Phil  Anschutz  is  assembling  afar-flung  empire.  Here's  what  he  owns: 


TEAMS 


Los  Angeles  Lakers  (NBA)  (30%  stake) 

Los  Angeles  Kings  (NHL) 

Five  pro  soccer  teams 

Two  minor  league  hockey  teams 

Five  pro  hockey  teams  in  Europe 


MOVIE  THEATERS 


FACILITIES 


Staples  Center  in  Los  Angeles  (60%  stake) 
London's  Docklands  soccer  arena 
HealthSouth  IVaining  Center,  El  Segundo,  Calif. 
National  Training  Center,  Carson,  Calif, 
(under  construction) 


OTHER  HOLDINGS 


More  than  561  theaters,  with  over  5,872  Concerts  West  and  Goldenvoice  concert 

screens  (Regal,  United  Artists,  and  Edwards        touring  and  promotion  companies 

chains)  Spring  Communications  pay-per-view  service 

Data:  Anschutz  Entertainment  Group  Inc.,  BusinessWeek 
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Help  employees  set^ 
well-defined  objectives?! 

And  respond  quickly  to 
changing  market  conditions? 


SAS®  is  all  you  need  to  know,    i 


Only  SAS  provides  you  with  a  total  enterprise] 
view  for  aligning  HR,  finance  and  other  business' 
units  to  meet  strategic  goals.  So  you  can  keep 
stakeholders  happy,  employees  productive  and^^ 
competitors  on  the  defensive.  To  find  out  how^^B 
leading  companies  are  reaping  the  rewards  of 
SAS  enterprise  intelligence  software,  call  toll  free 
1  866  270  5722  or  visit  www.sas.com/enterprise 


I 


The  Power  to  Know,. 


jsaa 


SAS  and  all  other  SAS  Institute  Inc.  pnxfuct  or  servtoa  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries.  ®  indicates  USA  registration 
O  2002  SAS  Instilula  hie  All  right*  reserved.    49271  US.0302 


O'Neal  slam-dunk.  The  $26  billion  a  year 
live  entertainment  market  grows  annu- 
ally only  "in  the  mid-single  digits,"  says 
entertainment  economist  Arthur  Gru- 
en,  citing  growing  public  resistance  to 
climbing  ticket  prices.  And  the  costs  for 
athletes  and  rock  stars  keep  soaring, 
crimping  margins.  A  lot  has  to  go  An- 
schutz'  way  for  him  to  succeed.  The 
$100  million  he  has  ah-eady  put  into  soc- 
cer is  a  bet  that  the  sport  will  finally 
take  off  in  the  U.  S.  after  a  decade  of 
false  starts.  Hockey  in  Europe  is  also 
uncharted  territory.  "They're  disparate 
assets  that  don't  really  add  up  to  a 
sports  business — and  may  never,"  says 
sports  marketing  consultant  David  M. 
Carter  of  Los  Angeles-based  Sports 
Business  Group. 

What's  more,  the  spending  spree 
might  still  take  a  toll  on  Anschutz, 
whose  remaining  stake  in  Qwest  lost 
$12  billion  in  the  past  two  years  as  tele- 
com stocks  plummeted  even  before 
Qwest  ran  into  trouble  with  regulators. 
Leiweke  declined  to  provide  numbers 
for  how  well  the  entertainment  company 
is  doing.  But  Anschutz'  Regal  Enter- 
tainment Group  Inc.  unit  showed  $58.3 
million  in  earnings  last  year  on  rev- 
enues that  increased  only  1.9%,  to  $2 
billion — helped  in  part  by  the  sizable 
reduction  in  the  debt  the  chains  took 
on  during  a  construction  binge.  Now, 
Anschutz  executives  are  planning  to 
cross-promote  through  the  collection  of 
assets.  With  5,872  movie  screens,  for 
example,  Anschutz  last  year  used  the- 
aters to  market  the  Britney  Spears' 
tour  with  promos  on  popcorn  bags.  And 
the  theaters  plan  to  show  pay-per-view 
concerts  and  sporting  events  from 
Anschutz  teams  during  midweek  when 
traffic  is  slow. 

The  Anschutz  entertainment  initia- 
tive, of  course,  could  all  end  in  a  hurry 
if  the  Qwest  investigation  takes  an  ugly 
turn.  Shareholder  lawsuits  are  piling 
up.  The  company  says  it  is  cooperating 
with  SEC  investigators  and  that  its  ac- 
counting is  proper.  But  meanwhile, 
Anschutz  hasn't  lost  his  healthy  ap- 
petite for  making  deals.  Anschutz  En- 
tertainment plans  to  build  a  $1  billion 
hotel  and  entertainment  complex  in  Los 
Angeles  and  is  part  of  a  group  looking 
to  build  a  football  stadium  in  yet  an- 
other attempt  to  lure  a  National  Foot- 
ball League  team  to  the  City  of  Angels. 
A  deal  to  buy  the  House  of  Blues 
nightclub  chain  may  also  be  in  the 
works,  giving  Anschutz  17  much-need- 
ed concert  venues  to  do  battle  with 
concert  giant  Clear  Channel  Communi- 
cations. On  top  of  all  that,  the  Kings 
and  Lakers  are  headed  to  the  playoffs. 
Life  is  good  for  Phil  Anschutz.  Except 
for  that  messy  business  back  at  Qwest. 
By  Ronald  Grover  in  Los  Angeles 
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MARKETING 


SON  OF  BEACH 
VOLLEYBALL 

It's  tan,  fit,  rested,  and 
ready  for  a  comeback 

Back  in  the  1990s,  professional  beach 
volleyball  was  a  sponsor's  dream. 
Buff,  near-naked  hotties  frolicking 
on  sunny  beaches.  Olympic-quality  ath- 
letic feats.  And  an  intimate  scale  that  al- 
lowed companies  to  get  up  close  and 
personal  with  consumers. 

But  as  the  decade  drew  to  a  close, 
the  player-nm  Association  of  VoUeybaU 
Professionals  (avp)  stUl  found  a  way  to 
snatch  disaster  from  the  jaws  of  suc- 
cess. It  careened  into  bankruptcy  in 
1998  after  alienating  athletes,  broadcast 
partners,  and  sponsors. 

Now,  one  of  the  Ayr's  original  founders 
has  bought  control,  and  beach  volleyball 
is  trying  to  leap  back  into  action. 
"There's  a  new  sheriff  in  town,"  says 
Leonard  Armato,  the  West  Coast  super- 
agent  best  known  for  developing 
ShaquUle  O'Neal  into  a  famiUar  "brand," 
as  he  Ukes  to  put  it.  As  the  Ayr's  own- 
er/commissioner, Armato  has  cut  a  deal 
with  NBC  Sports  to  live-broadcast  two 
events  in  August.  (The  seven-event  sea- 
son starts  in  late  May.)  And 
he  has  a  commitment  fi-om  '*' 

Fox  Sports  to  televise  sev- 
eral tape-delayed  tourneys.       | 
He's  also  landing  blue-chip      lCj!(^ 
sponsors  at  about  $1  mil-     *  V 
lion-plus  apiece:  Anheuser- 
Busch's    Michelob    Light, 
PepsiCo's    Gatorade,   and 
Microsoft's  Xbox. 

Next  up:  a  possible  deal    \ 
with  Nissan.  Armato  claims 
an  agreement  with  an  auto 
maker  is  imminent,  and 
sports-marketing  sources 
say  the  likehest 
candidate  is  Nis- 
san. Steven  Wil- 
hite,    Nissan's 
vice-president  for 
marketing,    will 
say  only:  "I  like 
the  property,  op- 
portunity,  and 
people." 

As    TV-rights 


fees  for  major  sports  spiral  upward 
audiences  decline,  the  time  may  be  rij 
for  volleyball's  return.  At  the  Sydn^ 
Games  in  2000,  volleyball  events 
hot  tickets  that  racked  up  strong  rating] 
for  NBC. 

The  big  question  is  whether  Armal 
can  turn  the  avp  into  a  reliable  mai 
keting  vehicle  for  Corporate  Americ 
With  its  renegade  roots,  beach  volleyba 
has  always  been  home  to  unfettere 
athletes  who  bridled  at  efforts  to  charg 
admission,  stick  to  broadcast  schedule; 
and  adhere  to  the  rules  of  the  iiitem; 
tional  sanctioning  body,  the  Federatio 
Internationale  de  Volleyball  (five). 

Armato  has  unified  the  men's  an 
women's  tours  under  FIVB  rules.  An-i 
he's  requiring  players  to  sign  contraci 
precluding  them  from  cutting  the  sort 
side  deals  with  rival  brands  that 
ated  past  sponsors  like  Miller  Lite 

So  far,  most  players  have  gone  alonj 
if  sometimes  grudgingly.  With  prizi 
pools  plummeting  and  few  enticing  al 
tematives,  150  of  the  top  players  hav( 
signed  up,  including  four-time  MVP  Hoi 
ly  McPeak  and  heartthrob  Kevin  Wong 
one  of  People^s  50  Most  Beautifid  Peopk 
of  2000.  "It's  amazing  what  a  few  year 
in  the  wilderness  will  do,"  says  NB( 
Sports  Senior  Vice-President  Jon  Miller 
Still,  most  commitments  remain  mod 
est  and  short-term.  Gatorade  and  Micra 
soft  have  one-year  deals.  NBC  is  airing 
just  the  two  events,  at  a  time  of  yeai 
when  it  has  to  scramble  to  fill  a  sports^ 
programming  void. 

W^th  more  titillation  in  sports 
than  ever,  though,  beach  volley- 
ball does  seem  well  positioned. 
"It's  an  incredibly  sexy  sport," 
says  Armato.  "We're  not  em- 
barrassed that  the  men  are 
wearing  just  shorts  and 
the  women  bikinis."  In  fact, 
the    one    certainty    about 
beach  volleyball's  comeback 
is  that  the  uniforms  won't  be 
getting  any  bigger. 

By  Gerry  Khermouch 


TOP  TALENT: 

McPeak  has 
signed  up 
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You'll  be  surprised  by  what  a  Renaissance  hotel  is  and  isn't.  It  isn't  dull, 
predictable  or  typical.  It  is  expressive  design,  award-winning  restaurants  and 
savvy,  intuitive  service.  After  one  stay,  your  preconceptions  of  a  hotel  may 
never  be  the  same.  For  reservations  at  any  of  the  over  120  Renaissance  locations, 
call  your  travel  agent  or  1-800-HOTELS-l  or  visit  renaissancehotels.com 


RENAISSANCE"  HOTELS 


With  our  compliments,  a  $50  certificate.  Renaissance 

In  appreciation  of  our  guests,  present  your  ticket  from  any  of  our  airline  partners  listed  below  at  check-in  and  receive  participates  in  the 

a  $50  certificate  toward  your  next  two-night  stay  at  any  Renaissance  hotel. This  offer  is  good  through  June  30.*  Marriott  Rewards*  program. 


AmericanAirlines'    A^  Delta    4r  u  N  I  T  E  D 


'Not  applicable  for  groups  0*  10  or  more,  one  certificate  issued  per  stay,  must  be  used  for  future  2-ni9ht  stay,  use  of  certificate  not  combina^le  with  otKer  offers.  Airline  travel  must  take  place  within  three 
days  prior  to  arrival.  American  Airlines*  is  a  registered  trademark  of  American  Airlines,  Inc. 


Sports  Business 


SPORTS  MAGAZINES 


MOST  VALUABLE  PLAYER 
ON  THE  SIDELINES 

As  the  SI-ESPN  rivalry  heats  up,  Rick  Reilly  may  score  big 

Amillion-dollar-a-year 
sportswriter?  It's  a 
concept  worthy  of 
induction  in  the  oxy- 
moron hall  of  fame.  "A 
little  like  McLobster," 
jokes  Sports  Illustrat- 
ed columnist  Rick  Reil- 
ly. Yet — hold  on  to 
your  press  pass — Reilly 
stands  a  good  chance  of 
becoming  the  first 
sports  scribe  ever  to 
crash  the  seven-figure 
club.  If  he  does,  he 
can  thank  the  intensi- 
fying struggle  between 
sports-media  warriors 
Sports  Illustrated  and 

ESPN. 

Reilly  may  be  Amer- 
ica's most  widely  read  sportswriter — 
and  the  most  entertaining.  His  "Life  of 
Reilly"  column,  which  closes  every  issue 
of  Sports  Illustrated,  alternatively 
makes  for  the  funniest  and  most 
poignant  reading  in  the  sports  weekly. 
It  was  ReiUy  who  last  summer  blistered 
home-run  king  Barry  Bonds  with  the 
simple  line:  "[He]  isn't  beloved  by  his 
teammates.  He  isn't  even  beliked." 

Now,  Walt  Disney-owned  ESPN  is  try- 
ing to  shake  the  cleanup  hitter  out  of 
si's  lineup.  Early  this  year,  ESPN  execs 
approached  Reilly  and  Gary  Smith,  an- 
other SI  star,  to  discuss  changing  sides. 
Reilly,  who  earns  about  $750,000  at  si, 
according  to  industry  sources,  turned 
down  ESPN  when  the  media  company 
launched  its  bimonthly  magazine  four 
years  ago.  Whatev- 
MTMis««s__,.,jii^^M  gj.  i^jg  plans  this 

time,  he  isn't  do- 
ing much  to  dis- 


-*.-- 


courage  the  bidding.  "Am  I  in- 
terested? Yeah,  I'm  interested," 
he  says.  "I'm  as  wide-open  as  a 
7-Eleven."  An  espn  exec  de- 
clined to  comment  on  talks  with  Reilly. 

For  now,  si  has  a  comfortable  circu- 
lation lead  over  ESPN  the  Magazine — 
3.15  mUhon  to  1.5  million.  But  the  up- 
start is  getting  more  popular  with  a 
prized  audience:  young  fans.  The  aver- 
age age  of  an  espn  reader  is  31,  com- 
pared with  37  for  SI.  That  hardly  makes 
SI  dinosaur  food.  But  its  aging  demo- 
graphic is  stirring  change. 

In  January,  Time  Inc.  Editorial  Di- 
rector John  Huey  forced  out  si  Manag- 
ing Editor  Bin  Colson,  a  24-year  veter- 
an of  the  mag,  and  the  next  month 
replaced  him  with  hotshot  editor  Terry 
McDonell  of  Us  Weekly.  Neither  Huey 
nor  McDonell  would  speak  about  the 
changes  with  BusinessWeek.  A  spokes- 
man for  Time  Inc.  said  the  editors  want- 


ed to  wait  several  months  for  McDon^ 
to  settle  into  his  job  before  comment 

There's  Uttle  doubt,  however,  that| 
priority  for  McDonell  will  be  read 
out  to  younger  fans.  "We're  talki 
about  a  group  with  extreme  amouni 
of  spending  money.  So  advertisers  wi 
them,  and  magazines  are  becoming  th( 
playground,"  says  Samir  A.  Husni, 
magazine  consultant  and  journalism  p 
fessor  at  the  University  of  Mississip] 
Connecting  with  the  snowboard  s 
without  alienating  s 
loyal  readers  will  be  o: 
of  McDonell's  toughe 
assignments.  Quips  eel 
brated  SI  contributi 
Frank  Deford:  "The  oi 
people  who  should  w; 
to  appeal  to  yoimg  mal( 
are  young  females 
Still,  in  a  yout 
stretch  this  spring,  t] 
of  four  Sports  Illustra\ 
ed  covers  featured  tee; 
agers.  And,  says  Hus: 
"s/  is  no  longer  whispe 
ing  at  the  audience.  It] 
screaming — ^just  wh 
ESPN  the  Magazine  d 
from  Day  One." 

Even  so,  SI  can  a{ 
pear  stodgy  compar 
with  ESPN's  hip  spor 
empire,  which  include] 
24-hour  cable  networ] 
a  Web  site,  radio  ne 
work,  and  theme  restaurants.  The  maj 
azine  may  have  the  highest  energy  of  a 
those  properties,  with  multipage  phot 
spreads  and  staccato-paced  stories  o 
subjects  that,  until  recently,  were  relt 
gated  to  second  string  at  si.  "Some  c 
the  content  is  very  good.  Some  of  it  i 
over  my  head.  But  I'm  44,"  concede 
Rick  Jaffe,  managing  editor  of  Fo 
Sports  News. 

The  battle  over  ReiUy,  whose  corjj 
tract  with  Sports  Illustrated  ends 
November,  could  be  the  most  interest 
ing  story  of  all.  Predictably,  the  half-en: 
barrassed  writer  is  treating  it  as  a  bi 
joke.  He  just  has  one  question  of  hi 
two  suitors:  "Can  they  do  this  and  sta; 
under  the  salary  cap?" 

By  Mark  Hyma 


MILLION-DOLLAR 
SCRIBE?  Reilly  squir- 
ing the  Stanley  Cup 


Sports  Illustrated  vs.  ESPN:  Tale  of  the  Tape 


in.  i^lJ^.it:^ 


YEAR  BEGAN 
PUBLISHING 

CORPORATE 
PARENT 

AGE  OF  AVERAGE 
READER 

PUBLICATION 
SCHEDULE 

CIRCULATION 

RECENT  BACK 
COVER  AD 

SI 

1954 

AOL 

Time  Warner 

37 

Weekly 

3.15  million 

Volkswagen 
Passat 

ESPN 

1998 

Walt 
Disney 

31 

Biweekly 

1.5  million 

Sony 
PlayStation  2 

Data:  BusinessWeek 
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At  Fannie  Mae,  our  job  is  to  lower  COSts 

to  save  home  buyers  money. 
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^  FannieMae 


www.fanniemae.com 


At  Fannie  Mae,  our  main  purpose  is  to  lower  the  cost  of  homeownership 
so  that  more  families  can  experience  the  joy  and  pride  of  having 
homes  of  their  own. 

That's  been  our  goal  for  over  30  years.  And  our  work  is  paying 
off.  We  help  lenders  offer  mortgages  to  home  buyers  that 
save  them  as  much  as  $30,000  over  the  life  of  a  30-year, 
fixed-rate  conventional  loan. 

You  see,  at  Fannie  Mae,  everything  we  do  is  in  the  pursuit  of  one 
goal  —  making  the  American  Dream  an  affordable  dream. 
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Hb  ^B  ^■illiam  B.  Harrison  Jr.,  chairman  and  CEO  of 
|H  ^^  ^V  J.  P.  Morgan  Chase  &  Co.,  is  under  siege.  TVven- 
H^BflB^B  ty  months  after  the  announcement  of  the  $30 
■  VVVV  biUion  merger  of  two  of  America's  greatest  fi- 
1  ^H  ^V  nancial  icons,  his  bank  is  wracked  by  bad  loans, 
'  ^V  ^B  venture-capital  losses,  lousy  markets,  and  a 
learth  of  profitable  mergers  and  initial  pubUc  offerings.  Crit- 
•?  charge  that  the  September,  2000,  megadeal  was  too  ex- 
■nsive,  poorly  timed,  and  badly  executed.  But  the  slim,  6- 
ot,  4-inch,  58-year-old  will  have  none  of  it.  Everyone  else,  he 
ilmly  insists,  has  it  all  wTong.  In  fact,  there's  a  "gap  between 
rception  and  fact"  about  how  the  bank  is  doing. 
Harrison's  critics  have  a  lot  of  grist.  As  the  largest  corpo- 
ite  lender  in  America,  J.P.Morgan  turned  up  in  almost 


covers  to  $52,  its  price  the  day  the  deal  closed.  His  top  lieu- 
tenants will  split  $25  miUion  more.  And  they  have  given 
themselves  plenty  of  time  to  do  it — until  2007,  to  be  exact. 

Some  longtime  investors  can't  stand  the  wait.  "[Chase] 
was  one  of  the  original  holdings  in  my  fund  in  1995,"  says 
Michael  Holland,  founder  of  private  investment  company 
Holland  &  Co.  "I've  been  through  some  challenging  times 
with  them... but  [in  January]  I  sold  stock  and  eliminated 
the  idea  of  going  back  in"  until  there  are  changes  at  the  top. 
"Management  changes  are  possible,"  adds  Prudential  Securi- 
ties Inc.  analyst  Michael  Mayo.  "The  capital  markets  are 
weak.  And  mistakes  have  been  made." 

For  now,  the  bank's  board  is  backing  Harrison,  though 
they  aren't  writing  him  an  open  ticket.  "We're  comfortable 
with  him  and  this  platform ...  and  we  believe  the  bank  is 
doing  the  right  things,"  says  board  member  Lawrence  A. 
Bossidy,  former  CEO  of  Honeywell  International  Inc.  "Still,  I 
don't  want  to  beat  around  the  bush — if  the  economy  recovers 
and  the  earnings  don't,  well,  that's  a  negative." 

Before  the  merger.  Chase  was  doing  fine.  Sure,  it  had 
some  rough  comers.  It  wasn't  a  top  mergers-and-acquisi- 


Bill  Harrison  must  prove 
J.P.  Morgan  Chase  wasn't 
a  star-crossed  merger 


BANKER 


every  bad  loan  on  Wall  Street. 
A  deal  not  disclosed  until  De- 
ember  tripled  its  exposure  to 
Enron  Corp.  to  over  $2  billion, 
startling  the  market.  Losses  of  $1.3  billion  in  private  equity 
caused  the  bank  to  miss  earnings  forecasts  for  four  of  the 
past  five  quarters.  Returns  on  its  $800  billion  assets  slumped 
to  a  paper-thin  0.24%,  a  sixth  of  the  industry  average,  in  2001. 
This  year,  the  omens  are  bad.  The  bank  faces  a  noxious 
cocktail  of  $10  billion  in  Japanese  bank  exposure,  millions 
more  in  potential  private-equity  write-downs,  and  a  $140  bil- 
lion portfolio  of  standby  credit  lines  that  risk  being  activated 
by  financially  shaky  companies.  It  is  the  target  of  Enron-re- 
lated congressional  probes  and  lawsuits.  The  company  says 
the  suits  (page  76),  which  allege  that  it  and  other  banks 
helped  Enron  to  deceive  investors,  are  without  merit.  Stan- 
dard &  Poor's  has  warned  that  it 
may  downgrade  the  bank's  credit  rat- 
ing if  the  situation  gets  much  worse. 
The  bank's  stock  has  suffered  a 
real  knock.  At  around  $35,  it^as  lost 
a  third  of  its  value  since  the  merger 
and  is  now  limping  25%  behind  other 
financial  stocks.  But  Harrison  stands 
to  earn  at  least  $16  million  in  merg- 
er-related bonuses  if  the  stock  re- 
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PATIENCE 


Harrison  insists 
that  a  rising 
economy  will  bring 
J.P.  Morgan 
Chase's  strengths 
to  the  fore 


tions  adviser,  nor  had  it 
achieved  national  scope  in  con- 
sumer banking.  But  it  did  have 
an  attractive  roster  of  top-draw- 
er clients,  it  had  dodged  problems  in  credit  cards  and  tech  fi- 
nancing that  beset  others,  and  management  was  at  ease  with 
the  business  the  size  it  was. 

The  urge  to  bulk  up  came  from  Harrison.  For  years,  he 
had  argued  for  a  push  into  investment  banking  that  was  ini- 
tially fought  by  conservative  commercial  bankers.  But  as 
Sanford  I.  "Sandy"  Weill  swept  to  new  heights  after  molding 
his  Citigroup  into  a  diversified  financial  conglomerate,  the 
pressure  buUt  on  Chase  to  follow  suit.  It  had  been  eyeing  J.  P. 
Morgan  &  Co.  for  five  years.  But  in  the  summer  of  2000, 
when  Goldman  Sachs  Group  Inc.  and  Germany's  Deutsche 
Bank  appeared  as  serious  suitors,  Harrison  pounced. 

In  retrospect,  the  whole  concept  of  the  merger  was  deeply 
fiawed,  critics  say.  Instead  of  snapping  up  a  large,  pure-play 
investment  bank,  Chase  picked  what  was  essentially  another 
commercial  bank.  In  1999,  J.P.  Morgan  and  Chase  each  de- 
rived nearly  60%  of  its  income  from  credit  markets,  lending 
portfolios,  and  trading.  "It  was  a  bit  like  stacking  doughnuts," 
says  a  rival  investment  bank  chief  executive.  "The  holes  are 
all  in  the  same  place." 

Harrison,  no  stranger  to  mergers,  rejects  that  view.  A 
veteran  who  drove  the  successful  transformation  of  plain- 
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WANTED:  IDEAS 


Consumer-banking 
chief  Coulter 
concedes  that  Ve're 
not  sure  what  the 
winning  retail  model 
is  going  to  look  like" 


vanilla  Chemical  Bank  into  a  global  player,  Chase  Manhattan, 
he  says:  "When  I  look  at  the  [J.  P.  Morgan]  merger,  I  couldn't 
be  happier."  Despite  market  perceptions,  commercial  loan 
losses  are  well  below  those  of  major  competitors.  And,  absent 
private  equity  losses,  investment  banking  earned  15%  on 
equity.  "We  are  in  a  small  group  of  wholesale  investment 
banks  that  will  be  the  leaders  in  the  future,"  he  adds. 

Stm,  the  timing  of  the  deal  was  awful.  It  closed  early  in 
2001,  the  worst  year  in  a  decade  for  investment  banks.  Sud- 
denly, M&A,  IPOS,  and  the  underwriting  deals  that  the  en- 
larged bank  was  counting  on  to  strengthen  its  position  dried 
up.  It  wasn't  the  first  time  Harrison  was  out  of  luck.  In 
September,  1999,  he  paid  $1.3  billion  for  San  Francisco  tech 
banker  Hambrecht  &  Quist,  a  leader  in  Silicon  Valley  deals — 
six  months  before  the  tech  bubble  burst. 

The  execution  of  the  J.  P.  Morgan  merger  wasn't  much  to 

write  home  about,  either.  Unlike  a 
steel  mill  or  auto  maker,  a  bank's 
assets  are  people,  not  plants.  But 
after  paying  top  dollar  for  J.  P.  Mor- 
gan (3.5  times  its  book  value),  Har- 
rison let  its  people  walk.  Defections 
started  as  soon  as  the  deal  closed — 
despite  hefty  retention  bonuses  that 
could    have    yielded    executives 
princely  sums.  Within  a  year,  25 
top  former  J.  P.  Morgan  executives 
had  left,  and  Chairman  Douglas  A. 
"Sandy"  Warner  III  quit  at  the  end  of 
2001.  "We  would  have  liked  some  of 
them  to  stay,"  says  Harrison.  "But  I 
don't  think  it  has  cut  into  the  core  of 
what  we're  about." 

By  contrast.  Citibank's  1998  merger 
with  Travelers  Group  happened  just 
as  the  market  for  equities, 
corporate     debt,     and 
trading  boomed.  The 
profits  softened  criti- 
cism    about     the 
bloody  battles  be- 
tween  top    execu- 
tives, which  culmi- 
nated with  former 
Citibank  CEO  John 
Reed's  departure. 
Later,    when    in- 
vestment banking 
hit       turbulence, 
Weill  boosted  his 
consumer  business 
by  buying  Associ- 
ates First  Capital 
Corp.     The     sub- 
prime  lender  helped 
Citi    ride    out    the 
storm  and  post  a  6% 
increase  in  earnings 
in   2001,    vs.    a    70% 
slump  at  J.P.  Morgan. 
No    other    bank    has 
repHcated  Citi's  success. 
Changes   in  the   banking 
landscape  may  make  J.P. 
Morgan's  chances  of  suc- 
cess more  remote.    There 
are  signs  its  huge  lending 
platform  isn't  necessarily 
the  best  springboard  to 


A  ROUGH  ROAD  AHEAD 


Earnings  at  most  of  the  bank's  units  are  unl^ 
to  grow  much  this  year. . . 
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Data:  Company  reports,  U.S.  Bancorp 


. . .  but  Harrison  is  still  gunning  for  a  spot  in\ 
top  five  in  key  areas** 
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*2001  results  included  advising  on  the  JP  Morgan/Chase  merger 

Data:  Thomson  Financial 
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making  money  or  winning  business  in  the  future.  Because  oJ  le 
their  losses,  smaller  banks  and  investors  such  as  insurance 
companies  are  less  wiUing  to  buy  syndicated  loans  from  giant 
banks.  "We're  going  to  shy  away  from  them,"  says  Randall  E 
Howard,  Baton  Rouge  (La.)-based  Hibemia  National  Bank's 
chief  commercial  banking  officer.  As  a  result,  it  will  be  hard- 
er for  big  banks  to  make  jumbo  loans.  Besides,  corporate  CFOs 
say  competition  for  deals  is  so  stiff  that  they  don't  need  to  be 
loyal  to  any  one  lender. 

Harrison  swears  that  J.  P.  Morgan's  mix  of  lending  clout 
and  investment  banking  prowess  wiU  pay  off  when  the  econ 
omy  recovers.  He  aims  to  push  the  bank  up  the  rankings  to 
the  top  five  in  equity  issues  and  merger  advice  by  2003  and  to 
the  top  three  in  all  categories  by  2(X)5.  The  bank  has  im- 
proved but  is  still  out  of  the  top  five  in  some  lines  of  business. 
"We've  gained  market  share  in  all  areas,"  Harrison  says. 
"That  suggests  to  me  that  cUents  like  our  business  model." 

All  the  same,  he's  making  significant  changes  in  his  strat- 
egy. To  stop  the  rot  in  lending,  Harrison  has  pared  the 
amount  of  corporate  loans  that  J.  P.  Morgan  holds  by  10%,  and 


70  BusinessWeek  /  April  22,  2002 


UNDERPERFORMING  ITS  PEERS 


U.P.  Morgan's  stock  price  is  trailing  behind 
the  S&P  financial-services  index 


31. '00 
(CENT 


APR.  9,  '02 


Data:  Bloomberg  Financial  Markets 


PROBLEM  AREAS 


Cover  Story 


for  the  energy  giant; 
this  year,  the  big 
worry  is  potential 
liability  from  class 
actions 


organ  Chase's 
iange  from  its 
lion  exposure  to 
ell-shocked 
777  sector 
i)  to  $10  billion 
'is  to  Japan's 
-tling  banks, 
there's  Enron, 
ear's  problem 
w  extent  of  the 
'fe  financing  work 


i  ie  is  attempting  to  stanch  venture-capital 

i  osses  by  slashing  the  amount  it  invests. 

II  But  the  biggest  shift  is  a  renewed  em- 
arace  of  consumer  banking.  Following 
I^iti's  playbook,  Harrison  says  that  he 
A^ants  50%  of  earnings  to  come  from  con- 
sumer banking,  up  from  about  35%  now. 
Last  year,  earnings  from  the  sector  actu- 
lUy  fell  5%,  to  $1.68  billion.  At  Citi,  where 
hey  account  for  nearly  60%  of  earnings,  they  rose  2U%. 

Executives  from  Harrison  on  down  admit  when  pressed 
:hat  they're  not  quite  sure  how  they're  going  to  hit  the  50% 
arget.  The  bank  has  the  second-largest  mortgage  shop  in  the 
Muntry  and  is  the  fourth-largest  credit-card  lender  In  March, 
t  bought  $8  billion  in  credit-card  accounts  from  Pro\idian  Fi- 
nancial Corp.,  a  distressed  West  Coast  subprime  lender.  But 
executives  aren't  sure  that  lending  more  to  consumers  with 
3oor  credit  is  the  way  to  go.  The  bank  has  retail  branches  in 
just  three  states  but  can't  seem  to  figure  out  whether  to  ex- 
jand  or  sit  tight.  "Over  the  long  term,  we're  not  sure  what 


the  winning  retail  model  is  going  to  look  like,"  says  Vice- 
Chairman  David  A.  Coulter.  "We're  not  standing  still,  we're 
being  aggressive."  He  has  formed  a  committee  of  50  execs  to 
hammer  out  a  growth  strategy  by  June. 

Setting  up  committees  sits  well  with  Harrison.  He  places 
great  emphasis  on  teamwork  and  has  a  reserved,  Southern- 
gent  style  that's  unique  on  Wall  Street.  "He's  not  a  passive 
guy,"  says  Stephen  A.  Schwarzman,  co-founder  of  the  Black- 
stone  Group  buyout  firm.  "He  just  likes  to  let  the  people  who 
work  for  him  shine." 

Hard  times  have  forced  the  low-key  North  Carolina  native 
into  a  spotlight  that  he  has  generally  shunned.  Known  as  an 
empathetic  listener  who's  short  on  small  talk,  he  quietly 
worked  his  way  up 
the  executive  ranks 
by  showing  a  flair  for 
diplomacy  rather  than 
knock-your-socks-off  charisma.  When  he  was  named  CEO  by 
his  predecessor,  Walter  Shipley,  in  1999,  some  expressed  sur- 
prise. "BUI  Who?"  asked  a  cheeky  New  York  Post  item.  Ship- 
ley says  he  chose  Harrison  because  of  his  ability  to  think 
strategically. 

A  third-generation  banker,  Harrison  grew  up  in  Rocky 
Mount,  N.C.,  a  cotton  and  tobacco  town  where  his  grandfa- 
ther foimded  Peoples'  Bank  &  Trust  in  1931.  He  was  a  bas- 
ketball star  at  Lynchburg's  private  Virginia  Episcopal  School, 
good  enough  to  win  a  scholarship  to  play  under  legendary 
University  of  North  Carolina  coach  Dean  Smith.  But  he  sat 
on  the  Tar  Heel  bench  most  of  his  first  year  and  then  sur- 
rendered his  scholarship. 

After  earning  a  bachelor's  degree  in  economics,  he  joined 
Chemical  in  1967.  His  big  break  came  in  his  mid-30s  when  ? 
Shipley,  then  head  of  the  bank's  European  operations,  plucked  i 
him  from  an  assignment  supervising  the  bank's  branches  in  ^ 
Westchester  County,  N.  Y.,  with  a  staff  of  a  dozen,  and  moved  j 
him  to  London  to  run  all  corporate  lend-  £ 
ing,  with  a  staff  1,500.  Despite  their  ^ 
closeness  over  the  years,  Harrison  and  < 
Shipley  never  dined  at  each  other's  homes  ". 
or  even  played  a  game  of  tennis  together  g 
These  days,  Harrison  much  prefers  to  J 
garden  at  home  in  Greenwich,  Conn.,  | 
rather  than  attend  New  York  society  < 
bashes  with  other  Wall  Streeters.  | 

Harrison's  low-profile  public  persona  ^ 
shapes  his  collegial  management  style.  5 
"The  big,  complex  global  institutions  of  o 
the  future  will  be  run  by  people  that  can  g 
build  great  teams,"  he  says.  "These  busi-  ^ 
nesses  are  too  complex  for  one  person  to  I 
think  that  they  can  understand,  run,  and  S 
manage  everything  themselves."  § 

Such  sentiments  lead  outside  critics  to  | 
claim  that  no  one's  really  running  the  show  § 
at  J.  P.  Morgan.  "This  is  a  company  run  by  < 
committee,  rather  than  by  a  Sandy  Weill  5 
and  a  bunch  of  entrepreneurs,"  says  Doug  § 
Kass,  managing  partner  of  hedge  fund  o 
Seabreeze  Partners  in  Palm  Beach,  Fla.  J.  P.  Morgan  execu-  ^ 
tives,  of  course,  balk  at  that  characterization.  And  it's  disputed  = 
even  by  the  bank's  crustiest  board  members.  "There's  this  I 
notion  out  there  that  these  guys  sit  around  holding  hands,  then  2 
take  a  vote  and  see  how  it  turns  out,"  says  Exxon  Mobil  J 
Corp.  CEO  Lee  R.  Raymond,  who  has  been  on  J.  P.  Morgan's  S 
board  for  a  decade.  "I  don't  think  that's  how  the  bank  runs."  § 
Harrison  is  "a  lot  tougher  than  people  think,"  adds  Bossidy.  ^ 
Toughness,  however,  isn't  much  in  evidence  when  he's  g 
handling  the  forceful  personalities  who  populate  J.  P.  Morgan's  § 
executive  suites.  Frequent  clashes  between  the  co-heads  of  S 
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investment  banking,  Donald  H.  Layton  and  Geoffrey  T. 
Boisi — who,  insiders  say,  have  completely  different  ideas 
about  how  their  unit  should  be  run — turned  off  fellow  J.  P. 
Morgan  executives.  "One  day,  I  realized  I'm  too  old  for  that 
sh — ,"  says  one  well-respected  ex-J.  P.  Morgan  executive 
who  walked  away  from  niilhons.in  retention  bonuses. 

Welding  the  barons 
into  a  team  was  al- 
ways going  to  be 
hard.  Most  came 
aboard  in  one  of  the  many  mergers  that  transformed  the 
original  Chemical  Bank  into  today's  J.  P.  Morgan  Chase  (be- 
low). The  result:  a  bunch  of  top  executives  with  impressive 
resumes  but  something  to  prove.  Marc  J.  Shapiro,  head  of  risk 
management,  joined  Chemical  when  it  bought  his  nearly 
bankrupt  Texas  Commerce  Bank  in  1993.  Boisi  and  Coulter 
arrived  when  Chase  bought  Beacon  Group,  a  merger  adviso- 
ry firm,  in  2000.  As  CEO  of  Bank  of  America  Corp.,  Coulter 
had  built  a  strong  West  Coast  franchise,  then  sold  it  to  Na- 
tionsBank Corp.'s  Hugh  L.  McCoU  Jr.,  who  promptly  booted 
him  out.  Layton,  described  by  colleagues  as  the  "ultimate  sur- 


vivor," started  out  as  a  trader  at  Manufacturers  Hanovel 
Trust  Co.  and  commands  respect  for  his  numbers-focuseJ 
blunt  style.  Boisi,  a  quintessential  '80s  investment  banker,  nel 
gotiated  Getty  Oil's  buyout  by  Texaco,  among  other  deals,  anJ 
clawed  his  way  to  a  Goldman  Sachs  partnership  at  the  prel 
cocious^age  of  31.  He  left  after  losing  the  top  job  to  Robert  El 
Rubin,  who  now  works  with  Sandy  Weill;  peers  say  Boisi  haJ 
been  trying  to  best  his  old  firm  ever  since.  I 

Boisi's  arrival,  in  particular,  intensified  tensions  inside  thJ 
bank.  He  was  made  head  of  investment  banking,  displacing 
James  B.  "Jimmy"  Lee,  the  bank's  corporate-lending  rainl 
maker  for  nearly,  a  decade.  Lee  ran  the  investment  banl 
with  nuUtary  precision.  "He  would  tell  people.  This  is  oui 
mission — we're  going  to  take  that  hill,'"  says  one  veteraJ 
Chase  banker.  Although  Lee,  who  now  heads  client  relationi 
ships  for  the  bank,  loyally  said  he  wanted  the  change  at  thJ 
time,  his  troops  still  haven't  fully  accepted  what  happened.  I 

As  if  he  didn't  have  enough  Alpha  males  around  him,  Harl 
rison  hired  management  legend  Jack  Welch  as  a  consultant  ill 
November.  He  set  up  a  boot  camp,  modeled  on  ge's  famouJ 
Crotonville  (N.Y.)  campus,  just  across  the  street  from  thJ 


CHASE 


1 799  Aaron  Burr  founds  Manhattan 
Co.  to  test  the  supremacy  of  Alexander 
Hamilton's  Bank  of  New  York 


End  of  argument:  Burr  fatally 
shoots  Hamilton 

1 877  Lincoln's  Treasury  Secretary, 
Salmon  P.  Chase,  founds  Chase 
National  Bank 

1 930  Chase  National 
buys  John  D.  Rocke- 
feller's Equitable 
Trust  Co. 

1 955  Chase  National 
and  Manhattan  Bank 
merge  to  form  Chase 
Manhattan,  run  by 
David  Rockefeller 


DISTINGUISHED 
PEDIGREES 

Both  J.P.  Morgan  and 

Chase,  which  joined 

Chemical,  have 

colorful  pasts 


David 
Rockefeller 
at  the  helm 


CHEMICAL  BANK 


1 823  New  York  Chemical 
Manufacturing  Co.  founded 

1 920  to  1 987  Merges  with  a  slew 
of  banks  including  New  York  Trust 
and  Manufacturers  Hanover  Trust 

1 996  Merges  with  Chase  Manhattan 
and  takes  its  name 


J.P.  MORGAN  CO. 


1860J.  Pier- 
pont  Morgan 
founds  the  bank 

1 934  It  spins 
off  investment 
banking, 
creating 
Morgan  Stanley, 
Drexel  &  Co. 

1 959  Merges 

with  Guaranty       Legendary  financier 

Trust  Co.  J.R  Morgan 

Data:  International  Directory  of  Company  Histories 


J.P.  Morgan's  offices  at 
23  Wall  St.  in  1905 
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WILLIAM  B.  HARRISON  JR. 


BORN  1943,  Rocky  Mount,  N.C. 


EDUCATION  Virginia  Episcopal  School;  BA  in  eco- 
nomics, basketball  player,  University  of  North 

C^^'i^^.i'^^l: :...± at  the 


Critics  are  not  so  sure.  Even  if  the  des 
were  legal,  outrage  over  Enron's  coUap 
won't  spare  the  bank,  they  say.  "Enron  is 
very  large  exposure  for  J.  P.  Morgan 
terms  of  civil  litigation,"  says  Robert  TVac 
an  analyst  at  Apogee  Research  Inc.  "Loc 


CURRENT  HOME  Greenwich,  Conn. 

MANAGEMENT  STYLE  Heavy  on  "EQ"— emotional 
quotient.  "He  gets  what  makes  you  tick  and  em- 
pathizes really  well,  as  opposed  to  being  driven 
by  the  numbers,"  says  one  peer. 

FANS  Ex-Honeywell  CEO  Larry  Bossidy,  Exxon 
Mobil  boss  Lee  Raymond,  ex-Chase  CEO  Walter 
Shipley,  and  Jack  Welch  all  count  themselves 
among  Harrison  admirers. 

DETRACTORS  His  reserve  doesn't  impress  lower-level  J. P.  Morgan  employees 

FAVORITE  SAYING  "Leaders  of  the  future  will  be  those  who  can  get  great 
people  around  them." 


kind  of  political  lynch  mob  that  h; 


FAMILY  Wife,  Anne,  and  two  young  daughters. 
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TWO  MINDS 


disagree  over  how 
the  investment 
banking  unit 
should  be  run 


bank's  Park  Avenue  headquarters.  In  groups  of  100,  executives 
attend  intensive  three-day  sessions  that  include  speeches  by 
Harrison,  Lee,  Welch,  and  such  outside  guests  as  former  New 
York  Mayor  Rudy  Giuliani  and  Yankees  manager  Joe  Torre. 
The  initial  results  may  not  be  what  Harrison  was  hoping  for. 
In  interviews  about  management  style,  executives  invariably 

quote    Welch.     They 
preface  answers  with 
"As  Jack  says ..."  and 
few  quote  Harrison  or 
even  mention  him  unless  they're  asked.  As  bank  executives  teU 
it,  Harrison  emphasizes  what  they  caU  "the  soft 
stuff' — management  coaches,  360-degree  reviews, 
discussing  problems  until  everyone  is  singing  in    Boisi  and  Lavton 
harmony.  Trouble  is,  Harrison  has  to  be  more  than    (;^»y,pf^»v,pQ 
a  choirmaster,  he  needs  his  managers  to  make 
their  numbers.  "This  team  has  to  de- 
liver," says  Welch,  adding,  "and  I  have 
the  full  confidence  that  they  can  do  it." 
Harrison  has  a  fight  ahead.  But,  he 
says,  the  difficulties  and  unrelenting 
criticism  from  outside  have  galva- 
nized the  bank  and  made  him 
more  determined  than  ever  to  de- 
liver. But  grit  alone  won't  solve  all 
the  bank's  problems. 

Already,  J.  P.  Morgan's  involve- 
ment with  Enron  has  landed  it 
in  hot  water  with  investors.  Now, 
it  must  run  a  gauntlet  of  civil  lit- 
igation and  congressional  flak.  The 
bank  was  instrumental  in  help- 
ing set  up  some  off-balance-sheet 
partnerships  that  got  Em-on  tax 
breaks.  Attorneys  for  Enron  in- 
vestors named  the  bank,  along  vnth 
others,  in  a  suit  filed  on  Apr.  8  that 
hopes  to  recoup  $25  billion.  The 
House  Energy  &  Commerce  Com- 
mittee has  vowed  to  hold  the  banks 
responsible  J.  P.  Morgan  execs  are 
adamant  that  they  did  nothing  wrong. 
"Helping  clients  with  tax-advantaged 
financing  is  not  illegal,  and  it's  not  im- 
moral," says  Shapiro. 
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been  created.' 

The  bank  may  also  have  problems  ram 
ing  up  investment  banking.  Consider  Ce 
dant  Corp.  CFO  Kevin  M.  Sheehan,  wl 
may  well  be  every  investment  banker 
nightmare.  He  picked  an  underwriter  for 
recent  bond  deal  by  calling  six  investme 
bankers  and  telling  them  he  wanted  a  b 
in  20  minutes.  "There's  absolutely  no  co 
relation  at  all"  between  who  lends  to  t 
company  and  who  does  its  bond  deal 
Sheehan  says.  Instead,  he  just  picks 
price.  J.  P.  Morgan  won  the  bond  deal, 
notes,  but  that  doesn't  mean  they'll 
the  next  one.  "It  just  gets  them  in  t 
door,"  he  says 

Not  helping  matters,  J.  P.  Morgan's  p: 
vate  equity  unit  isn't  out  of  the  woods  yet.  Run  by  Jef6"ey 
Walker,  a  longtime  Chemical  banker,  the  portfolio  cost  t. 
bank  $1.3  bUhon  in  write-downs  last  year  after  winning  25' 
of  its  earnings  in  2000.  The  bank  says  it  is  reducing  its  co 
mitment  by  trying  to  persuade  outsiders  to  invest.  Even  s^ 
it  wiU  still  be  carrying  losses.  Investments  in  cellular  out: 
Triton  PCS  Holdings  Inc.  alone  may  cost  it  $300  million  to  $4i 
million  this  year,  analysts  say. 

Because  J.  P.  Morgan  is  such  a  large  lender,  its  name 

bound  to  crop  up  in  lots  more  horror  stories  about  bankruptcie; 

which  tend  to  peak  well  after  a  rebound.  The  bank  still  owns 

billion  in  telecom  loans.  And  it's  the  largest  holde 

of  backup  credit  lines.  The  corporate  equivaler 

of  a  credit  card,  such  financing  is  rarely  used  unt 

a  company  is  in  trouble.  On  Apr.  9,  Nortel  Net 

works  Corp.  was  just  the  latest  client  to  activate  it 

$1.7  billion  line,  of  which  the  bank  provided  part 

Bank  officials  insist  J.  P.  Morgan  actually  hold 

less  risk  than  the  markets  think  because  i 

syndicates  most  loans  it  makes.  Its  write-off 

are  just  0.87%  of  its  loan  book,  vs.  1.15%  an 

1.19%  at  Citigroup  and  Bank  of  America,  re 

spectively.  Top  executives  love  the  statistic 

but  the  market  gives  them  no  credit  for  it 

"I  don't  own  J.  P.  Morgan  now  because 

think  there  is  a  lot  of  headline  risk 

from  bad  news,  says  Anton  V.  Schut 

fund  manager  for  Bumham  Financial  Se: 

vices  Fund.  Execs  counter  that  such  con 

cems  are  overblown  by  the  media.  "If; 

not  headline  risk  that  we  worry  about, 

says  Shapiro.  "It's  the  risk  of  reckles!] 

headlines." 

But  the  pressure  is  on.  "Bill  is  going 

be  judged  a  success  or  a  failure  by  hov| 

well  this  merger  lives  up  to  its  origin 

promises,"  says  ReUly  Tiemey,  an  analys 

at  Fox-Pitt  Kelton  Inc.  After  spending  3( 

years  working  his  way  to  the  top,  Harrisoi 

is  being  asked  to  prove  himself  all  ovei 

again.  The  market's  message  to  the  besiegec 

banker  is  simple:  Let's  see  some  results. 

By    Heather    Timmons,    with    Emilt 

Thornton  and  Mara  Der  Hovanesian,  it 

New  York 
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At  least  that's  how  we  see  it.  In  fact;  our  long-standing 
obsession  with  safety  has  resulted  in  some  of  the 
industry's  most  innovative  and  cost-saving  approaches. 
Take  Performance  Benchmarking  Analysis  (PBA).  PEA 
begins  by  comparing  a  client's  loss  figures-including 
15  different  loss  prevention  factors-against  those 
of  its  competitors.  Our  experts  then  offer  specific 
suggestions  for  improving  safety  and  cutting  costs.  PBA 
is  unique  in  that  it  gives  companies-no  matter  how 
specialized  they  are-a  crystal  clear  picture  of  how 
they  can  better  manage  their  losses  and  increase 
profitability.  Since  the  program  began,  it's  helped  our 
clients  save  millions.  Of  course,  we  like  to  think  that 
we've  empowered  them  in  other  ways.  Like  setting 
higher  goals,  increasing  productivity  and  raising  loss 
prevention  awareness  at  the  highest  levels.  All  of 
which  goes  to  show  that  a  little  obsession  with  safety 
can  be  a  beautiful  thing.  Not  to  mention  a  profitable  one. 


for  more  information  on  how  to  help  make  your  woric  pi  ace  safer 
1^^  it    www.libertymutual.com    or    coll    1  -  8  0  0  -  4  - 1 1  B  E  R  T  Y 
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J.P.  MORGAN  COULD  BE  TWICE  BURNED  BY  ENRON 


The  legions  of 
trial  lawyers 
working  on  be- 
half of  Enron 
Corp.  shareholders 
have  had  little  to 
show  for  their 
pains  since  they 
filed  their  class  ac- 
tion in  October. 
But  now,  the  trial 
lawyers  may  have 
found  the  deep 
pockets  they  have 
been  seeking — and 
one  of  them  is  J.  P. 
Morgan  Chase. 

On  Apr.  8,  J.  P. 
Morgan,  along 
with  eight  other 
investment  banks  that  worked  for 
Enron,  was  dragged  into  the  class- 
action  fray  in  a  suit  being  pursued 
by  that  most  prolific  filer  of  class 
actions:  New  York-based  law  firm 
Milberg  Weiss  Bershad  Hynes  & 
Lerach.  It  has  all  the  makings 


Cover  Story 


of  a  long  and  bloody  battle. 

Critics  dismiss  class-action  lawyers 
as  nuisances  desperately  casting 
about  for  someone  who  will  pay 
them  to  go  away.  This  case  has  Wall 
Street  worried,  though.  The  plaintiffs 
feel  they  have  a  fighting  chance  of 
overcoming  the  serious  legal  hurdles 
that  face  class-action  suits.  And,  if 
nothing  else,  the  suit — and  its  atten- 
dant document  discovery — could  be 
an  ongoing  embarrassment  for  the 
bankers  as  the  Enron  controversy 
drags  on. 

Apart  from  J.  P. 
Morgan,  the  defen- 
dants include  a 
ghttering  array  of 
investment 
bankers:  Citigroup, 
Merrill  Lynch, 
Credit  Suisse  First 
Boston,  Canadian 
Imperial  Bank  of 
Commerce,  Bank 
of  America,  Bar- 
clays Bank, 
Deutsche  Bank, 
and  Lehman 
Brothers.  All  of 
the  banks  vigor- 
ously deny  wrong- 


doing. "It  defies  logic  to  say 
we  profited  from  o\ir  relation- 
ship with  Enron,"  says  a  J.  P. 
Morgan  spokesperson.  "We  are 
owed  $2.6  billion.  We  had  a 
$435  million  write-down  in  the 
fourth  quarter." 

Lead  trial  attorney  William  S. 
Lerach  has  yet  to  begin  the  discov- 
ery process,  which  will  give  him  ac- 
cess to  bank  documents.  But  infor- 
mation that  has  come  out  of  press 
and  congressional  investigations  has 
already  estabUshed  that  six  of  the 
banks — J.  P.  Morgan,  Credit  Suisse, 
Lehman  Brothers,  Canadian  Imperi- 
al, Deutsche  Bank,  and  Merrill 
Lynch — ^were  involved  in  funding  En- 
ron's controversial  LJM2  partnership. 

To  prevail,  the  plaintiffs  must 
prove  that  the  bankers  knowingly  col- 
luded in  and  profited  from  the  fraud. 
The  suit  contends  that,  because  the 
institutions  and  their  executives  in- 


AnORNEY  LERACH 


The  banks  were 
"knowing  partici- 
pants in  a  scheme 
to  defraud,"  he  says 


TARGETING 

ENRON'S 

BANKERS 

Courts  consider 
company  advisers,  sucli 
as  investment  banl<s,  to 
be  "abettors, "  making 
ttiem  immune  to 
securities-fraud  class 
actions.  But  in  ttie 
Enron  case,  tiie 
investment  banks  still 
may  be  vulnerable. 
Here's  v\/hy: 


IThe  bankers  took  stakes  in  off- 
balance-sheet  partnerships  they 
created  that  helped  Enron  hide  debt. 
Plaintiffs  will  try  to  prove  that  they  are 
"instigators"  of  fraud,  not  just  abettors. 

2  Private  partnership  documents  show 
that  banks  knew  Enron's  finances 
were  shaky,  but  their  underwriting 
filings  on  debt  issues  sold  to  the  public 
suggest  otherwise.  Plaintiffs  will  claim 
the  filings  were  fraudulent. 

3  Document  discovery  may  produce 
further  embarrassing  revelations. 

Data:  Legal  documents,  BusinessWeek 


vested  in  the  struc- 
tures or  lied  to  in- 
vestors about  En- 
ron's condition,  the 
nine  weren't  mere 
accessories  to 
fraudulent  financing 
schemes.  The  plain- 
tiffs argue  that  the 
banks  knew  Enron 
was  using  them  to 
hide  its  financial 
problem,  although 
they  filed  docu- 
ments supporting 
stock  and  bond  is- 
sues they  under- 
wrote that  told  the 
public  otherwise. 
Lerach  says  this 
demonstrates  that 
the  banks  were 
"knowing  partici- 
pants in  a  scheme  to 
defraud." 

The  plaintiffs' 
503-page  complaint 
is  arguably  the  most  thorough  com- 
pendium to  date  on  how  the  banks 
helped  Enron  get  its  debt  off  its  bal- 
ance sheet  and  away  from  the  public 
eye.  Hemy  T.  C.  Hu,  a  securities-law 
professor  at  the  University  of  Texas, 
points  out  that  a  1994  Supreme 
Court  ruling,  which  hampered  class- 
action  securities-fraud  suits,  hasn't 
stopped  lower  courts  from  finding 
advisers,  such  as  investment  banks, 
liable  in  fraud  cases.  "If  the  facts 
are  egregious  enough,  if  the  judge  is 
sympathetic  enough,  she  can  kind  of 
blur  the  line  between  a  primary  and 
secondary  actor,"  says  Hu. 
So  stay  timed  for  a  grueling 

fight — or  possibly  a 
big-bucks  settle- 
ment. "This  is  one 
of  those  truly  bad- 
fact  cases,"  says 
WilUam  R.  Bal- 
lowe,  vice-presi- 
dent of  Woodruff- 
Sawyer  &  Co.,  a 
broker  of  corpo- 
rate-fraud insur- 
ance. That  could 
be  Eru-on's  epitaph. 
And  now,  the 
bankers  are  caught 
up  in  the  Enron 
mess  as  well. 

By  Dan  Carney 
in  Washington 
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iLAKE  LEFT  A  MESSAGE  AT  HIS  COWORKER'S  OFFICE. 
{LAKE  LEFT  A  MESSAGE  ON  HIS  COWORKER'S  CELL. 

WAITS  FOR  ANSWERS 
AWHILE  A  COMPETITOR  CLOSES  HIS  DEAL. 
SLAKES  COMPANY  NEEDS  THE  SPRINT  PCS 
lEAR  WIRELESS  WORKPLACE. 


can  give  your  employees  a  single  number  for  their  office  line  and  wireless  phone, 
ending  calls  to  wherever  they  are  on  the  Sprint  PCS  Nationwide  Network, 
caching  more  than  230  million  people.  So  they  have  a  better  chance  of  connecting. 

can  also  let  them  check  all  their  messages  by  calling  a  single  voicemail  box. 
0  they  can  get  and  return,  their  messages  sooner. 

nd  it'll  do  a  lot  more  to  help  them  stay  in  touch.  It's  one  part  of  the  Clear  Wireless  Workplace 
ailed  the  Sprint  PCS  Integrated  Office."  Get  the  whole  story  at  sprintpcs.com 


Sprint 


Sprint  PCS 
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EXCHANGES 


HOW  NOT  TO  RUN 
A  TRADING  NETWORK 

Instinet's  woes  are  costing  Reuters  dearly 


When  Tom  Glocer  took 
over  as  CEO  of  Reuters 
Group  PLC  last  July,  it 
signaled  a  new  era  at  the  151- 
year-old  British  company.  Glo- 
cer, 42,  the  first  American  to 
run  Reuters,  had  grand  plans 
to  restructure  the  financial- 
services  and  media  giant.  In  10 
months  on  the  job,  though,  Glo- 
cer has  lurched  from  one  crisis 
to  another.  "I'm  not  sure  Tom 
ever  expected  he'd  face  a  first 

year  like  this,"  says  Michael  

Nathanson,  a  Sanford  C.  Bernstein 
Co.  analyst. 

The  latest  upset  came  on  Apr.  9, 
when  Douglas  M.  Atkin  stepped  down  as 
CEO  of  Reuters'  Instinet  Group  Inc.  unit, 
the  pioneer  electronic  stock  trading  sys- 
tem, barely  two  weeks  after  Instinet 
warned  of  an  operating  loss  in  the  first 
quarter  The  reason:  Customers 
had  defected  in  droves  to  cheap- 
er trading  venues  after  Nasdaq 
began  quoting  prices  in  decimals 
and  trading  profits  shrank. 

That  was  a  serious  hit  to 
Reuters'  finances.  Instinet  ac- 
covmted  for  22%  of  its  revenues 
in  2001,  and  28%  of  operating 
profits.  But  it  was  only  one  of 
several  blows,  most  of  them 
stemming  fi-om  the  dowTitum  on 
Wall  Street.  While  Reuters'  rev- 
enues grew  8%  in  2001,  to 
$5.6  billion,  operating  profits  fell 
26%,  to  $438  million.  The  com- 


GLOCER:  Will  the 

Reuters  CEO 
sell  Instinet? 


& 


pany  has  warned  that  sub- 
scription revenues,  mostly  from 
financial  data  and  news — about 
70%  of  revenues — will  decline 
by  2%  to  3%  in  the  first  half 
and  more  in  the  second  half  of 
this  year. 

On   top    of  that,    Reuters 
faces  a  declining  market  in  its 
once     dominant     foreign-ex- 
change trading  system.  And 
the  company  hasn't  been  able 
to  compete  with  Bloomberg  LP 
in  data  terminals  for  certain 
services.  "Bloomberg  is  the  screen  of 
choice  at  the  upper  end,"  notes  Bern- 
stein's Nathanson. 

The  Instinet  debacle,  say  analysts, 
points  to  a  key  problem  for  Reuters:  It 
hasn't  focused  on  customer  service  or 
costs  for  decades.  "It  has  basically  op- 
erated  like   an   arm   of  the   British 


THE  HIT  FROM  INSTINET 

The  electronic  trading  network's  healtf}  is  vital  to  its  parent,  Reuters 


PERCENTAGE  OF  REUTERS 
REVENUES 


17%     22%     22%     15% 


PERCENTAGE  OF  REUTERS 
OPERATING  PROFITS 


24%     33%     28%    N/A% 
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Data  Sanford  C.  Bernstein  &  Co. 
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THE  TRADING  FLOOR:  Instinet  failed 
to  keep  up  with  rivals'  technology 


foreign   service,"   says   one   analy 
Glocer,  a  lawyer  who  has  a  repu 
tion  as  a  technology  wonk,  says  he  v 
restructure  Reuters  over  five  years, 
plan  includes  cost  cuts  and  organizi 
the  business  around  customer  grou| 
rather  than  geography.  Reuters  is  a 
spending  $667  million  over  the  ne 
three  years  to  upgrade  technologies 
that  it  can  deliver  its  products  over 
Internet  instead  of  proprietary  networl 
Ta  fix  Instinet,  Glocer  has  installed 
chief  financial  officer,  Mark  Nienstedt, 
acting  CEO,  but  won't  say  what  the  loi 
term  strategy  is.  The  company  has 
ready  begun  slashing  fees — one  reas' 
for  the  hit  to  its  bottom  line. 

Analysts  have  speculated  Reuters  w 
buy  back  the  17%  of  Instinet  in  pub' 
hands.  Nathanson  says  if  Reuters  pu 
chased  the  public  shares  at  a  15%  pr 
mium  to  its  current  price  of  around  $7, 
would  still  have  $474  million  of  Instin' 
cash  left.  Other  possibilities  are  to  seek 
partner,  possibly  even  rival  network  I 
land  ECN,  or  sell  the  company  outrigh 
"If  Reuters  can  tidy  it  up,  they  can  di 
pose  of  it  when  conditions  are  bettei 
says  Johnathan  Barrett,  media  analy: 
at  London-based  brokerage  Teather 
Greenwood  Ltd.  Island  CEO  Matthew  ' 
Andresen  gleefully  says,  "I'd  be  deligh 
ed  to  look  into  buying  Instinet 
Glocer  won't  say  whether  he  an 
Andresen  have  talked.  He  dot 
say  the  bottom  line  is  that  Ii 
stinet  "has  to  have  operating  loj 
ic  for  the  overall  Reuters  Group 
In  essence,  that's  Glocer's  bi 
challenge  for  the  whole  compan; 
Knitting  its  disparate  businesse 
into  a  coherent  whole  and  keen 
ing  them  competitive  might  jusrv 
make  his  first  ten  months  on  thFi 
job  look  like  a  summer  vacatiorj 
By  Tom  Lowry  in  New  Yor.\ 
and  Pallavi  Gogoi  in  Chicago 
with  Kerry  Capell  in  London 
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t  the  end  of  the  day,  it's  all  about  results. 


pu 
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For  that  matter,  so  are  the  beginning  and  nniddle,  too. 


And  every  step  of  the  way,  it's  about 
how  we  can  help  you  get  there. 
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FINANCIAL  DATA 


JUST  HOW  MUCH 

CAN  THOMSON  DELIVER? 

Boosting  earnings  may  be  tough  after  a  planned  stock  offering 


Is  Thomson  Corp.  finally  ready  for 
prime  time?  Kenneth  R.  Thomson 
thinks  so.  Over  the  past  six  years,  the 
78-year-old  Canadian  tycoon  has  single- 
mindedly  led  the  $7.2  billion  (U.S.)  com- 
pany that  bears  his  name  through  a  full 
makeover. 

Once  a  Canadian  newspaper  conglom- 
erate, Toronto-listed  Thomson  has  be- 
come a  U.  S.-focused  seller  of  data  to  fin- 
anciers and  lawyers.  Operated  out  of 
Stamford,  Conn.,  it  reports  results  in 
U.  S.  dollars.  Now  Thomson — whose  $22 
biUion  market  cap  is  bigger  than  four- 
fifths  of  the  Standard  &  Poor's  500  com- 
panies— ^is  ready  for  the  last  stage  of  its 
makeover  a  U.  S.  stock  hsting.  The  com- 
pany wants  to  move  its  stock  trading  to 
New  York  as  part  of  a  $1.5  billion  share 
offering  later  this  year.  Thomson — who 
owns  73% — and  the  company  are  ex- 
pected to  sell  a  7%  stake,  with  each  tak- 
ing half  the  proceeds. 

For  investment  bankers,  Thomson  is  a 
great  sell:  a  sleek  producer  of  steady 
earnings  with  a  kick  ahead  from  a  Wall 
Street  recovery.  But  the  offering  may 
be  a  letdown.  Thomson  shares  already 
trade  at  a  pricey  34  times  estimated  2002 
earnings. 

To  justify  a  higher  stock  price,  the 
company  will  have  to  boost  earnings  by 
making  substantial  investments.  The 


problem  is,  Thomson's  debt  is  now  $4.4 
billion,  or  54%  of  shareholder  equity,  vs. 
35%  a  year  ago.  "Compared  with  Thom- 
son historically,  their  debt  levels  are  high 
and  their  cash  is  low,"  says  Kenneth  B. 
Marlin,  an  investment  banker  whose  firm, 
Marlin  &  Associates,  specializes  in  elec- 
tronic data  companies.  The  offering  and 
listing  are  key  to  Thomson's  ultimate 
goal  of  giving  the  company  the  firepower 
to  compete  with  information  rivals  such 
as  Reed  Elsevier,  Reuters  Group, 
Bloomberg,  Pearson  and  The  McGraw- 
Hill  Companies,  OA\Tier  of  Standard  & 
Poor's  and  pubHsher  of  BusinessWeek. 
Thomson  brands  include  First  Call,  which 
tallies  earnings  estimates;  Westlaw,  the 
legal  publisher;  and  Harcourt  textbooks. 
Legal  publishing  gives  Thomson  about 
half  its  revenues.  But  long-term,  its 
growth  is  expected  to  be  only  4.5%  a 
year.  Execs  have  said  they're  coimting  on 
10%  growth  in  financial  information.  To 
capture  that,  says  Marlin,  Thomson 
should  target  such  acquisitions  as 
Moody's,  the  debt-rating  service;  Barra, 
which  sells  portfolio  management  tools; 
and  FactSet  Research  Systems.  They're 
within  range.  The  market  cap  of  the 
biggest,  Moody's,  is  _„.,_„.„ 
less  than  a  third  of  THOMSON 
its  own.  Thomson  CONTROLS  73% 
CEO   Richard   Har-     OF  THE  SHARES 


Thomson's  Metamorphosis 

This  Canadian  family-controlled  company  is  eyeing  a  U.S.  listing 
after  turning  itself  into  a  business-information  provider. 


!  MAJOR  ACQUISITIONS 

SPECIALTY 

2001 

First  Call 

Analysts'  forecasts                          . 

2001 

■  Harcourt 

Textbooks,  online  education        ^^^ 

2000 

'•■  Primark  (l/B/E/S,  Baseline, 
Disclosure,  Datastream,  WEFA) 

Financial  data                   ^^^H 

1996 

^  West  Publishing 

1  MAJOR  SALES 

SPECIALTY                                ^^^^H 

2000 

Community  Newspapers 

^^1 

1998    Thomson  Travel  Travel  agency,  resorts 

Data:  Thomson  Corp..  Salomon  Smith  Barney 


rington  recently  told  analysts  he  is  m 
looking  for  a  major  deal. 

But  he  faces  the  same  problem  tlu 
has  plagued  information  services  sint 
the  advent  of  the  Internet:  New  tec) 
nology  and  low  barriers  to  entry  kee 
turning  lucrative  niches  into  commodil 
businesses.  Some  half-dozen  other  fim  V 
distribute  earnings  estimates,  says  Jac 
McConville,  editor  of  Market  Data  h 
dusti~y.  "Everyone  can  rank  industrif 
and  compare  estimates,"  he  says. 

So  for  the  same  price,  Thomson  mui 
deliver  more  data  and  integrate  it  inl 
brokerage  and  portfolio  management  sy 
tems.  That's  why  operating  profit  margii 
in  financial  lines  fell  in  2001,  to  16.2^ 
fi-om  18.3%  in  2000.  Last  year,  Thomsc 
earned  $657  milhon,  or  $1.05  a  shar" 
fi-om  continuing  operations.  Analysts  e: 
pect  about  the  same  this  year,  accon 
ing  to  estimates  compiled  by  First  Cal 
"It  is  a  very  well-run  company.  I'l 
just  not  sure  about  the  valuation  at  thes 
levels,"  says  Warren  J.  Balzer,  an  analy? 
at  Edward  Jones,  a  brokerage  in  S 
Louis  that  rarely  underwrites  stocks  an 
doesn't  have  an  interest  in  this  dea 
Balzer  does  not  expect  earnings  pe 
share  to  grow  more  than  12%  annual 
long-term,  which  isn't  enough  to  justii 
its  p-e  of  34.  He  rates  the  stock  "r< 
duce,"  which  is,  after  all,  exactly  whi 
Kenneth  Thomson  plans  to  do. 

Maybe  investors  should  take  heed.  Tl" 
company's  repackagin 
shouldn't  lull  then 
Depending 
fickle    financij 
business  won 
be    a    smoot 
ride. 

By  Davi 
Henry 
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"Driving  product  innovations 
like  a  startup,  getting  them  to  market 
like  a  global  leader." 

-Dave  Ellard,  Senior  Vice  President  and  CIO 

EMC  Corporation 


As  manufacturers  look  for  new  ways  to  stay  ahead,  more  and  more  are  returning  to  what  really  sets  them  apart- 
their  products.  That's  why  visionary  ClOs  like  Dave  Ellard  have  put  themselves  on  the  product  development  team.  PTC 
collaborative  product  development  solutions  have  allowed  EMC  to  cut  weeks  out  of  core  processes  and  deliver  the  next 
generation  of  storage  solutions  faster.  "Ultimately,  what  PTC  has  helped  us  do  is  make  our  entire  company  more  scalable," 
says  Ellard,  "so  we  extend  our  leadership."  For  more,  download  our  case  study  on  EMC  at  www.ptc.com/go/emc. 


Product  development  means  business: 


S2002  Parametric  Technology  Corporation.  PTC  and  its  logo.  Shaping  Innovation,  Create  Collaborate  and  Control,  Productfirst,  and  Product 
Development  Means  Business  are  trademarks  or  registered  trademarks  of  Parametric  Technology  Corporation  or  its  subsidiaries  in  the  United 
States  and  in  other  countries.  EMC  is  a  registered  trademark  of  EMC  Corporation. 
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STRATEGIES 


HGA  IS  GEniNG 
ITS  STRENGTH  BACK 

CEO  Bovender's  victory  over  HMO  Humana  was  a  turning  point 


Jack  0.  Bo  vender  is  overhauling  HCA 
Inc.  \\ith  a  vengeance.  In  early 
2001,  when  he  was  promoted  to 
chief  executive,  the  country's  largest 
hospital  chain  was  in  deep  trouble.  HCA 
wasn't  making  much  money,  its  reputa- 
tion was  shaky  after  it  paid  $750  niillion 
the  year  before  to  settle  criminal  and 
civil  charges  of  Medicare-billing  fraud, 
and  its  stock  was  floundering. 

Bovender  had  a  remedy  for  the  first 
problem:  challenge  the  health-mainte- 
nance organizations,  which  he  said  were 
pushing  his  company  around.  In  Florida, 
for  example,  HMO  giant  Humana  Inc. 
had  wrangled  discounts  of  up  to  50% 


HCA:  VITAL  SIGNS 
ARE  LOOKING  UP 


6 GROWTH  IH  REVEMUE 

at  hca's  50  facilities. 
Bovender  told  Hu- 
mana he  wasn't  going 
to  take  it  any  more. 
He  threatened  to  turn 
away  its  500,000  mem- 
bers in  Florida  if  the 
HMO  didn't  renegotiate. 
"So  be  it  if  we  lose 
business,"  Bovender  said.  "Let  Humana 
butcher  the  hospital  next  door" 

After  eight  months  of  ofl:en  rancorous 
discussions,  Humana  finally  gave  in.  It 
was  an  unprecedented  victory,  giving 
Bovender  the  power  to  wring  higher 
prices  from  hmos  across  the  Sunbelt, 


. PERCEHT 


Data:  HCA  Inc 


and  it  marked  a  turning  point  m 
company's  health,  if  not  the  indust: 
But  here's  the  rub:  Investors 
aren't  terribly  impressed.  They  fear 
hca's  continuing  legal  problems — ^it  f; 
two  other  civil  complaints  related  to 
billing  dispute — could  result  in  he 
fines.  And  investors  worry  that  doci 
remain  alienated  from  the  Nashv 
company,  which  in  the  1990s  tried 
strong-arm  physicians  into  using  its  1 
pitals.  As  a  result,  hca's  stock  lags 
hind  smaller  rivals.  The  company's  sh 
price,  $45,  is  11%  above  what  it  wa 
year  ago,  while  Tenet  Healthcare  Coi 
has  increased  nearly  55%  to  about  $ 
Nonetheless,  hca  is  back  in  the  p 
financially.  Its  earnings  have  risen  o  ; 
20%  in  seven  of  the  past  eight  qii 
ters.  Last  year,  hca's  revenue  increa 
7.7%,  and  its  admissions  were  up  2.79 
growing  faster  than  the  industry  a; 
whole.  Better  yet,  hca  has  reverse( 
decline  in  revenue  garnered  from  evt 
patient,  a  key  industr}^  benchmark.  1 
figure  rose  6.7%  in  2001,  compared  w* 
a  2.3%  decline  when  Bovender  came 
as  president  in  1997.  "Last  year  v 
the  company's  best  performance  ir 
decade,"  says  Kemp  DoUiver,  a  heal 
care  analyst  at  SG  Cowen.  And  now, 
the  first  time  in  five  years,  the  compt 
plans  a  $3.2  billion  expansion,  which 
eludes  bujing  new  facilities  in  Houst 
Richmond,  Va.,  and  San  Jose,  Calif. 

HCA's  legal  situation  also  took  a  tv 
for  the  better  recently.  The  compa 
had  been  unable  to  reach  a  settleme 
with  the  government  over  those  t 
remaining  ci\'il  cases,  although  it  h 
agreed  to  pay  a  $250  million  fine  to  cc 
er  administrative  issues  related 
Medicare  billing.  On  Mar.  22,  a  coq 
overturned  the  1998  Medicare-fi^ud  cc 
\'ictions  of  two  form 
HCA  executives.  T 
same  charges  th 
were  behind  the  co 
Wctions — that  the 
ecs  inappropriate 
billed  Medicare — a 
central  to  the  civil  a 
es.  Even  before  the 
most  analysts  expect* 
HCA  to  negotiate  a  ft 
in  the  range  of  $2; 
million  to  $400  millio 
an  amount  easily  co 
ered  by  its  $600  m 
lion-plus  quaiterly  cash  flow.  "No  matt 
what  happens,  these  final  complain 
won't  derail  us,"  Bovender  vows. 

Bovender  is  well-suited  to  lead  HCA 
turnaround.  He  worked  for  the  compar 
for  20  years,  retiring  as  chief  opera 
ing  officer  in    1994   when   Columb: 
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Cross  Worlds  has  joined  with  IBM  to  pnovide 
comprehensive  business  integration  from  your 
first  step  to  the  finish.  Our  technology  powers  WebSphere®  to  not  only 
just  connect  your  business  —  but  make  all  your  processes  work 
together.  For  the  whole  story,  visit  ibm.com/websphere/crossworlds 
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merged  with  HCA.  Yet  he's  not  tainted 
by  the  billing  fraud,  which  occurred  af- 
ter his  departure.  That's  why  in  1997, 
Thomas  F.  Frist  Jr,  hca's  co-founder 
and  chairman,  who  was  then  besieged 
by  government  regulators,  begged  his 
former  lieutenant  to  return. 

Bovender  took  a  typically  direct  ap- 
proach to  reestablishing  the  company's 
moral  code.  In  speech  after  speech,  he 
asked  employees  to  imagine  what  they 
would  do  if  a  fast-food  clerk  gave  them 
a  quarter  too  much  in  change:  "No  one 
knows  but  you,  and  it  isn't  illegal.  Would 
you  still  return  it?"  In  short,  he  made  it 
clear  that  he  expected  the  highest  ethi- 
cal standards  from  aU  of  them. 

Unethical  behavior  wasn't  hca's  only 
problem.  Its  rapid  growth  in  the  1990s 
had  left  it  "Uke  five  independent  com- 
panies jammed  together,"  says  Boven- 
der. "There  was  no  common  culture,  no 
common  infrastructure."  He  quickly  re- 
versed course,  spinning  off  or  selling 
more  than  100  facilities,  fuUy  one-third 
of  the  company.  What  Bovender  kept 
were  hospitals  in  the  Sunbelt's  wealthy 
suburbs.  It  was  a  strategy  not  unlike 
that  pioneered  by  Tenet.  "Imitation  is 
the  best  form  of  flattery,"  says  Tenet 
Vice-Chairman  David  L.  Dennis. 

The  changes  are  paying  off.  Today, 
HCA  runs  the  top  hospitals  in  16  of  the 
country's  20  fastest-growing  cities.  "HCA 
is  no  longer  trying  to  be  the  biggest — 
just  the  most  profitable,"  says  Steve 
Kapp,  a  principal  at  Maverick  Capital, 
which  owns  7.2  million  shares.  HCA  has 
also  benefited  from  demographics:  For 
the  first  time  in  20  years,  hospital  ad- 
missions are  rising  as  baby  boomers 
age.  That  growing  demand  has  given 
hospitals  renewed  bargaining  clout  with 
insurers  and  hmos. 

HCA,  though,  is  still  operating  with  a 
significant  liability — its  imeasy  relation- 
ship with  doctors.  Because  nearly  90%  of 
patients  choose  hospitals  based  on  their 
doctor's  recommendation,  this  is  an  im- 
portant issue.  The  problem  is  that  many 
physicians  are  still  seething  over  hca's 
behavior  in  the  1990s:  It  bought  into 
medical  practices,  cut  fees,  and  then  tried 
to  force  out  doctors  who  wouldn't  use 
its  hospitals  exclusively.  In  New  Orleans, 
for  example,  angry  doctors  fled  hca's 
Lakeside  Hospital,  once  the  city's  top 
OB-GYN  facility,  for  East  Jefferson  Medical 
Center,  a  nonprofit  hospital.  "Doctors 
have  long  memories,"  says  Joe  PumeU, 
executive  vice-president  and  chief  mar- 
keting officer  at  industry  consultant 
Chamberlin  Edmonds,  "hca's  name  is 
still  blackened  to  many  of  them." 

Bovender  hopes  to  change  that  by 
offering  doctors  state-of-the-art  facili- 
ties— ^and  weekend  golf  vacations.  Clear- 
ly his  bedside  manner  has  improved. 

By  Charl-es  Haddohenry 
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FORD:  EUROPE 
HAS  A  BEHER  IDEA 

Can  Detroit  replicate  the  European  turnaround  at  home?" 


JTa: 


In  the  annals  of  Ford  Motor  Co.,  2001 
win  go  down  as  its  annus  horribilis. 
The  world's  No.  2  auto  maker  was 
hit  by  a  second  Firestone  tire  recall, 
recalls  of  key  vehicles  like  the  Explorer, 
other  quality  glitches,  and  latmch  de- 
lays. Not  to  mention  angry  dealers,  de- 
moralized employees,  and  the  autumn 
ouster  of  its  CEO — aU  culminating  in  a 
$5.4  billion  annual  loss.  Amid  all  this 
gloom  and  doom,  though,  there  was  one 
bright  spot.  Ford  of  Eitrope  Inc.,  a  sub- 
sidiary with  almost  $30  biUion  in  sales, 
battled  its  way  to  breakeven  after  a  $1.1 
billion  loss  in  2000.  This  year  a  modest 


profit  is  likely,  thanks  to  aggressive  costj 
cutting  and  a  refreshed  lineup. 

Nice  work.  But  Europe  isn't  just 
bright  spot  for  Ford — ^it's  the  model  fojj 
the  entire  turnaround  effort  for  Foi 
in  North  America.  Nicholas  V.  ScheeJ 
now  Ford  president  and  chief  oper 
ing  officer  and  Chairman  William  C 
Ford  Jr.'s  right-hand  man,  engineeret  ^^j^ 
the  rescue  of  Ford  of  Europe.  Bill  Fon  , 
is  gambling  that  Scheele  can  replicatt  - 
his  lifesaving  strategies  in  Detroit  ■ 
"Ford  of  Europe  was  the  biggest  turn.  j,j.^ 
around  of  any  unit  in  Ford's  history,"  ' 
says.  "In  many  ways,  it's  the  templat 
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In  Michigan,  they're  looking  across  the  Atlantic  for 
lessons  in  cost-cutting  and  making  better  use  of  factories 


or  what  to  do  here."  But  this  strategy 
3  not  without  risks.  If  the  rebound  at 
''ord  of  Europe  stalls,  then  doubts 
bout  Ford's  overall  strategy  will  quick- 
Y  multiply. 

For  clues,  investors  will  be  keeping 

heir  eyes  on  Scheele,  the  58-year-old 

Sriton  who  revived  Ford  of  Europe  af- 

pr  overhauling  the  Ford-ouned  Jaguar 

liarque.  The  European  unit  racked  up 

2.5  billion  in  losses  through  the  1990s. 

[t  was  a  broken  business,"  says  David 

/.  Thursfield,  Scheele's  former  No. 2 

jid  current  Ford  of  Europe  chairman. 

evelopment  time  for  new  models  was 

ughably  slow:  The  Fiesta  compact 

imped  along  for  12  years  without  a 

ijor  remake.  And  Europeans  had  con- 

iided  that  Fords  were  duds  to  drive 

d  embarrassing  to  owm.  From  1994 

2000,  the  Ford  brand's  share  of  the 

iropean  car  market  shrank  by  one- 

irth,  to  8.2%.  Capacity  utilization — a 

y  gauge — sank  to  71%  in  2000,  well 

low  the  break-even  level. 

Scheele  and  Thursfield  embarked  on 


THURSFIELD:  Lots  of  progress 
in  just  two  years 
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Overhaul 

In  the 
Old  World 

A  FRESH  LINEUP 

Plans  call  for  45  new 
models  and  versions 
by  2005 

FEWER  PLANTS 

Capacity  has  been 
slashed  by  nearly  25% 

MORE  FLEXIBILITY 

Major  plants  are  being 
reconfigured  to  turn 
out  multiple  models 

COST-CUniNG 

Has  extracted  around 
$900  million  in  savings 
since  2000 

Data:  BusinessWeek 

BUILDING  FIESTAS 
IN  COLOGNE: 

Several  models 
can  now  be 
assembled  at  the 
renovated  plant 


an  overhaul.  In  just 
two  years,  they  shut- 
tered three  plants  and 
slashed  more  than 
2,000  jobs — or  nearly 
2%  of  the  unit's  total 
workforce.  The  pair 
whittled  away  a  fourth 
of  the  Ford  brand's 
production  capacity — 
600,000  units.  One 
painful  move  was  the 
decision  to  stop  assem- 
bling cars  at  the  Da- 
genham  (Britain)  facto- 
ry after  69  years.  ~       ~~     "■ 

Just  as  important,  Scheele  and 
Thursfield  began  overhauling  Ford's 
four  big  car-assembly  plants  in  Europe 
so  they  could  produce  more  than  one 
model  on  the  same  line.  If  demand 
soars  for  a  car  made  at  one  plant,  an- 
other "flex  factory"  can  crank  out  addi- 
tional units  of  the  hot  seller.  Flexible 
manufacturing  also  results  in  smoother, 
faster  new-vehicle  launches.  "Ford  did 
it  right  in  Europe,"  says 
J.  P.  Morgan  Securities  an- 
alyst Himanshu  Patel. 

The  duo  also  attacked 
the  lackluster  lineup.  Luck- 
ily, Ford  already  had  one 
hit  on  its  hands,  the  stylish 
$12,200  Focus  compact, 
launched  in  1998,  and  an- 
other in  the  pipeline,  the 
$17,500  Mondeo,  which  de- 
buted two  years  ago.  Auto 
Motor  und  Spoii,  magazine 
rated  the  Mondeo  best  in 
its  class  in  2001,  ahead  of 
vw's  popular  Passat.  And 
this  year's  edition  of  the 
annual  TUV  quality  survey 
showed  the  Focus  had  few- 
er defects  than  any  other 
car  sold  in  Germany  since 
1999.  Bolstered  by  the  suc- 
cess of  these  two  models. 
Ford's  market  share  in  Eu- 
rope has  climbed  to  8.8%, 
ahead  of  Fiat  Auto.  "The 
Focus  is  selling  very  well. 
It's  a  good  value  for  the 
price,"  says  Hans-Joachim 
Kremer,  owner  of  the  Ford 
Autohaus  Kremer  dealer- 
ship in  Frankfurt. 

Ford  of  Europe  is  now 
rolling  out  more  new 
cars — and  faster.  A  new 
$10,200  Fiesta  was 
launched  last  year  nine 


months  ahead  of  sched- 
ule, and  the  Fusion,  a 
compact  minivan,  is 
due  out  in  October  The 
Fusion  is  targeted  at 
the  growing  number  of 
Europeans  who  want 
something  small  and 
fuel-efficient,  but  more 
versatile  than  a  sedan. 
These  are  the  broad 
outlines  of  the  Ford 
turnaround.  But  the 
little  moments  count, 
too.  Thursfield  convened 
weekly  meetings  in  a 
"war  room"  at  Ford's  Merkenich  de- 
sign studio  near  Cologne.  At  one  of 
those  encounters  (no  sitting  allowed), 
executives  discovered  they  were  paying 
one  gas-tank  suppher  twice  as  much  as 
another  for  the  same  quahty  product. 
By  picking  up  on  those  discrepancies, 
Scheele  saved  $900  million  over  the 
past  two  years.  Thursfield  wants  to 
wring  out  another  $400  million  this 
year.  Says  one  Ford  official:  "The  trick 
is  to  look  at  everything." 

That's  what  Scheele  plans  to  do  in 
Michigan.  Ford's  Dearborn  headquarters 
now  boasts  its  own  war  room,  though 
officials  prefer  to  call  it  the  "energy 
room."  Ford  is  also  looking  across  the 
Atlantic  for  pointers  oh  making  better 
use  of  its  plants.  Its  revamped  Cologne 
factory  can  assemble  any  model  in  the 
European  lineup,  fi'om  the  Ka  minicar  to 
the  Galaxy  van.  Bill  Ford  wants  that 
kind  of  versatility  in  North  America, 
where  the  company  has  no  flex  factories. 
"You  don't  need  all  yoiir  plants  to  be 
flexible,  but  you  need  a  portion,  proba- 
bly about  a  third,"  he  says. 

To  stanch  the  red  ink  at  domestic  op- 
erations. Bill  Ford  is  adopting  many  of 
the  measures  the  company  implemented 
in  Europe.  But  the  trade-offs  Ford  of 
Europe  made  between  savings  and  qual- 
ity may  still  come  back  to  haunt  the 
company.  The  new  Fiesta  has  gotten 
knocks  for  its  plasticky,  cheap-looking 
dashboard.  And  the  Focus  comes  less 
richly  equipped  than  rivals.  Anti-lock 
brakes  are  standard  on  the  Fiat  Stilo 
and  the  Peugeot  307;  on  most  of  the 
Focus  range,  they're  an  option.  Small 
details,  but  they  add  up — and  sometimes 
they  turn  potential  customers  off.  Bill 
Ford  can  leani  some  lessons  from  Eu- 
rope. He  just  has  to  make  sure  they're 
the  right  ones. 

By  Christine  Tiei-ney  in  Frankfurt 
and  Kathleen  Kerurin  in  Detroit 
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ELECTRONIC  COMMERCE 


ONLINE  FINANCE 
HITS  ITS  STRIDE 


Customers  like  the  ease 
of  Net  transactions, 
and  companies  love 
the  cost  efficiency 

The  scene  at  E*Trade  Financial's 
Manhattan  office  in  January 
seemed  like  pure  1999.  Shiny 
blond  wood,  staffers  in  black,  and 
E*Trade  execs  introducing  each  other 
by  titles  such  as  ''missionary'" — all  at  a 
catered,  open-bar  press  conference  to 
unveO  new  T\'  spots.  But  something  was 
different.  Monitors  around  the  room 
played  a  \"ideo  loop  of  the  compan\''s 
products:  checking  accoimts,  sa\Tngs, 
and  mortgages.  Only  later  did  you  get 
hints  of  the  fire-your-broker  ethos  that 
once  made  E*Trade  the  epitome  of  on- 
line stock  trading.  "Brokerage  was  the 
emotional  ai-m,"  said  CEO  Christos  M. 
Cotsakos.  "Banking  is  the  rational  arm." 
A  funny  thing  happened  while  everj'- 
one  was  laughing  at  the  dot-com  implo- 
sion: E-finance  grew  up  and  got  real. 
Since  the  Nasdaq  bust  began  two  years 
ago.  Net  finance  businesses  have  ex- 
changed glitz  for  substance.  Instead  of 
trjing  to  persuade  people  to  chuck  their 
day  jobs  and  become  stock  traders. 
E*Trade  and  its  rivals  are  focusing  on 
the  mundane  transactions  Americans  do 
ever\'  day.  The  new  growth  sectors  of 


online  finance  involve  pajing  biUs,  man- 
aging bank  accounts,  figuring  taxes,  and 
taking  out  mortgages. 

And  it's  working.  Tens  of  millions  of 
people  now  use  the  Net  for  financial 
transactions,  and  their  ranks  are 
sweUing.  Last  year,  15  million  Ameri- 
cans paid  bills  online — ^up  60^  from  the 
year  before.  Almost  15%  of  Americans 
who  prepared  their  own  tax  return 
through  Mar.  22  filed  with  the  Internal 
Revenue  Service  online.  And  Americans 
took  out  at  least  $160  billion  in  mort- 
gages online  in  2001,  8%  of  the  total 
market.  "I  don't  know  that  there's  a 
single  more  \'iable  use  of  the  Internet 
than  financial  serxices,"  says  Mark  Zan- 
di.  chief  economist  at  Economy.com  Inc. 

What's  more,  this  generation  of  e-fi- 
nance outfits  is  making  money.  For  the 
first  time,  more  than  half  of  the  21  pub- 
lic e-finance  companies  turned  a  profit  in 
the  first  quarter  under  generally  ac- 
cepted accounting  principles,  if  Wall 
Street  estimates  hold  up.  That's  up  from 
nine  in  the  fourth  quarter  of  2001  and  is 
expected  to  rise  to  14  companies  by 
yearend.  Those  now  profitable  include 
lender  E-Loan,  mortgage  pro\ider  Indy- 
Mac  Bancorp,  financial  software  devel- 
oper Intuit,  and  online  bank  Netbank. 

To  be  sure,  certain  sectors  of  e-finance 
are  stiU  struggling.  The  brokerage  busi- 
ness adapted  to  the  Internet  faster  than 
any  other  arm  of  finance,  with  Net  bro- 


kers grabbing  45%  of  the  New  Yoj 
Stock  Exchange  and  Nasdaq  trades 
early  2000.  But  with  the  stock  mail  : 
crash  and  with  day  traders  count i. 
their  losses,  that  share  is  down  to  22  J 
Few  analysts  expect  it  to  return  to  ".'_ 
peak  anjlime  soon,  and  the  result  is  o  ., 
solidation.  Several  small  players,  inch  ^j"^ 
ing  WebStreet,  sold  out  in  recent  mont  |^  . 
And  on  Apr.  8,  Ameritrade  HoldiT'. 
Corp.  said  it  would  buy  Datek  Onl   , 
Holdings  Corp.  for  $1.3  billion,  becom    "^ 
the  largest  Net  broker  in  the  coun 


xi 


HOW  E-FINANGE 
GOT  REAL 

With  the  exception  of 
Internet  hrokemges. 
e-finance  is  back  and 

.  />  on  making 
^  mA-toting  day 
-  and  iuk<hed 

•ts  and 
hnologg. 


MORTGAGES 


BILLING 


About  $160 
billion  in 
mortgages 
was  pro- 
cessed online  last 
year.  Getting  a  Net 
mortgage  is  becoming 
cheaper.  Web  leader 
IndyMac  charges  rates 
as  much  as  0.375% 
below  market  averages 
because  its  processing 
cost  are  so  low. 


Fifteen 
million 
people 
paid 

bills  on  the  Net  last 
year,  up  60%  from  the 
level  in  2000.  Growth 
took  off  when  the 
credit-card  companies 
began  promoting 
electronic  payment  on 
monthly  paper  bills. 


ONLINE  TAX  PREP 

Of  about 
60  million 
people 
who  will 
prepare  their  own  re- 
turns this  year,  the 
IRS  expects  8.5 
million  to  file  on  the 
Net,  a  27%  increase 
from  last  year.  Elec- 
tronic filing  cuts  re- 
fund-delivery time  by 
65%  or  more. 


BANKING 


ho 
online  access  t 
checking  or  sa 
accounts  last  i 
up  from  12  mil 
in  2000.  Cust4 
like  having  no 
and  24-hour  a*|^ 
Several  banks 
profit  online 


^-h 
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easured  by  trades  per  day  (page  89). 
"  Even  those  sectors  of  e-finance  that 
^  ^e  growing  face  challenges  ahead.  Net 
'  ortgages  will  see  slower  demand  as 
terest  rates  stabilize  or  even  rise.  The 
\  ortgage  Bankers  Assn.  predicts  the 
'  'ilume  of  mortgages  vdll  drop  29%  in 
:  )02  from  the  record  $2  trillion  last 
]  'ar.  And  onhne  bill  payments  and  Net 
nking  will  need  continued  backing 
m  the  large  corporations  promoting 
em  to  keep  growing.  The  dowTitum 
r  Net  brokers  underscores  how  cycli- 
cal some  finance 
sectors  can  be. 

Why  are  so 
many  e-finance 
services  taking  off 
now?  For  starters, 
finance  is  better 
suited  to  the  capa- 
bilities of  the  In- 
ternet than,  say, 
retail.  It  deals  in 
information,  not 
goods.  Companies 
don't  have  the  cost 
of  shipping  books, 
dog  food,  or  sofas 
aroimd  the  country. 
And  buyers  don't 
have  to  test  to  see 


By  early 
2000,  Net 
players  had 
grabbed 
;he  trades  on 
and  the  Big 
rhat  share  has 
i  to  22%  with 
ik  market 
nd  few  Wall 
nalysts  expect 
lam  its  peak 
e  soon. 


whether  a  bank  account  is  comfortable — 
unlike  with  a  mattress  or  a  pair  of 
shoes.  "There's  nothing  a  customer  has 
to  see  or  feel,"  says  analyst  Michael 
Hodes  of  Goldman,  Sachs  &  Co. 

More  important,  e-finance  companies 
have  used  smarter  tactics  during  the 
past  year  and  have  been  blessed  by  fa- 
vorable markets.  Consider  online  mort- 
gages. A  flowering  of  innovation  and  a 
refinancing  boom  prompted  by  tumbling 
interest  rates  helped  boost  online  loan 
volume  to  more  than  $160  billion  in 
2001 — up  to  10  times  as  much  as  the 
year  before.  About  $25  bilHon  of  that 
came  from  dot-com  lenders,  but  far 
more  came  from  big  boys  such  as  Coun- 
trywide Credit  Industries  Inc. 

The  dot-com  leader  is  LendingTree 
Inc.  in  Charlotte,  N.  C.  Users  of  its  on- 
line marketplace  effectively  apply  to  as 
many  as  four  of  the  150  lenders  in 
LendingTree's  network,  which  compete 
with  one  another  for  the  business.  Lend- 
ingTree gets  referral  fees  for  each  lead 
and  commissions  averaging  $450  on 
loans  that  close.  Last  year,  LendingTree 
helped  lenders  land  $8  billion  in  mort- 
gages and  $4  bilUon  in  other  loans.  "It 
was  real  convenient,  [and]  they  saved 
me  a  couple  of  hundred  a  month,"  says 
George  Mendros,  who  refinanced  his 


Taunton  (Mass.)  house  through 
LendingTree. 

Numbers  like  LendingTree's 
pale  beside  the  market  power 
of  huge  banks.  Take  Country- 
wide and  Washington  Mutual 
Inc.,  two  of  the  nation's  top  five 
mortgage  lenders.  At  midyear, 
Washington  Mutual  made  its 
brokers  and  sales  staff  begin 
using  the  Web  to  process  appli- 
cations. Result:  $60  billion  in 
online  volume  by  December. 
Countrywide  says  it  did  $13  bil- 
Uon in  e-commerce  loans  in  the 
first  two  months  of  2002 — about 
90%  of  its  broker-originated 
business  and  47%  of  its  total. 
"We'll  be  north  of  $100  biUion 
this  year,"  says  Craig  S.  Davis, 
president  of  Washington  Mutu- 
al's  mortgage  unit. 

Bigger  lenders  have  managed 
to  tailor  Net  mortgages  even  to 
customers  who  don't  like  the 
Net.  Instead  of  applying  online, 
most  IndyMac  customers  go  to 
a  broker — ^w^ho  applies  online  for 
them.  Then  Web  software  tracks 
documents,  puUs  credit  reports, 

I  and  figures  out  the  interest  rate 
needed  to  match  a  borrower's 
credit  record,  spitting  out  price 
decisions  in  minutes.  Technology 
also  lets  IndyMac  beat  average 
mortgage  rates  by  0.25%  or 
0.375%^up  to  $50  a  month  on  a 
$200,000  mortgage.  Why?  By  automating 
many  things  that  had  been  done  manu- 
ally in  the  past,  it  has  pushed  its  pro- 
cessing costs  to  55%  to  60%  below  the 
industry  average.  "People  can  copy  the 
look  and  feel  of  our  Web  site,"  says  In- 
dyMac CEO  Michael  W  Perry.  "But 
what's  difficult  to  copy  is  what's  under- 
neath the  Web  site." 

While  innovation  helped  boost  Net 
mortgages,  it  may  have  saved  online 
bill  payment  from  extinction.  In  the 
past,  startup  bill-consolidation  firms, 
banks,  and  portals  tried  to  persuade 
consumers  to  pay  $5  to  $13  a  month  to 
pay  their  bills  online — and  got  few  tak- 
ers. But  credit-card  companies  and  oth- 
er billers  wanted  online  billing  to  grow 
because  it  saves  them  processing  costs. 
So  billers  started  offering  it  to  cus- 
tomers free  of  charge.  From  15  miUion 
last  year,  the  number  of  Americans  who 
pay  bills  online  is  expected  to  hit  26 
milhon  this  year  and  46  milUon  by  2005, 
according  to  researcher  Gartner  Group 
Inc.  "We  knew  we  had  to  bmld  it,"  says 
Colleen  Zambole,  vice-president  for  e- 
commerce  at  Discover  Financial  Ser- 
vices Inc.  "They  [the  startups]  had  a 
business  model  that  didn't  make  sense." 
The  model  for  billers  certainly  does. 
Gartner  analyst  Avivah  Litan  says  the 
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lOO-plus  major  billers  she  surveyed 
spent  an  average  of  Sl.l  million  on  their 
Web  payment-processing  systems.  A 
company  can  recoup  that  money  in  a 
year  by  getting  200,000  customers  to 
pay  their  monthly  bills  online — and  the 
cost  savings  continue  year  after  year. 
Paying  taxes  online  is  getting  a  simi- 


most  online  tax  returns  from  Intuit's 
TurboTax  for  the  Web  is  a  third  of  the 
average  bill  from  pros  who  use  similar 
software.  The  residt:  The  iRS  thinks  8.5 
million  people  will  e-file  this  year,  up 
from  6.7  miUion  last  year. 

Online  banking  is  more  of  a  middling 
success.  While  the  number  of  people 


By  2007,  Congress  says  80%  of  taxpayers 
must  file  electronically.  The  IRS 
saves  $1  for  each  return  jfiiled  online 


lar  push  from  the  IRS.  The  agency  saves 
about  $1  for  each  return  filed  online, 
and  it's  under  congressional  mandate  to 
see  that  80%  of  returns  are  filed  elec- 
tronically by  2007.  The  agency  has  pro- 
posed giving  e-filers  two  extra  weeks 
to  get  their  returns  in.  Consumers  don't 
fare  too  badlv,  either:  The  $33  tab  for 


looking  at  their  checking  or  savings  ac- 
count information  rose  33%  last  year, 
to  16  million,  according  to  the  newslet- 
ter Onliyie  Banking  Report,  it's  just  be- 
ginning to  make  money  for  banks.  The 
payoff  for  customers  is  more  conven- 
ience than  cash — since  they  usually  don't 
get  any  discounts  on  service  charges. 


The  big  impact  on  the  industry:  Th 
Web  makes  customers  much  more  loy 
to  their  banks.  A  study  by  Boston  Coi 
suiting  Group  (bcg)  says  online  patror 
switch  banks  40%  less  often  than  oth( 
customers — because  they  invest  tinr 
in  understanding  the  service  and  coi 
figure  their  accoimts  to  do  things  lit 
automatically  send  out  monthly  car  loa 
pajTTients.  Says  Chicago  \adeo-game  ri 
viewer  Michael  McGehee:  "It  makes  th 
decision  to  switch  banks  more  compl 
cated.  The  online  service  at  Bank  Or 
is  pretty  good." 

E -finance  has  turned  the  comer, 
has  tens  of  millions  of  customers  no^ 
not  three  years  from  now — which  wj 
the  sort  of  vague  promise  Web  comp; 
nies  once  used.  Certain  sectors,  such  t 
mortgages,  will  suffer  cyclical  declines 
the  volume  of  business  slides.  But  taxf 
and  bills  know  no  bear  markets. 

By  Timothy  J.  Mullaney  in  Ne 
York,  with  Darnell  Little  in  Chicago 


COMMENTARY 


By  Timothy  J.  Mullaney 

HUNKERING  DOWN  MAY  NOT  SAVE  AMERITRADE'S  SKIN 


Once  upon  a  time,  it  would  have 
seemed  like  a  ton  of  money.  But 
Ameritj-ade  Holding  Corp.'s  Apr. 
8  deal  to  buy  rival  Internet  broker 
Datek  Online  Holdings  Corp.  for  $1.3 
bUlion  says  more  about  the  weakness- 
es of  online  trading  than  its  strengths. 
The  merged  company  is  likely  to  make 
more  money  than  the  two  would  have 
separately — at  least  for  a  while — ^but 
it  doesn't  mean  the  online  trading 
boom  is  coming  back.  Instead,  the  deal 
is  about  preparing  online  brokers  to 
live  off  the  land  for  some  time  to  come. 

Here's  why.  When  trading  at  Net 
brokers  peaked  at  98  million  trades  in 
early  2000,  it  was  an  extraordinary 
time.  The  stock  market  was  roaring, 
the  Net  was  white- 


hot,  and,  to  a 
hardy  few,  day 
trading  seemed  a 
viable  profession. 
No  more.  As  a  re- 
sult, online  bro- 
kers' volume  has 
plummeted  to  54 
million  trades. 
More  worrjing,  e- 
brokerages  are  los- 
ing market  share 
to  traditional  hous- 
es. In  early  2000, 


STOCK  SLUMP 

Ameritrade  and  its  rivals  have  seen  their 

stock  prices  plummet  since  the  Nasdaq 

boom  ended  in  Spring  2000 
60- 
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online  brokers  accounted  for 
45%  of  trades  on  the  New 
York  Stock  Exchange  and 
Nasdaq — but  only  22%  now 
Ameritrade's  problem  is 
stark:  Its  commissions  fell 
31%  for  the  fiscal  year  end- 
ed in  September  and  signs 
point  to  a  tepid  recovery. 
So  Chief  Executive  Joseph 
Moglia  has  been  cutting 
costs.  Advertising  was 
slashed  77%,  to  $14.6  mil- 
lion, for  the  quarter  ended 
in  December.  Staffing  went  from  2,500 
in  2000  to  1,737  at  2001's  end.  The  ef- 
fort has  worked,  up  to  a  point:  The 
broker  made  $9  million  in  the  calendar 
fourth  quarter  2001. 

Now,  Moglia's  plan 
is  to  merge  with 
Datek  and  cut  costs 
some  more.  The  CEO 
says  the  merged  com- 
pany can  lop  off  $100 
million  in  expenses. 
Why?  Both  firms 
have  infi-astructures 
built  to  support  2000 
trading  levels.  Datek's 
average  daily  trades 
are  off  50%  since 
March,  2000. 


MOGLIA:  His  Datek 
merger  coxdd  do 
ivell  in  a  rebound 


But  it  may  not  be  enough 
to  keep  Ameritrade  inde- 
pendent. That's  because  rival 
online  brokers  are  hedging 
their  bets  by  diversifying 
into  more  stable  financial 
services,  while  Ameritrade 
is  doubling  down  on  the 
volatile  brokerage  business. 
Charles  Schwab  Corp.  is 
building  up  asset-manage- 
ment businesses.  E*TVade 
Financial  bought  a  bank  and 
a  mortgage  company.  Ameri- 
trade and  Datek  are  likely  to  do  well 
in  a  modestly  rebovmding  market.  But 
analysts  suspect  the  company  will  seU 
out  to  a  more  stable,  diversified  finan- 
cial institution  once  trading  volume 
recovers  enough  that  they  can  get  a 
decent  price.  "The  trading  levels  of 
1999  and  2000  aren't  coming  back," 
says  UBs/Paine Webber  Inc.  analyst 
Eric  E.  Wasserstrom. 

In  the  short-term,  Ameritrade  is 
building  a  strategy'  in  which  top-line 
growth  is  a  luxurj' — great  if  it  hap- 
pens, but  not  essential  to  increasing 
earnings.  Over  time,  though,  you  just 
can't  shrink  your  way  to  greatness. 


APR.  9.  '02 


Mullaney 
New  York. 


covers   e-finance  from 


88  BusinessWeek  /  April  22.  2002 


One  button.  Infinite  reach, 


«-^ 


Only  WebEx  is  equipped  to  deliver  Web  conferencing  services  with  the  reliability, 
scalability,  and  security  your  business  requires.  Though  a  number  of  companies  are 
attempting  to  follow  our  lead,  none  come  close  to  the  tremendous  reach  and  power 
of  our  global  carrier-grade  network  featuring  built-in  redundancy  and  real-time 
switching — like  the  ubiquitous  telephone  network.  The  result?  It's  incredibly  easy  to 
communicate  securely  and  conduct  business  with  infinite  confidence  no  matter  how 
far  and  wide  your  meeting  must  reach.  Bringing  the  meeting  to  you — wherever  you 
may  be.  Visit  us  at  webex.com  or  call  877-50-WebEx  (877-509-3239). 

WebEx,  and  the  WebEx  logo  are  registered  trademarks  of  WebEx  Communications  Inc.  '2002,  WebEx  Communications  Inc.  AH  rights  reserved. 
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COMPUTERS 


WHY  RIVALS  ARE  THANKING 
HP  AND  GOMPAa 

Wary  retailers  now  give  smaller  players  more  shelf  space 


Just  last  summer,  PC  maker  eMa- 
chines  Inc.  was  at  death's  door — 
delisted  from  the  Nasdaq  stock  ex- 
change, burning  through  cash,  and  so 
despised  for  its  poor  customer  service 
that  many  retail  clerks  tried  to  talk  cus- 
tomers out  of  buying  its  machines.  But 
on  Sept.  4,  the  company  got  a  new  lease 
on  life  in  the  form  of  Hewlett-Packard 
Co.'s  proposed   purchase   of  Compaq 
Computer  Corp.  Since  then,  retailers 
once  again  have  been  making  room  for 
eMachines.  As  of  February,  its  PCs  took 
up  13.8%  of  shelf  space  in  U.  S.  stores, 
vs.  10.1%  in  August.  "We  had  eMachines 
on  the  sales  floor  periodically  before, 
but  now  they're  there   100%  of  the 
time,"  says  James  Sinegal, 
CEO  of  the  warehouse  retailer 
Costco  Wholesale  Corp.  "It's 
an  attractively  priced  ma- 
chine, and  we  think  we'U  do 
well  with  it." 

What  gives?  With  trailer 
trucks  fuU  of  proxy  cards  stiU 
being  counted,  it  could  be 
weeks  before  it's  known 
whether  HP  won  its  Mar.  19 
shareholder  vote  to  approve 
the  Compaq  deal.  Yet  the 
proposed  merger  already  is 
working  in  favor  of  second- 
tier,  home-PC  makers.  The 
reason:  An  HP-Compaq  combo 
would  claim  70%  of  the  $7.5 
bilHon  U.  S.  retail  PC  market. 
So  to  give  customers  more 
choices  and  to  keep  HP  from 
becoming  strong  enough  to 
dictate  prices,  retailers  are 
stocking  up  on  other  brands. 
As  a  result,  HP-Compaq's 
share  is  expected  to  fall  to 
50%.  "Retailers  are  far  too 
smart  to  let  leverage  shift  to 
the  suppUer,"  says  one  HP  ri- 
val. "Retailers  will  either  find 
a  competitor  or  create  one." 
That  puts  up  for  grabs  the 
20%  of  the  home  PC  retailing 
market  HP  and  Compaq  could 
lose — some  $1.5  bUHon  in  busi- 
ness. Fierce  competition  has 
forced  others — IBM,  Packard 


Bell,  Acer — out  of  stores.  And  except  for 
a  few  models  sold  at  its  Gateway  Coun- 
try Stores,  Gateway  Inc.  sells  direct,  as 
does  biggie  Dell  Computer  Corp.  That 
leaves  the  spoils  to  the  B-team. 

Those  most  likely  to  gain  ground  are 
eMachines,  Sony,  and  Best  Buy.  EMa- 
chines is  becoming  a  sought-after  alter- 
native for  sub-$l,000,  no-Mlls  PCs.  Sony 
Corp.  is  expanding  its  niche  as  a  sup- 
plier of  high-end  models  with  all  the 
bells  and  whistles.  In  February,  Sony 
grabbed  11%  of  total  retail  shelf  space 
for  its  VAio  PCS — double  the  amount  it 
commanded  the  year  before.  Meanwhile, 
retailer  Best  Buy  introduced  its  own 
brand  of  pes,  called  vpr  Matrix,  in  Jan- 

MERGER  WINDFALL 

The  HP-Compaq  combo  would  get  70%  of  the  home-PC  mar- 
ket. Since  the  Sept  4  merger  announcement,  U.  S.  retailers 
have  sought  alternative  brands.  Here's  who  could  benefit: 


Bt 


SONY 


It  is  carving  out  ground  in  high-end  home  PCs 
with  its  VAIO  models.  Sony's  market  share  in  revenues 
rose  from  18%  in  August  to  22.8%  in  December. 


eMACHINES  Zr 

king  of  the  sub-$l,000  PC  was  near 
death  last  year.  Now,  as  the  biggest 
supplier  of  inexpensive  models,  its 
shelf  space  has  jumped  from  10.1% 
in  August  to  13.8%  in  February. 


nrCT  PI  IV  ^'^^  retailer  introduced  its 

D  Lw  I    D U  1   own  vpr  Matrix  line  of  PCs 
in  January.  Retailer-branded  PCs  have  bombed  in 
the  past.  But  these  models,  priced  below  the 
leading  brand  names,  are  selling  well  so  far. 

Data:  NPD  Group  Inc.  and  ARS  Inc. 


uary.  With  the  number  of  major 
brands  sold  at  retail  falhng  in  the  1 
few  years  from  eight  to  five — and  n 
maybe  four,  "we  have  to  represt 
choice,"  says  David  Morrish,  a  Best 
senior  vice-president. 

Extra  shelf  space,  however,  does 
guarantee  success  for  the  PC  also-ra 
The  hardscrabble  business  is  sufferi 
from  sluggish  demand,  a  bloody  pr 
war,  and  rising  component  costs.  Tl 
makes  it  tricky  for  PC  makers  to  ma 
tain  profitability,  especially  since  t 
models  don't  differ  a  lot  from  one  bra 
to  the  next.  Of  the  home-PC  leade 
only  Dell  and  HP  consistently  have  be 
in  the  black.  "Brands  can  Ump  along 
years  without  gaining  traction,"  sa 
IDC  analyst  Roger  Kay.  "They  have 
dehver  on  their  promises." 

If  they  do,  the  added  volume  could 
wonders  for  the  smaller  players.  So 
stands  to  gain  the  most.  For  startejui 
it's  profitable:  Sony  boasts  a  gross  m: 
gin  of  20%  on  its  PCs,  vs.  an  indust 
average  of  18.5%,  says  Technology  Bu 
ness  Research  Inc.  Designed  for  tho  d 
who  want  to  make  home  movies  or  cr 
ate  music,  its  Pes  have  pricey  features 
such  as  an  attached  digit 
camera  on  its  high-end  no 
book  that  takes  still  and  mo 
ing  pictures. 

Best  Buy  also  hopes  to  w 
with  entertainment-orient«  '!'' 
PCS.    The    vpr   Matrix   lu 
sports  DVD  players,  CD  bur 
ers,  and  plug-in  ports  for  di 
ital  cameras  and  camcorder 
Sure,   there's   a   history 
store  brands  that  flopped  di 
to  low  brand  recognition  ar 
the  complexities  of  managir 
inventory.  Still,  early  sigr 
are  promising:  Many  store  ta 
are  selling  out  of  the  Matri 
EMachines    has    yet    t 
overcome  its  rep  for  abysm 
service,   although  it  is  r 
training  service  staff  and  hi 
cut  return  rates  by  60%  1: 
mailing  replacement  part 
"The    staff    seems    poorl 
trained,"  says  David  J.  Mai 
shall,  a  student  who  bougl 
an     eMachines     PC     thre 
months  ago.  "I'm  still  waii 
ing  for  replacement  speat 
ers."  With  gross  profits  of  ui|C 
der  $100  per  PC,  only  bi 
volumes  can  lift  its  bottor 
line.  If  the  HP-Compaq  dei 
gets  the  green  light,  eMa 
chines  will  get  that  chance. 
By  Arlene  Weintraub  i 
Los  Angeles 
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How  to  tell 

a  cry  for  help 

from  an  act 

of  defiance. 


\ 

'JLt's  not  easy,  and  sometimes  it  takes 

fl  i  professional  team  to  recognize  a 

iignal — like  unmatched  socks, 
it 
^      Amy  (not  her  real  name)  was  a 

n  kreteran  of  homeless  street  life  where 

"  fou  steal  to  survive.  She  was  eight 

$ 

..  when  she  was  abandoned  by  her 

)(  addict  mother. 

»      She  was  hard  to  be  around.  Not 

that  she  was  vicious  or  violent  or 

ji  jinything  like  that.  Instead,  she  was 

ii  (uncomfortably  odd.  She  made  strange 

iifaces  and  hand  gestures,  had  a  stilted 

talk,  peculiar  mannerisms  and  an 
nnerving  way  of  talking  too  close  to 
your  face. 

Her  deliberately  assembled  daUy 
costumes  (always  including  her 
trademark  mismatched  socks)  were  over  the  top.  Eight-year-old  girls 
are  entitled  to  wide  latitude  for  fashion  peculiarities,  but  the 
aggressive  nature  of  Amy's  personal  dress  separated  her  from  the  rest 
of  the  world.  She  managed  to  disturb  people  before  she  ever  spoke  a 
word,  and  adults  and  children  alike  did  their  best  to  avoid  her. 

Enter  Sunny  Hills  Children's  Garden 

That  was  when  Amy  came  to  our  Group  Home  Program.  Each  year. 
Sunny  Hills  Children's  Garden  gives  a  fUU  spectrum  of  services  to 
400  emotionally  traumatized  children,  teens  and  their  families. 
They  come  from  nine  Bay  Area  counties  and  all  over 
California,  for  reasons  as  varied  as  the  individuals 
themselves.  We  help  them  rebuild  their  lives  in  a  program 


5-  y 


that  includes  group  homes,  schools  and 
day  treatment.  The  one  common  element 
is  a  stable,  homelike  environment. 

The  breakthrough 

For  Amy,  our  answer  came  when  we 
recognized  her  behavior  as  talent 
struggling  to  come  out.  We  enrolled  her  in 
a  local  drama  program  and  covered  the 
cost  out  of  our  Special  Needs  Fund.  She 
channeled  her  "oddities"  into  acting  and, 
almost  miraculously,  the  light  bulb  went 
on  over  her  head. 

She  changed  her  attitude  about  life  and 
tried  to  fit  in.  She  told  her  teachers  she  no 
longer  needed  to  be  different  and  even 
modified  her  dress  and  behavior.  She  was 
suddenly  ready  to  do  what  she  had  to  do 
to  move  on  from  the  program  and  re-enter  the  world. 

She  went  back  to  public  school.  Last  May,  she  graduated  from 
Sunny  Hills  Children's  Garden  and  is  now  happily  reunited  with  her 
relatives  after  years  of  separation.  Her  public  school  teachers  tell  us 
that  she  gets  along  just  fine.  The  socks?  Pretty  much  history.  As  she 
puts  it,  "I  only  wear  socks  that  don't  match  when  I  feel  1  don't  fit  in." 

A  painless  way  to  help  400  other  Amys,  right  now 

Just  clean  out  your  closet,  unmatched  socks  and  all.  Bring  whatever 
you're  passing  along  to  our  Bargain  Box  Thrift  Shop  in  San  Rafael, 
and  while  you're  there,  check  out  whatever  we  have  for  sale. 
Yes,  there  are  other  thrift  shops  around,  and  there  may  be 
one  closer  to  you.  But  none  of  them  can  do  what  we  did  for  Amy. 


Sunny  Hills  Children's  Garden 

300  Sunny  Hills  Drive  in  San  Anselmo,  with  additional  facilities  in  San  Rafael  and  Novato.  The  Bargain  Box  is  at  508  Irwin  in  San  Rafael. 
If  you'd  like  to  know  more  about  Sunny  Hills  Children's  Garden,  call  us  at  415-256-1580  or  log  on  to  www.shcg.org  to  find  other  ways  to  help. 
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This  is  the  day  the  playground  came  to  me. 

And  my  sister  followed  all  my  rules. 
And  my  mom  just  never  stopped  smiling. 


WISH  KID  MOLLY.  AGE  6l 


This  is  the  day  we  all  got  to  forget  I  was  sick. 


ili 


w  a  child  with  a  life-threatening  illness,  call  1-800-722-WlSH. 
kthe  power  of  a  wish  . 


MAKE@3VISH; 


www.wish.org 


Announcing  a  groundbreaking  new, 
Business  Intelligence  Service  from 

Aviation  Week 


SECURITYiVDEFENSE 


A  weekly  electronic  and  print  intelligence  service 
for  the  global  homeland  security  and  defense  community 


Current  news,  data  and  competitive  intelligence  on  programs, 
policies,  events  and  products  for  industry  and  government 


I   Federal,  state  and  local  programs, 

airline  and  airport  programs 
I   Counterterrorism  ^  •  "fH^^^ra 

I   Force  protection  for  deployed  mili- 
tary and  naval  units 

I   The  White  House  Office  of  Homeland 
Security  and  other  U.S.  and  world 
government  agencies 

I   State  and  local  law  enforcement 
and  security  agencies 

I   Emergency  response,  urban  search  i 
and  rescue 


I   international  intelligence,  law 
enforcement  and  security  agencies 


9   Corporate  and  mdustnal  security 

I   Aviation  security  systems 

I    Robots,  special  vehicles  and  other 
ground  equipment 

I   Communications  equipment 

I   Non-lethal  weapons  with  homeland 
security  applications 

9)   New  products  and  services 

More..! 


Sign  up  today  for  your  no-risk  subscription: 

j    Get  51  weekly  issues  of  critical  intelligence  on  homeland  security  developments  for  US$595  (USS675  for  the  print  edition  outside  Hie 
continental  U.S..  Canada  and  Mexico).  Available  via  email  in  PDF  or  plain  text,  Web  access  or  print. 

Oiir  money  back  guarantee: 
'    Your  subscription  is  backed  by  Aviation  Week's  unconditional  guarantee.  If  Homeland  Security  &  Defense  is  not  for  you,  you  may  can- 
cel your  subscription  at  any  time  and  receive  a  refond  on  all  unused  issues.  There  is  no  risk  to  you  ever. 


Subscribe  now:  *€^l*r 

Tel:  1.800.752.4959  or +1.202.383.2403  I  Fax: +1.202.383.7956  lawgnews@AviationNow.com 

www.AviatlonNow.com/security 
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Aviation  Week 
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Tliere's  a  place  where  business  opportunities,  good  frien els  arWTfamilies 

C(3me  together.  Welcome  to  Waterfall  Alaska.  A  resort  of  legendary 

sportfishing  and  epic  experiences.  It  may  be  the  best 

investment  you  make  all  year. 


Phone 


State 
Fax 


Zip. 


How  big  of  a  fish  do  you  want  to  catch? 

Are  you  very  interested  in  legendary  sportfishing?  Q  Yes 

Number  of  guests 

Preferred  season:  Q  2002    Q  2003 


Save  10°^°  now 

fax  this  page  to 

907-225-8530 

We'll  also  send  a 
complimentary  video  and  brochure.* 

"Discount  applies  to  published  retail  package  rate. 


Supporting  our  country. 


fATERFALI 

.R    E   S   O    R    T  U 
ALASKA 


www.waterfallresort.com 


800-544-5125 
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Government 


FITZGERALD 

Using  his 
expertise  in 
finance 


ETER  FITZGERALD'S 
IFFERENT  DRUMMER 

'he  senator  is  hardly  what  archconservatives  expected 


hen  Enron  Corp.  sent  41  boxes 
of  internal  documents  up  to 
Capitol  Hill  in  January,  dozens 
of  staffers  were  assigned  to 
omb  through  the  records  for  newswor- 
ly  nuggets.  Among  the  crew  was  a  41- 
ear-old  self-described  numbers  geek — 
ut  Peter  Fitzgerald  is  hardly  your 
verage  congressional  gofer.  He  is  the 
ation's  youngest  senator. 

The  freshman  Republican  from  Illi- 
ois,  eager  to  understand  Enron's  col- 


lapse, worked  seven  days  a  week  sifting 
through  thousands  of  pages  of  board 
minutes  and  partnership  papers.  His 
conclusion:  Enron's  balance  sheet  was 
simply  a  scam.  "I  quickly  became  con- 
vinced that  there  was  no  economic  pur- 
pose for  the  partnerships  other  than  to 
fictitiously  pump  up  earnings,"  Fitzger- 
ald says. 

His  pointed  comments  about  Enron 
execs  at  February's  Senate  Commerce 
Committee  hearings — he  called  ex-CEO 


Kenneth  L.  Lay  "per- 
haps the  most  accom- 
plished confidence  man 
since  Charles  Ponzi" — 
made  him  a  media  dar- 
ling. But  it's  his  background  as  a  bank- 
ing lawyer  that  has  made  him  an 
important  player  in  the  post-Enron  re- 
form movement. 

A  graduate  of  Dartmouth  College  and 
the  University  of  Michigan  law  school, 
Fitzgerald  is  a  numbers-cruncher 
who  peppers  his  statements  with  such 
statistics  as  the  airlines'  average  daily 
revenues  prior  to  September  11  ($340 
million)  or  the  share  of  Enron's  earnings 
arising  from  fictitious  transactions  with 
its  Raptor  partnerships  (72%). 

When  he  first  came  to  Washington, 
after  defeating  incumbent  Democrat 
Carol  Moseley-Braun  in  1998,  Fitzgerald 
was  expected  to  march  in  lockstep  with 
the  Far  Right.  But  in  his  short  Senate 
career,  Fitzgerald  has  earned  a  reputa- 
tion as  a  hard-working  pragmatist  and  a 
reform-minded  maverick.  Sure,  on  core 
Republican  issues  such  as  abortion,  tax 
cuts,  and  limited  government,  he  votes 
with  the  GOP.  But  on  issues  such  as  a 
patients'  bill  of  rights,  gun  control,  and 
the  environment,  Fitzgerald  often  sides 
with  Democrats.  And  that  has  ticked 
off  GOP  loyahsts,  from  the  White  House 
to  the  movement  conservatives  who 
helped  him  get  elected.  Notes  one  con- 
servative activist:  "He's  not  the  [fa- 
vorite] of  the  Republican  cocktail  cir- 
cuit in  Washington." 

Indeed,  from  his  first  days  in  the  Sen- 
ate, Fitzgerald  has  exhibited  his  inde- 
pendence. He  shocked  go?  leaders  when 
he  supplied  the  pivotal  vote  for  a  1999 
gun-control  bill,  letting  then- Vice-Presi- 
dent Al  Gore  break  a  50-50  tie  (table). 
Yet  never  was  Fitzgerald's  maverick 
streak  more  evident  than  in  the  $15  bil- 
lion bailout  of  the  airlines  after  Septem- 
ber 11.  He  was  the  only  senator  to  vote 
against  it.  "That  number  was  pulled  out 
of  thin  air,  and  it  had  no  relation  to  the 
losses  [the  airlines]  incurred  by  virtue 
of  the  government  shutdown,"  he  insists. 
Fitzgerald  is  not  just  a  quixotic 
naysayer,  though.  Before  the  final  vote, 
he  worked  with  Senator  Jon  S.  Corzine 
(D-N.J.)  to  add  a  provision  ensuring 
that  taxpayers  get  a  share  of  any  airline 


WHERE 
FITZGERALD 
HAS  GONE 
HIS  OWN  WAY 


HEALTH  CARE 

In  1999,  Fitzgerald 
voted  against  a  GOP- 
backed  patients'  bill 
of  rights;  he  thinks 
patients  should  be 
able  to  sue  HMOs 


GUN  CONTROL 

In  1999,  Fitzgerald 
sided  with  the 
Democrats  on  a 
measure  requiring 
background  checks 
at  gun  shows 


AIRLINE  BAILOUT 

Last  fall,  he  cast 
the  lone  vote  against 
the  $15  billion 
airline  bailout 
passed  by  Congress 
after  September  1 1 


ANWR  DRILLING 

Fitzgerald  plans 
to  vote  against 
drilling  for  oil  and 
gas  in  Alaska's 
Arctic  National 
Wildlife  Refuge 
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profits  generated  by  the  bailout.  Says 
ex-Wall  Streeter  Corzine:  "These  are 
disciplines  that  people  who  have  lived  in 
the  business  world  expect." 

Using  his  cross-party  ties,  Fitzgerald 
is  pushing  his  top  priority:  post-Enron 
reform.  He's  teaming  up  with  Senators 
John  McCain  (R-Ariz.)  and  Carl  Levin 
(D-Mich.)  on  a  proposal  to  force  com- 
panies to  count  the  cost  of  stock  op- 
tions against  earnings.  He  has  also  in- 
troduced a  bill  requiring  Wall  Street 
analysts  to  disclose  business  ties  their 
firms  have  with  the  companies  they  rate. 

Fitzgerald's  knowledge  of  finance  runs 
deep.  He  is  the  youngest  of  five  children 
of  an  Illinois  family  that  owned  Subur- 
ban Bancorp,  where  Peter  was  general 
counsel  in  the  early  1990s.  In  1994,  Sub- 
urban was  bought  by  Bank  of  Montreal 
for  $246  million — leaving  him  flush  for  a 
Senate  run.  After  winning  the  election — 
he  spent  $13  milhon  of  his  own  funds, 
says  the  Center  for  Responsive  Poh- 
tics — Fitzgerald  refused  to  seU  his  bank 
stock,  including  $25  million  to  $50  miUion 
in  Bank  of  Montreal  holdings.  Instead, 
he  recuses  himself  on  banking  issues. 
Selling  "wouldn't  have  solved  any  prob- 
lems because  my  family  members  all 
hold  the  same  stock,"  he  says. 

In  the  coming  weeks,  Fitzgerald  may 
vote  against  his  party  once  again,  this 
time  on  the  hot-button  issue  of  opening 
Alaska's  Arctic  National  Wildlife  Refuge 
to  oil  and  gas  drilling.  The  anwr  vote  is 
expected  to  be  close,  and  GOP  leaders 
are  working  to  change  the  minds  of 
mavericks  such  as  Fitzgerald.  At  this 
point,  however,  leaders  won't  criticize 
him  publicly.  "People  in  some  parts  of 
the  countrj'  have  different  \iews  than 
those  of  us  in  the  South  who  Uve  with 
oil  and  gas  rigs  everj^  day,"  shrugs  Mi- 
nority Leader  Trent  Lott  (R-Miss.). 

Fitzgerald,  the  first  lUinois  GOP  sena- 
tor in  20  years,  is  cut  some  slack  be- 
cause he's  from  a  swing  state  that 
backed  Democrats  in  the  past  three 
P*residential  elections.  That  has  shielded 
him  from  public  criticism  by  Adminis- 
tration officials,  but  they  don't  hesitate 
to  chide  him  in  private.  "This  White 
House  places  a  premiimi  on  loyalty,  but 
when  you're  a  senator  from  a  swing 
state,  the  definition  of  loyalty  is  a  little 
different,"  says  Jennifer  Duffy,  chief 
Senate  analyst  for  the  nonpartisan  Cook 
Political  Report. 

Many  Capitol  insiders  expect  Fitzger- 
ald to  eventually  replace  McCain  as  the 
leader  of  GOP  reformers.  And  McCain 
seems  to  agree.  Fitzgerald,  he  says,  is 
"a  refreshingly  independent-minded 
young  man  that  I  \iew  as  the  coming 
generation  of  reformers."  That's  a  far 
cry  from  the  right-wing  ideologue  Wash- 
ington expected. 

By  Laura  Cohn  in  Washington 


Science  &  Technology 


COMMUNICATIONS 


THE  PULSE 
OF  THE  FUTURE 

A  new  superfast  data-beaming  technology  is  on  its  way 


It  could  be  the  Veg-0-Matic  of  the 
wireless  world.  It  chops  radio  sig- 
nals into  tiny  pulses  that  can  zip 
through  the  airwaves  without  inter- 
fering with  cell-phone  conversations  or 
broadcasts.  It's  called  ultrawideband 
(uwb) — and  if  its  promoters  are  to  be 
believed,  it  augurs  new^  appUcations  be- 
yond the  abilities  of  any  normal  cell 
phone  or  radio. 

A  fireman  on  a  rescue  mission  could 
hold  up  a  UWB  "flashlight"  and  peer 
through  walls  to  locate  \ictims.  A  cam- 
corder fitted  with  a  uwb  chip  could 
beam  home  movies  to  a  TV  set  across 
the  room.  Home  computers  on  uwB  net- 
works could  swap  data  at  speeds  ex- 
ceeding anjlhing  in  today's  high-tech 
offices.  And  in  w^arehouses,  the  technol- 
ogy could  speed  up  package  location. 
"uwB  doesn't  quite  make  a  cup  of  tea  or 
coffee,"  says  Iain  GiUott,  president  of 
iGillottResearch  Inc.,  an  Austin  (Tex.) 
wireless  consulting  firm,  '*but  it  does  all 
these  other  things  equally  well." 

Just  as  impressive,  uWB  could  cre- 
ate— almost  from  thin  air — vast  new^ 
spectrum  space  for  these  and  other 
wireless  innovations.  "Ultrawideband 
can  open  up  a  huge  swath  of  potential 
bandwidth  that  didn't  exist  before,"  says 
John  Santhoff,  chief  technology  officer  of 
Pulse-LINK  Inc.,  a  uWB  startup  in  San 
Diego,  Calif. 

Now,  after  three  years  of  big-gun  op- 
position, ultrawideband  is  getting  a 
chance  to  prove  those  claims.  The  Fed- 
eral Communications  Commission  ap- 
proved limited  deployment  in  February, 
squelching  protests  from  the  Pentagon, 
air-traffic  controllers,  and  telecom  com- 
panies. Detractors  worry  that  despite 
the  assurances  of  UWb's  boosters,  the 
technology  may  cause  interference  with 
the  global  positioning  system  (GPS). 
Sprint  PCS  and  other  wireless  carriers, 
which  paid  a  king's  ransom  for  their 
spectrum  rights,  also  fear  interference. 
But  what  commercial  wireless  outfits 
really  dread,  uwB  backers  retort,  is  low- 
cost  competition,  since  uwb  systems  can 
provide  rival  ser\ices  without  necessi- 


tating fresh  purchases  of  spectrun  tei 
How  does  the  technology  create  go!  fie 
out  of  spectral  lead?  With  a  radicall, 
different  way  of  encoding  signals.  Mos 
wireless  technologies  impart  informatioi  ( i 
by  changing  the  shape  of  radio  weaves  t  bl 
a  specific  frequency  band,  called  a  cam 
er.  AM  radio,  for  example,  uses  ampli  « 
tude  modulation — varying  the  height  o  ta 
the  waves — while  FM  radio  alters  th  >i 
frequency  of  the  waves,  squeezing  somi  ris 
closer  together  or  stretching  others  outi 

But  UWB  doesn't  use  carrier  w^ave  pec 
at  all.  It  sends  pulses — as  many  as  ;  il 
billion  zeros  and  ones  per  second,  rathe  i« 
Uke  superfast  Morse  code.  Moreover  r 
these  pulses  are  scattered  across  .  l 
broad  sweep  of  the  spectrum.  Distrib  fc: 
uted  this  way,  within  any  one  frequency  K: 
band,  the  UWB  piilses  are  so  low-powe;  iel 
that  they  seem  to  be  just  backgro' 
noise.  "The  odds  on 
it  seriously  affecting 
anything     are     be- 


tween zero  to  none," 
says  Edmond  J. 
Thomas,  the  FCC's 
chief  engineer. 

That's  also  why 
uw^  is  inherently 
secure:  Only  a  re- 
ceiver that  knows 
the  schedule  of  the 
transmitter  can  as- 
semble the  appar- 
ently random  pvdses 
into  a  coherent  mes- 
sage. "It's  like  sit- 
ting in  an  audito- 
rium, whispering 
quietly  to  the  person 
next  to  you,"  says 
Kevin  C.  Kahn,  In- 
tel Corp.'s  UWB  ex- 
pert. "It  doesn't 
bother  the  speaker, 
but  your  friend  can 
hear  you."  This  has 
obvious  appeal  to 
the  Pentagon,  which 
is  testing  or  devel- 
oping dozens  of  uwb 


through  walls 
and  ground, 
for  search 
and  rescue: 
Firefighters 
can  spot 
victims  in 
buildings  and 
under  rubble 

►  IVack 
packages 
and  other 
inventory  in 
warehouses: 
Boxes  can 
beam  their 
whereabouts 
to  receivers 
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/stems,  including  eavesdropper-proof 
attlefield  networks — and  military  brass 
ould  prefer  to  keep  the  technology  out 
f  the  hands  of  potential  enemies  and 
?rrorists. 

For  now,  the  FCC  has  restricted  com- 

lercial  UWB  jobs  largely  to  the  3.1-  to 

).6-gigahertz  range  reserved  for  satel- 

te  transmissions  and  experimental  ap- 

lications — above  the  areas  where  96% 

f  airwave  transmissions  are  concen- 

•ated.  That  mollified  many  detractors, 

at  they're  still  wary  that  the  FCC  may 

xpand  the  spectrum  uwB  can  invade 

hen  it  reexamines  the  situation  in  as 

ittle  as  six  months.  "You  open  up  the 

J  loodgates  to  use  more  spectrum,"  says 

J  .onald  L.  Swanda,  a  vice-president  at 

le  General  Aviation  Manufacturers 

.ssn.  in  Washington,  D.  C. 

n    Indeed,  several  high-tech  giants  are 

Iready  dipping  their  toes  into  UWB's 

!  'aters,  including  Sony,  Motorola,  Intel, 

:  nd  DaimlerChrysler.  They're  joining 

J  ^ich  UWB  pioneers  as  Time  Domain 

:  lorp.  in  Huntsville,  Ala.,  and  Xtreme- 

(  pectrum  Inc.  in  Vienna,  Va.  Commer- 

;  lal  ultrawideband   services   may  be 

!  iree  to  five  years  down  the  road,  but 

;  le  potential  is  just  too  good  to  resist. 

jid  while  big  players  like  Sony  Corp. 

;t  void  projections  about  a  technology 

lat  is  still  untested  in  the  marketplace, 

rireless  consultant  Andrew  M.  Seybold 

ays  the  applications  associated  with 


UWB  could  add  up  to  a  $10  billion  mar- 
ket— though  such  demand  could  take 
another  10  years  to  materialize. 

One  chief  focus  of  the  big  electronics 
companies  is  linking  consumer  devices  at 
very  high  data  rates.  UWB  can  deliver 
hundreds  of  megabits  per  second — 
enough  to  make  it  perhaps  the  odds-on 
favorite  for  transmitting  video  and  audio 
streams  to  PCs,  TVs,  and  other  gadgets 
around  the  house.  For  comparison,  to- 
day's Bluetooth  technology  has  a  ceiling 
of  only  700  kilobits  per  second.  That's 
too  little  for  even  one  digital  TV  channel, 
which  needs  at  least  2  megabits  per 
second,  using  heavy  signal  compression. 
And  the  next  generation  of  the  popular 
802.11  wireless  network  technology  will 
handle  just  54  megabits  a  second. 

Because  of  the  limits  the  FCC  has 
placed  on  transmitting  power,  uwB  sig- 
nals can  carry  for  only  about  30  feet.  "I 
could  probably  do  some  data  transfer 
from  my  socks  to  my  ears,"  jokes  mar- 
ket researcher  Gillott.  Bluetooth  is  even 
more  limited,  while  802.11  can  reach  as 
far  as  100  feet.  But  even  30  feet  could 
foster  a  lucrative  business  in  home  net- 
working— and  conceivably,  more  pow- 
erful UWB  systems  could  rival  cell-phone 
coverage  in  the  future. 

So  potential  applications  won't  stop 
with  homes.  Some  analysts  beheve  the 
killer  app  may  be  ultrawideband's  loca- 
tion-sensing properties.  Its  sharply  timed 


pulses  can  be  used  to  calculate  distances 
within  a  fraction  of  an  inch — far  better 
than  GPS,  whose  accuracy  is  measured  in 
feet.  That  explains  why  DaimlerChrysler 
chose  UWB  for  a  prototype  anticolHsion 
device  that  regulates  a  car's  speed,  keep- 
ing it  from  getting  too  close  to  a  car  or 
slowing  it  down  when  another  car  cuts 
in  front. 

Similarly,  uwb's  radar  capabilities 
could  offer  a  more  precise  way  of  lo- 
cating things  behind  walls,  vmderground, 
and  inside  the  body.  Motorola,  for  ex- 
ample, is  exploring  see-through-the-wall 
systems  for  police,  firefighters,  and  oth- 
er pubhc-safety  agencies.  Relief  agen- 
cies, meanwhile,  would  love  to  get  their 
hands  on  tools  that  could  spot  buried 
land  mines  from  helicopters.  Some  of 
these  new  applications  could  employ  a 
related  technology  that  uses  even  tinier 
pulses  than  uwB — trilUons  of  them  per 
second.  Such  technology,  known  as  ter- 
ahertz imaging,  is  already  a  hot  research 
topic  in  the  U.  S.,  Europe,  and  Japan. 

If  UWB  and  terahertz  imaging  make 
good  on  such  a  wealth  of  applications, 
"the  market  is  boundless,"  says  wire- 
less consultant  Seybold.  And  from  all 
indications  so  far,  ultrawideband  could 
be  the  wireless  answer  to  medieval 
alchemy — a  technology  for  transmuting 
the  limited  spectrum  into  an  endless  ar- 
ray of  new  services. 

By  Catherine  Yang  in  Washington 


WHAT  ULTRAWIDEBAND  CAN  DO 
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TV  to  play 
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Developments  to  Watch 


HTED  BY  NEIL  GROSS 


[EEPING  THE  MISERY 
IF  GHEMO 
rO  A  MINIMUM 

IILE  RESEARCHERS  SEARCH 

)r  more  effective  cancer 
[•eatments,  clinicians  strug- 
to  make  better  use  of 

igs  available  now.  Doctors 

the  American  Association 
^r  Cancer  Research  meeting 

San  Francisco  on  Apr.  6-10 
;ard  about  several  new 
^gnostic  technologies  that 
Blp  tailor  chemotherapy  to 
ie  individual  patient. 

Cuirently,  a  patient  must 


go  through  four  or  five  rounds 
of  often-debilitating  chemo- 
therapy before  doctors  can  de- 
termine whether  it's  working. 
An  experimental  test  devel- 
oped by  North  American  Sci- 
entific of  Chatsworth,  Calif., 
may  be  able  to  predict  after  a 
single  dose  of  chemo  whether 
the  patient  is  likely  to  re- 
spond. The  test,  called  Apo- 
mate,  combines  a  tracer  iso- 
tope with  a  human  protein 
that  seeks  out  and  attaches 
to  minute  components  in 
a  tumor  cell's  outer  coating 
that  appear  early  in  the  cell- 
death  process.  Detectors  then 


trace  the  isotope  and  meas- 
ure the  progress  of  the  cell's 
deterioration. 

Dr.  Neil  D.  Steinmetz, 
medical  director  of  the  com- 
pany's imaging  division,  said 
the  test  was  given  to  15  pa- 
tients in  an  early  clinical  trial 
within  three  days  of  their 
first  dose  of  chemo.  Early  cell 
death  was  detected  in  seven 
patients,  and  all  of  them  re- 
sponded to  treatment.  Six  of 
eight  patients  with  a  nega- 
tive test  result  failed  to  re- 
spond to  the  chemo,  and  their 
disease  progressed  or  they 
died.  Catherine  Arnst 


ICASSINI  IS  CRUISING  TO  SATURN-ALMOST  ON  AUTOPILOT 

IN  JULY,  2004,  A  SPACECRAFT  CALLED  CASSINI  WILL  BEGIN  ORBITING  SATURN,  AIMING  TO 

unlock  the  mysteries  of  the  distant  planet's  moons,  atmosphere,  and  famous  rings.  On 
Apr.  3,  the  Jet  Propulsion  Laboratory  in  Pasadena,  Calif.,  took  a  major  step  toward  en- 
suring that  the  mission  goes  off  without  a  hitch.  JPL  successfully  deployed  new  software 
that  shaves  weeks  off  a  complicated  task:  tweaking  the  flight  path  of  the  12,346-pound 

craft,  which  is  nearly  three-quarters  of  the  way 
through  its  930-million-mile  journey  to  Saturn. 

As  Cassini  speeds  toward  the  ringed  planet,  engi- 
neers adjust  its  trajectory  a  few  times  a  year,  but 
once  it  arrives,  they'll  have  to  maneuver  the  craft 
every  five  days  or  so.  The  old  system  required  eight 
or  more  engineers  performing  a  series  of  tasks  over 
a  three- week  period.  The  new  software  automates 
the  process  so  a  handful  of  engineers  can  complete 
the  task  in  roughly  half  an  hour.  There  are  about 
150  maneuvers  planned  for  Cassini's  orbit,  including 
sending  a  probe  to  explore  Titan,  Saturn's  largest 
moon.  "We  would  not  have  been  able  to  fly  this  tour  without  this  software,"  says  Earl 
Maize,  jpl's  spacecraft  operations  team  manager.  NASA  has  a  lot  riding  on  this  four-year, 
$3.26  billion  mission.  Launched  in  1997,  Cassini  is  the  last  orbiting  spacecraft  built  be- 
fore the  agency  adopted  its  "smaller,  faster,  cheaper"  policy.  Arlene  Weintraub 
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WIPS  WITH  CANALS: 
BEHER  WAY  TO 
[EST  DRUGS? 

HTH  THE  TOOLS  OF  MODERN 

lemistry,  drug  companies 
lenerate  hundreds  of  thou- 
inds  of  novel  compounds  a 
But  screening  these  po- 
sntial  drug  candidates  for  bi- 
[logical  activity  and  toxicity 
become  a  real  bottleneck, 
lichael  Pishko,  an  associate 
|rofessor  of  chemical  engi- 
sring  at  Pennsylvania  State 
Jniversity,  has  devised  a  sys- 
em  that  could  help. 


Today,  companies  test 
promising  drug  molecules  on 
chips  that  contain  roughly  400 
tiny  wells,  each  of  which 
holds  a  living  cell  from  one 
or  another  organ  of  the  body. 
The  cells  in  the  chips  are  ex- 
posed to  different  drug  can- 
didates and  then  studied  to 
determine  the  effects.  In  re- 
search backed  by  NASA, 
Pishko  and  graduate  student 
Won-Gun  Koh  developed 
cube-like  three-dimensional 
chips  riddled  with  a  minus- 
cule network  of  canals  that 
can  transport  the  chemicals 
to  be  tested.  In  this  way,  the 


researchers  increased  the  cell 
density  on  the  chips  by  a  fac- 
tor of' 1,000. 

Pishko's  3-D  "microfluidic" 
canal  system  is  just  one  of 
the  innovations  on  these 
chips.  To  create  an  environ- 
ment that  is  congenial  to  liv- 
ing cells,  he  fabricates  the 
diminutive  cell  chambers  from 
a  Jell-0-like  hydrogel.  The 
chambers  are  then  floated 
into  position  via  the  same 
canals  that  are  later  used  to 
transport  the  chemicals.  Pish- 
ko has  applied  for  patents, 
and  is  talking  to  potential 
business  partners.  ■ 


IN  A  PUSTIC  BAG, 
CLEAN  WATER  FOR 
THE  WORLD'S  POOR 

EVERY   DAY,    10,000   CHILDREN 

die  from  cholera  and  other 
waterbome  diseases,  accord- 
ing to  the  U.N.  Frank  Hus- 
son,  founder  of  Solar  Solutions 
LLC,  thinks  he  can  cut  this  toll 
with  a  low-tech,  low-cost  plas- 
tic pouch  that  uses  the  sun's 
heat  to  pasteurize  water  and 
rid  it  of  harmful  bacteria, 
viruses,  and  parasites. 

In  the  past,  relief  organi- 
zations have  built  solar-ther- 
mal systems  out  of  metal  and 
glass  to  purify  water.  But  no 
one  has  created  a  solar-pow- 
ered pasteurizer  cheap  enough 
to  deploy  widely  in  very  poor 
areas.  With  that  in  mind,  Hus- 
son's  San  Diego  startup  de- 
signed AquaPak  out  of  black 
polyethylene,  which  is  widely 
used  in  food  packaging,  and 
bubble  wrap.  Husson  says  the 
bags  could  be  made  in  most 
Third  World  countries  for  as 
little  as  $1  each.  That's  rough- 
ly 10%  of  the  cost  of  the  next- 
best  type  of  solar  purifier, 
says  Jay  Burch,  a  solar  spe- 
cialist at  the  National  Renew- 
able Energy  Laboratory. 

NREL  is  testing  the  sack's 
plastic  materials,  which  are 
key  to  its  "goof-proof  design, 
as  Husson  puts  it.  When  the 
15-inch-a-side  pack  is  filled 
with  water  and  placed  on  the 
ground,  sunshine  warms  the 
water  while  air-filled  bubbles 
keep  the  accumulating  heat 
from  escaping.  In  tests,  it 
took  90  minutes  to  heat  the 
1.2-gallon  AquaPak  to  158F. 
At  that  temperature,  practi- 
cally all  pathogens  are  cooked 
after  just  six  minutes. 

Husson,  who  is  funding  the 
venture  himself,  now  aims  to 
share  the  AquaPak  design 
with  Third  World  entrepre- 
neurs, the  U.  N.,  and  other  re- 
lief agencies.       Adam  Aston 


BusinessWeek  /  April  22,  2002  95 


#1  in  BusinessWeek's  2001 

Buying  Guide 

Compaq  Evo  Notebook  N600c 

Mobile  Intel®  Pentium®  III  Processor  1.20CHz-M 

Designed  to  meet  the  needs  of 
professional  road  warriors 


Winner,  Network  World  Best  of 
the  Tests  Award,  Nov.  2001 

Compaq  ProLiant  DL380  Server 

Intel*  Pentium*  III  Processor  1.13CHZ 

The  first  density-optimized  server  to  provide 
enterprise-class  availability  and  performance 
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Compaq  Evo  D500  Ultra-Slim  Desktop 

Intel®  Celeron®  Processor  1.30  GHz 
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Compaq  iPAQ  H3835  Pocket  PC 

Powerful  and  expandable  pocket  PC  that 
enables  you  to  connect  to  your  office 
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Sport-Ute  Trucks 
Still  Have  Miles  to  Go 

In  most  cases,  you  may  be  better  off  choosing  a  traditional  SUV 


BY 

KATHLEEN  KERWIN 


[hen  it  comes  to  sport-utility  vehicles, 
the  motto  could  be:  The  more  extreme, 
the  better.  First,  it  was  the  battle  for 
size,  with  every  auto  maker  supersiz- 
ing  its  suvs.  That  culminated  in  Ford 
Motor's  mammoth  Excvirsion — the  Big 
Gulp  of  sport-utes.  Now, 
the  latest  trend  is  to  take  an  suv 
cab  and  slap  a  pickup-truck  bed  on 
the  back.  Better  yet,  add  rare  wood 
panehng,  a  discreet  dash  of  chrome, 
loads  of  upscale  features,  and  a  sky- 
high  sticker  price. 

While  these  "sport-ute  trucks"  (sUTs)  draw 
admiring  glances  at  auto  shows,  they  aren't  es- 
pecially useful.  For  one  thing,  the  truck  beds  of 
Cadillac's  Escalade  EXT  and  Lincoln's  Blackwood 
are  too  small  for  real  cargo  hauMng.  Gk)lf  clubs  or 


EXTREME 

CARS 


PLINCOLN 
i  NAVIGATOR 

PRICE  RANGE 
$48,775-$59,840 


bulky  hockey  gear  might  fit,  but  I  stashed  my 
groceries  and  shopping  bags  on  the  back  seat  for 
fear  they  would  roll  all  over  the  truck  bed. 

Now,  nobody  says  high-end  vehicles  have  to  be 
practical — just  look  at  sporty  roadsters.  Yet  in 
the  luxury  department,  these  suTs  either  fall 
short  on  top-notch  amenities  (ext)  or  don't  de- 
liver the  ride  and  handhng  you'd  expect  from  a 
$50,000-plus  cruiser  (Blackwood).  Not  to  men- 
tion that  it's  hard  to  imagine  these  gleaming 
chrome-and-wood     behemoths     sullied     with 


mud  or  dinged  by  gravel  from  driving  off-road. 
For  going  to  extremes — or  to  the  grocery 
store — the  more  traditionally  configured  suvs 
are  a  better  bet.  Ford's  new  Expedition  full-size 
SUV  and  its  confrere,  the  Lincoln  Navigator,  offer 
more  practicaUty  and  comfort,  not  to  mention 
better  handling,  than  the  pricier 
Blackwood. 

The  2003  Expedition,  arriving  in 
showrooms  this  spring,  knows  its 
purpose  in  life:  to  get  muddy,  if  it 
must,  but  to  get  you  and  all  your 
stuff  where  you're  going  in  relative  comfort.  Its 
new  independent  rear  suspension  provides 
smooth  handling  and  a  comfortable  ride,  while 
still  giving  the  driver  a  feel  for  the  road. 

Safety  features  abound.  Sonar  has  been  added 
to  the  radar  system  (a  $255  option)  to  alert  a 
driver  to  obstacles  behind  the  SUV  when 
it's  in  reverse.  Power  pedals  adjust  to 
suit  both  tall  and  short  drivers.  Stability 
control  ($795  extra)  helps  prevent  skids.  A 
tire-pressure  monitor  (a  $150  option) 
chimes  to  alert  the  driver  if  a  tire  is  un- 
der- or  over-inflated  to  avert  blowouts  or 
handling  problems.  If  a  rollover  occurs, 
side  canopy  air  bags  should  keep  occu- 
pants from  being  ejected. 

The  Expedition  starts  at  just  over 
$31,000,  the  same  price  as  the  previous 
model,  while  the  Eddie  Bauer  edition 
costs  nearly  $42,000,  a  $110  hike.  The 
completely  redesigned  models  offer 
third-row  seating  that  folds  flat 
into  the  floor  (automatically, 
with  the  $455  power-fold  op- 
tion), as  well  as  a  flip-down 
second  row.  Ford  hopes  that 
flexibility  between  passen- 
gers and  cargo  might  lure  some 
famihes  out  of  their  minivans. 

The  Navigator,  Expedition's 
Lincoln  sibling  set  to  arrive  in 
May,  boasts  a  cushier  version 
of  the  same  new  suspension.  En- 
gineers promise  the  steering  feel 
is  reminiscent  of  Lincoln's  LS  en- 
try-luxury  sedan.   As   for  upscale 
amenities,  a  rear  liftgate  opens  auto- 
matically and  retractable  power  run- 
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ning  boards  extend  when  the  door  opens. 
Air  suspension  lowers  the  vehicle  by  an 
inch,  to  make  it  easier  to  step  in  or  out. 
The  Navigator's  instrument  panel  gleams 
subtly  with  touches  of  satin-finish  nickel. 
The  SUV  starts  at  about  $49,000  and  reach- 
es nearly  $60,000  fully  loaded. 

If  you  want  a  more  radically  styled  lux- 
ury SUV  and  a  pickup  bed  suits  your  pur- 
poses, Cadillac's  Escalade  EXT  is  a  better 
choice  than  the  Blackwood.  The  $50,000 
EXT — imagine  a  gussied-up  Chevy  Subur- 
ban with  a  pickup  bed  instead  of  a  third 
row  of  seats — offers  better  ride  and  han- 
dling as  well  as  greater  flexibility  for  stash- 
ing cargo.  Too  bad  its  cheap  furnishings 
scream  Chevy,  not  Cadillac.  In  fact,  as  the 
upscale  version  of  the  Chevy  Avalanche 
(derived  from  the  same  Suburban  chassis), 
the  EXT  shares  too  many  of  its  $31,000  sibling's 
interior  features,  such  as  a  plastic  dashboard. 

A  colleague  found  the  truck  bed  ideal  for  cart- 
ing three  oversize  duffels  of  fencing  equipment  to 
an  out-of-state  meet  and  the  interior  roomy 
j  enough  for  four  lanky  fencers.  For  maximum 
cargo  space,  the  cab's  back  wdndow  retracts  and 
the  rear  seat  folds  flat,  elongating  the  five-foot 
pickup  bed  to  eight  feet.  One  drawback:  A  nar- 
row back  window  impedes  the  driver's  rear  view. 
As  for  handling,  the  EXT,  helped  by  the  balanced 
weight  of  its  cab,  feels  less  bulky  than  the  jum- 
bo Suburban  suv  and  more  stable  than  gm's 
pickups,  which  also  share  its  chassis.  While  none 
of  these  turn  on  a  dime,  the  EXT  is  easier  to 
maneuver  on  crowded  city  streets. 

The  Cadillac  clearly  outhandles  Lincoln's 
$53,000  Blackwood.  The  Lincoln's  leather- 
swathed  interior  is  comfy  and  its  gleaming  dash- 
board luxurious,  but  the 


transmission  feels  rough,  the  ride  bouncy,  and 
the  brakes  sluggish.  While  its  bed  cover  rises 
smoothly  at  the  touch  of  a  key  fob,  the  cover 
doesn't  detach,  limiting  space  in  the  shortened 
bed. 

Consumers  have  noticed.  Since  its  November 
debut,  just  550  have  sold.  (By  contrast,  Cadillac 
sells  about  1,000  EXTs  a  month.)  Lincoln  recent- 
ly said  it  will  stop  making  the  Blackwood  in 
April,  2003.  A  spokesman  said  the  truck  was  al- 
ways intended  to  be  stopgap  measure  until  the 
new  Navigator,  as  well  as  the  midsize  Aviator 
suv  slated  to  arrive  this  summer,  hit  the  market. 

The  Blackwood's  demise  doesn't  mean  the 
concept  of  slapping  a  pickup  bed  on  just  about 
any  vehicle  is  dead,  gm  vidll  introduce  its  stylish 
SSR,  a  brawny  roadster  v^dth  a  pickup  bed,  early 
next  year.  Carmakers  figure  that  anyone  willing 
to  go  to  extremes  isn't  trying  to  be  practical 

anyway.  ■ 
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$31,295-$49,275 


P CADILLAC 

i ESCALADE  EXT 

PRICE  RANGE 
$49.990-$52,485 


^••m 


BusinessWeek  Investor 


Big  Enough 
To  Turn  Heads 

BMWs  updated  Mini  smartly  recalls  the  original 


BY  LARRY 
ARMSTRONG 


:mini  interior 

Comfortable — and 
there's  room  for  four 


Nl 


very  once  in  a  while,  some  car  manufacturer 
comes  up  with  a  classic.  For  me,  the  last 
one,  12  years  ago,  was  Mazda's  Miata,  a 
contemporary  rendering  of  the  legendary 
British  MG  roadster. 
Now  another  modem  classic  has  emerged.  It's 
the  new  Mini,  a  British  icon  that  dates  to  1959 
and  has  been  thoroughly  updated  for  2002  by 
BMW.  The  German  carmaker  picked  up  the  brand 
when  it  bought  Britain's  Rover  Group  in  1994. 
That  acquisition  unraveled,  but  BMW  kept  the 
rights  to  the  Mini  as  a  way  to  get  into  the  small- 
car  market.  It  laimched  the  updated  Mini 
in  Europe  last  summer,  but  it  wasn't  imtil 
Mar.  22  that  two  models,  the  $16,850  Mini 
Cooper  and  the  supercharged  Mini  Cooper 
S  for  $3,000  more,  finally  reached  American 
shores.  It's  the  first  time  Minis  have  been 
sold  in  the  U.  S.  since  1967. 

This  is  no  mini-Beemer  Ultimate  Driving 
Machine.  With  its  quirky,  one-of-a-kind  looks, 
it's  hard  to  take  the  Mini  that  seriously.  But 
it's  surprisingly  roomy  and  comfortable  giv- 
en its  diminutive  size,  and  anything  it  lacks 
in  raw  power  it  makes  up  in  raw  fun. 

I  spent  a  day  with  a  Mini  Cooper,  leisure- 
ly driving  the  back  roads  from  downtovm 
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P  Ml N I  S^"   Francisco   to   the   Sonor 

tf  COOPER       County  wine  district  and  bs 

■ What  a  kick  it  was.  This  pipsque; 

PRICE  RANGE  elicited  big  grins  from  passersby 
$16,850-$! 9,850  every  stoplight  in  the  jaded  Cr 
by  the  Bay.  Many  flashed  thumt 
up  or,  in  the  case  of  the  less  jaded,  let  out  whoo 
and  hollers.  The  coimtry  roads  were  hardly  mo 
tranquil,  with  people  stopping  and  staring  or  ev« 
chasing  the  car. 

The  cause  for  aU  of  this  head-turning  is  tl 
car's  unusual  size  and  retro  design.  The  ne 
Mini  is  a  third  bigger  than  the  old  one,  but 
still  a  scant  12  feet  long,  a  full  foot  shorter  ths 
any  other  car  sold  in  the  U.  S.  The  car's  desig 
particularly  the  front  with  its  signature  chron^ 
grille  and  winged  Mini  logo,  is  true  to  the  orig 
nal.  Sure,  it's  a  little  boxy,  but  those  rounded  co 
ners  make  it  more  cute  than  frumpy.  The  payd 
is  more  room  inside:  Unlike  its  predecessor,  tl 
new  Mini  wiQ  seat  four  adults  comfortably. 

The  cabin  is  nicely  detailed  with  touches  th< 
recall  the  original.  The  big  speedometer  is 
the  center  of  the  dash- 
board, and  the  tachome- 
ter is  a  circular  gauge  at- 
tached to  the  steering 
column.  Power  windows, 
door  locks,  and  optional  fog  lamps  are  operate 
with  a  series  of  chrome  toggle  switches,  shielde 
with  chrome  dividers  to  meet  toda/s  safety  rej 
ulations.  Speaking  of  which,  antilock  brakes  ar 
standard,  as  are  front,  side,  and  head  air  bags. 
I  recommend  you  spend  the  extra  $270  to  gt 
sport  seats  in  the  front.  With  higher  bolstei 
for  a  snugger  fit,  they're  noticeably  more  con 
fortable  than  the  standard  ones  and  will  hel 
smooth  out  what  I  found  to  be  a  pretty  roug 
ride.  You  should  stick  with  the  standard  tires  an 
pass  on  the  optional  run-flat  tires  ($500),  de 
signed  to  let  you  drive  up  to  90  miles  after 
puncture;  they  yield  an  even  stiffer  ride. 

Otherwise,  the  Mini  is  a  joy  to  drive.  The  steei 
ing  is  tight  and  responsive,  almost  a  BMW  feel, 
drove  the  stick-shift  version;  an  automatic  trans 
mission  is  $1,250  extra.  The  115-horsepower  en 
gine — coupled  with  the  car's  light  weight — i 
enough  to  get  you  where  you're  going.  You  can  hi 
60  mph  in  8.5  seconds,  or  6.9  seconds  in  th 
souped-up  163-hp  Cooper  S  version. 

The  Mini  is  more  about  fun  and  fashion  tha 
pure  sports  car  performance.  It's  eminently  cus 
tomizable,  with  a  mind-boggling  dozen  colors  avafl 
able  from  the  factory.  You  can  get  a  shiny  whit 
or  glossy  black  top,  too,  at  no  charge.  Want  . 
U.  S.  or  British  flag  stenciled  on  the  roof?  That' 
$180  more.  But  don't  be  too  picky — BMW  is  onl; 
bringing  20,000  to  the  U.S.  this  year  and  thos<' 
will  sell  out  fast,  well  above  sticker  prices. 

I  drove  the  100  mile  route  from  San  Francis 
CO  to  Healdsburg  with  Juan  Recavarren,  an  auti 
restorer  from  British  Columbia  who  owns  si: 
original  Minis  and  wanted  to  try  out  the  nev 
one.  His  verdict?  "What  a  sweet  car."  Even  h« 
couldn't  suppress  that  telltale  grin  we  had  beei 
seeing  all  day.  I 
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small  business  sofnvare^ 
$300 


$5000/montl 

fax  machine  &  photocopier: 
S800 


earning  points  you  can  use  to  get  a  new  officei 
~  priceless 


ivery  time  you  use  your  MasterCard  BusinessCard*  with  Business  Bonuses/^'  you  earn  points  good  for  anything,  anywhere  you  see  the 
MasterCard*  logo.  (Even  a  new  furry  friend.)  Other  credit  cards  limit  you  to  airline  miles  or  make  you  pick  something  out  of  a  catalog, 
ut  with  MasterCard,  you're  the  boss  of  your  own  rewards  program.  Call  1-866-444-BONUS  or  visit  mastercardbonus.com  to  enroll. 


there  are  some  things  money  can't  buy. 


MasterCard 


for  everything  else  there's  MasterCard.' 


Only  available  through  participating  banks.  Certain  restrictions  and  limiiations  apply. 
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ecause  very  few  business  deals 
happen  over  a  game  of  croquet. 

Learn  everything  you  need  to  know  about  making  business  deals  where  some  of  the  best  ones  are  made 
the  golf  course.  It's  all  online  and  in  print  in  two  BusinessWeek  and  Golf  Digest  joint  editorial  features. 
fj    To  advertise,  contact  Bruce  Kostic,  BusinessWeek,  at  212-512-3461  or  Chris  Caggiano,  Golf  Digest, 
at  212-286-3995.  For  online  sales,  contact  Kristine  Shine  at  212-512-6249.  Issue  dates:  BusinessWeek; 
June  24  and  November  18.  Golf  Digest,  July  and  December.  Ad  close:  April  24  and  September  25.     | 
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iUxuiy  Gets 
More  Affordable 

*MWs  3  Series  has  sparked  competition 


i  DAVID  WELCH 
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JAGUAR 
X-TYPE 

ilCE  RANGE 
0,000-$44,000 


At  one  time,  only  the  wealthy  could  afford 
a  car  that  merited  a  Cadillac  crest  or 
leaping  jaguar  on  the  hood.  Not  anymore. 
BMW's  success  with  the  small,  entry-level 
3  series  has  nearly  every  auto  maker 
looking  to  woo  young,  brand-conscious 
buyers.  Since  last  fall,  the  strivers  have 
seven  new  models  to  choose  from,  and  these 
four — the  Cadillac  CTS,  Infiniti  G35,  Audi  A4, 
and  Jaguar  X-type — compete  with  the  3  series. 
The  good  news:  These  $35,000  neo-luxury  cars 
are  getting  better  all  the  time.  Even  General 
Motors  has  discovered  it  can't  just  slap  the  Cadil- 
lac name  on  one  of  its  boring  European  Opel 
cars  and  expect  to  compete.  The  new  entries 
have  heated  seats,  premium  stereos,  plush 
leather,  and  fast  engines  coupled  with  some  real 
performance-driving  hardware.  The  styling  is 
getting  more  aggressive  as  carmakers  try  to 
shine  in  a  crowded  market. 

CadUlac  has  made  the  biggest  splash  in  the 
group.  The  first  thing  I  noticed  when  I  got  the 
keys  to  the  all-new  Cadillac  CTS  was  the  sheer, 
edgy  style,  what  gm  calls  its  Art  &  Science  de- 
sign. With  flat  sides  to  the  car  and  sharp  edges 
and  creases  from  every  angle,  the  chiseled  CTS 
stands  out  as  no  other  car  in  the  class.  It's  a 
love-it-or-hate-it  look.  Personally,  it  has  grown  on 
me,  and  I  like  that  it  doesn't  resemble  an  Audi 
or  a  Mercedes,  which  most  other  luxury  brands 
seem  to  be  copying.  The  fi'ont  grille  is  especially 
striking,  as  a  Cadillac's  should  be. 


At  first  glance,  the  CTS  looked  even  cooler  in- 
side. The  dashboard  has  the  same  modem,  angu- 
lar design  of  the  exterior.  The  center  console, 
which  houses  the  knobs  for  the  stereo  and  heat,  is 
styled  to  look  like  a  computer  stack.  Trouble  is, 
who  thinks  their  PC  tower  looks  luxvuious?  The 
knobs  and  buttons  feel  cheap,  and  the 
speedometer  and  other  gauges  look  as  if  they 
have  been  stamped  on  one  sheet  of  plastic.  Other 
than  comfy  seats,  very  little  is  rich  about  the 
cockpit.  And  while  the  CTS  is  the  longest  of  the 
four  I  tested,  the  rear  passenger  room  is  just 
adequate. 

The  fun  started  when  I  fired  up  the  ignition.  I 
took  the  CTS  on  some  winding  hills  in  Orange 
County,  Calif.,  and  noticed  quickly  how  the  car 
could  handle  tight  turns  at  speeds  greater  than  50 
miles  per  hour  without 
leaning  hard  to  either 
side.  The  steering  was 
precise,  and  the  brakes 
could  handle  any  short 
stops.  The  only  draw- 
back is  the  engine. 
While  I  found  the 
3.2-liter  V-6  powerful 
enough  for  most  situa- 
tions, the  CTS  needs 
more  power  to  compete 
with  its  brawnier  rivals. 
Of  the  four  cars  I  test- 
ed, it  is  the  heaviest  and 
has  the  least  horsepow- 
er, just  220.  That  makes 
it  a  bit  sluggish,  espe- 
cially compared  with  the 
X-type  and  G35.  But  it's 


The  new 
neO'luxury 
cars  have 
fast  engines, 
heated  seats, 
premium 
stereos,  and 
plenty  of 
plush  leather 

stm  a  great  ride. 

My  personal  favorite  in  the  class  is  the  Infiniti 
G35.  Priced  from  $27,000  to  $36,000— though 
very  nicely  equipped  for  $33,000 — the  G35  is  a 
great  deal.  Built  on  the  platform  of  the  Nissan 
Skyline,  a  rear-wheel-drive  sports  car  sold  in 
Japan,  the  G35  has  a  sporty  pedigree.  With  260 
horsepower  under  the  hood,  it  can  really  move. 
The  steering  could  be  tighter,  but  the  car  han- 
dles superbly.  I  had  great  fun  darting  between 
lanes.  Although  one  of  the  larger  cars  in  its 
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PINFINITI 
^C35 

PRICE  RANGE 
$27,000-$36,000 


As  carmakers 
chase  the 
entry-luxury 
segment, 
they  run  the 
risk  of 
cheapening 
their  good 
names 


class,  it  kept  its  balance  nicely,  even  \\"hen  taking 
sharp  turns  fast. 

The  interior  is  quite  impressive.  My  test  car 
had  soft,  black  leather  everywhere.  The  seats 
were  very  comfortable,  and  the  car  has  as  much 
passenger  space  as  the  CTS  and  more  than  most 
competitors.  Unlike  the  others,  the  G35  has  plen- 
ty of  room  to  store  CD  cases  and  the  like.  Infiniti 
used  a  little  cheap  plastic  in  the  center  console, 
but  it's  well-disguised  with  chrome-tone  buttons 
and  knobs.  One  criticism:  The  seat  controls  are 
wedged  too  closely  to  the  door  on  one  side  and 
the  console  on  the  other.  That  makes  it  tough  to 
adjust  seating  while  driving. 

Audi's  all-new  A4  was  engineered  with  major 
improvements  in  ride  and  handling,  but  it  still 
has  all-wheel  or  front-wheel  drive  for  winter 
driving.  Audi's  engineers  took  square  aim  at 
BMW's  reputation  for  making  the  "Ultimate  Dri- 
ving Machine."  They  made  the  car  stiffer,  so  it 
handles   tight   turns   better  but   has   a   little 


rougher  ride.  Audi  also 
sells  a  bigger  six-cylinder 
engine,  adding  14  horse- 
power for  a  total  of  220. 
For  a  front-wheel  drive  ^■^^^■■'■^"^^^ 
car,  the  A4  handles  as  well  as  a  BMW  3  series.! 
Styling  is  a  big  upgrade.  Audi  replaced  tl 
boring  old  rectangular  shape  with  the  roundJ 
looks  of  the  A6  sedan.  The  A4  is  a  little  tigll 
though.  It's  the  smallest  of  the  cars  I  tested! 
with  the  least  passenger  space.  If  a  tall  driver  I 
behind  the  wheel,  a  rear  passenger  will  l| 
cramped.  By  the  end  of  my  test  nm,  I  felt  as  I 
I'd  still  rather  have  the  A6.  I 

As  carmakers  chase  the  booming  sales  of  tl 
entry-luxury  segment,  they  always  run  the  risk  I 
cheapening  their  good  names.  That's  the  big  quel 
tion  for  Jaguar,  which  launched  a  lower-pric<l 
car  for  the  first  time  in  its  history.  The  X-type  Jl 
starts  at  $30,000  and  can  cost  $44,000.  Its  succel 
wiU  test  parent  Ford  Motor's  strategy  of  buyiil 
luxury  carmakers  such  as  Jaguar,  Volvo,  and  Lail 
Rover  and  trying  to  cash  in  on  their  snooty  cachi 
by  adding  more  cars  to  the  lineup.  I 

The  X-type  is  built  on  the  underpinnings  I 
Ford's  European  Mondeo.  Like  the  Mondeo,  it's! 

great  driver.  I  lovtl 
the  car's  nimble  haj 
dling,  and  the  23| 
horsepower  V-6  engiil 
makes  for  plenty  I 
grins.  The  all-whel 
drive  is  a  big  sellirl 
point.  And  the  cail 
leather  seats  seemed  I 
viTap  around  me.  Fo)| 
made  it  comfortable,  el 
pecially  considering  thi 
it's  smaller  than  til 
G35  and  CTS.  I 

But  when  I  thirl 
of  Jaguars,  I  pictuil 
sleek,  sexy  cars  witj 
opulent  luxury  insidi 
Even  the  hood  orn.l 
ment — the  very  recoil 
nizable  leaper — seemel 
out  of  place  lunging  oj 
the  front  of  the  ^ 
type's  short  hood.  Itl 
the  equivalent  of  pul 
ting  an  elegant  grandfather  clock  in  a  colled 
dorm  room.  I  really  enjoyed  the  car — excejl 
for  its  unusually  soft  brakes — but  Jaguar  mjj 
have  reached  too  low.  The  X-type  would  ha\ 
made  a  nice  Lincoln. 

All  of  these  entry-level  luxury  cars  ask  a  b: 
question:  What's  really  in  a  name?  The  G35  is  ■ 
better  buy  than  the  X-type,  even  though  mo: 
people  think  more  highly  of  Jaguar  than  Infinil 
Cadillac  isn't  as  hip  as  many  European  marqut 
such  as  Audi  or  BMW,  but  the  CTS  is  a  grej 
driving  car  that  dares  to  be  different.  That's  wh 
when  it  comes  to  buying  entry-level  luxury  car 
ignore  the  brand  names  and  get  the  car  witi 
the  best  drive  and  most  comfort 


P  CADILLAC 
jCTS 

PRICE  RANGE 
$30,000-$38,000 
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VISIONARY/CONSULTANT 
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v^akes  the  presentations 
evelops  new  prospects 
tays  a  step  ahead 

Returns  the  calls 

>^akes  quality  time  for  family 
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Dur  Multi-Function  Center  Models 

!i3o  Everything.  Just  Like  You.  mJ 
Jo  matter  where  or  how  you  work,  our  all  in  one  MFC's  are 
lesigned  to  work  for  people  like  you.  And  with  over  10  PC  or  Mac 
j^:ompatible  models  to  choose  from,  finding  the  one  with  the 
I  )erformance  and  price  you're  looking  for  is  easy.    ^^^ 

liome  even  have  the  ability  to  print  from  your  digital  camera 
Inedia  card!  If  you  need  a  multifunction  solution  that  works 
I  ilmost  as  hard  as  you  do,  you  don't  need  five  separate  machines, 
■ill  you  need  is  the  right  one. 


DIRECTOR  OF  COMMUNICATIONS 


Prints  color  and  B/W  documents 
Copies  all  documents  or  bound  reports 
Faxes  are  received  on  plain  paper 
Scans  in  color  at  the  touch  of  a  button 
Makes  you  look  good 


^        MFC-9200C 

COLOR  FLATBED  MFC 

About  $399 


f"'  nxsc:^'^^: 


COLOR 

FUTBED  ^flFC 

From  S299 


■t'^ 


via:*a»  ii:'3«iAis 


From  S449 


^ 


LASER  MFC 
From  $299 


COLOR  MFC 
From  $199 


J.; 


V  VARIETY  OF  MODELS  AVAILABLE  AT:  Office  Depot,  OfficeMax,  Staples,  J&R  ComputerWorld,  Global  Computer  Supplies, 
^icroCenter,  Fry's,  PC  Connection,  MicroWarehouse,  CDW,  Insight,  PC  Mall,  Quill,  Viking,  Dell,  Amazon.com  and  Gateway.com 


At  your  side. 
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e  2002  Brother  International  Corporation,  Bridgewater,  NJ  •  Brother  International  Corporation,  Nagoya,  Japan 

For  more  information  please  call  the  Brother  Fax-Back  System  at  800-521-2846  or  visit  our  web  site  at  www.brother.com 
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A  Mean 
Green  Machine 

The  Civic  Hybrid  drives  like  a  regular  car 


BY  LARRY 
ARMSTRONG 


EXTREME 

CARS 


^-  ^-yi 


It's  not  what  you'd  call  fun  to 
drive.  And  it's  way  too  conserv- 
atively styled  for  my  tastes.  But 
with  Honda's  new  $20,010  hybrid 
gasoline-electric  Civic,  the  payoff 
comes  at  the  pump. 

I  spent  a  week  and  350  miles  in 
the  2003  Cix-ic  Hybrid,  and  I  logged 
46.5  miles  per  gallon  with  plenty  of 
stop-and-go  dxiving.  The  Environ- 
mental Protection  Agency  rates  the 
version  I  drove,  with  optional  $1,000 
automatic  transmission,  at  48  mpg 
for  city  and  47  mpg  for  highw^ay 
driving.  That's  more  than  twice  the 
fuel  economy  of  the  average  new 
vehicle  sold  in  the  U.S.  With  gas 
going  for  $1.60  a  gallon  in  my  neighborhood, 
that's  a  savings  of  $671  a  year.  Plus,  with  a  13- 
gallon  tank,  pit  stops  come  every  600  miles. 

This  car  makes  it  easy  to  be  green.  The  Ci\ic 
Hybrid,  which  hit  showrooms  on  Apr.  1,  looks 
and  drives  like  a  Civic,  and  except  for  the  faint 
whine  of  the  electric  motor,  it  sounds  like  a 
Civic.  Unlike  electrics,  you  don't  have  to  plug  it 
in  to  recharge  it  every  night,  and  you  w^on't  be 
stranded  if  you  can't  find  an  electric  chai-ging  sta- 
tion. The  batteries  automatically  recharge  w^hen 
you're  coasting  or  braking.  What's  remarkable  is 
that  Honda  has  been  able  to  make  the  leap  this 
soon  from  the  quirky,  two-seat  hybrid  Insight 
that  it  introduced  in  late  1999  to  a  car  whose  hy- 
brid underpinnings  are  virtually  invisible. 

Hybrids  couple  a  gasoline  engine  to  an  electric 
motor,  which  allows  them  to  get  by  with  a  small- 
er engine.  Honda  uses  a  1.3-liter,  85-horsepow'er 
gasoline  engine  instead  of  the  1.7-liter,  115-hp 
one  in  conventional  Civics.  The  battery-run,  13-hp 
electric  motor  comes  on  to  boost  the  power  w^hen 
you  need  it,  for  better  acceleration,  say. 

For  the  most  part,  you'll  never  notice  that 
you're  driving  something  different.  The  electric 
motor  kicks  in  and  out  seamlessly;  the  only  way 
you  can  tell  is  by  glancing  at  a  gauge  on  the  in- 
strument panel  that  shows  whether  the  batter- 
ies are  assisting  the  engine  or  recharging.  What 
you  will  notice  is  the  eerie  silence  that  occurs 
when  you're  stopped.  Then,  the  gasoline  engine 
shuts  off  entirely.  The  electric  motor  starts  it  up 
again  as  soon  as  you  hit  the  accelerator. 


P  HONDA  Civil 
jHYBRID 

BASE  PRICE 
$20,010 

The  right  gauge 
shows  the  electric 
motor's  activity 


Besides  that,  and  the  word  "hybrid"  on  tt 
rear,  this  car  offers  few^  clues  to  its  true  identit 
To  make  it  aerodjTiamicaUy  smoother,  Honda  rd 
moved  the  front  grille  found  on  the  conventior 
Civic,  redesigned  the  bumper,  and  added  a  sr 
spoiler  on  the  rear  deck.  The  tnink  is  10  cubij 
feet  instead  of  12  to  make  room  for  the  b; 
pack.  The  drawback:  The  seats  don't  fold  do\ 
for  more  cargo  space  in  the  tnmk. 

Honda  is  positioning  the  car  as  a  new  toj 
the-line  model  in  the  Civic  family.  It  li; 
about  $2,000  more  than  today's  Civic  EX  modi 
but  comes  with  side  air  bags,  antilock  braked 
and  alloy  w^heels  as  standard  equipment.  Hondl 
also  dressed  up  the  interior  with  premium  fabril 
upholstery,  a  brushed-aluminum  console,  and  faul 
wood  trim  on  the  dash.  All  told,  the  premium  fo| 
the  hybrid  power  plant  w^orks  out  to  $1,000. 

For  that,  you  get  the  best  fuel  economy  of  an;| 
mass-produced  five-passenger,  gasoline-engini 
car.  Only  the  Honda  Insight  and  Toyota  Priul 
can  top  it — and  they're  designed  for  the  gree.f 
crowd.  The  geeky-looking  Insight  has  a  lightj 
weight  aluminum  shell.  The  Prius  is  more  coii 
ventionally  styled,  but  its  hybrid  system  fee 
primitive,  with  grabby  brakes  and  lots  of  drag 
the  car  when  it's  coasting. 

Honda  plans  to  sell  24,000  Civic  Hybrids 
year,  a  small  fraction  of  the  Civic's  total  annu 
sales  of  330,000.  More  important,  the  new  Cl\ 
promises  to  propel  hybrid  cars  into  the  re 
world — w^hile  Honda's  competitors  are  still 
kering  with  hybrid  vehicles  as  science  projects. 


Honda  is  positioning  tlie  liybrid  as  the  Civic's  new  top-oMlie-line  model 
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HBNin  7.0: 


•  Now,  your  favorite  music  when  you  want  it 
with  Radio@AOL. 

•  Now,  your  local  news,  weather,  entertainment, 
movie  show  times  and  more. 


AsAlwd\ 


•  Your  security  and  privacy  are  protected  on  AOL. 

•  FREE  customer  service  24-hours  a  day, 
on  the  phone  or  online. 

•  Parental  Controls  help  safeguard  your 
kids  online. 

•  There's  never  been  a  better  time  to  join! 


tall  1-800-l»-0NLINE 

la^lor  FRS  A0L7.0  software 


iPOO  hours  to  try  it  out! 


forASdiys 
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AMERICA 

So  easy  to  use, 
no  wonder  it's  #1 


Or  pick  up  your  FRH  AOL  7.0  software  at  these  retailers: 
lames  &  Noble  -  BLOCKBUSTtr  -  Circuit  City  -  CompUSA"  -  Kinko's  -  Office  Depot  -  SEARS  -  Target^ 
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The  Barker  Portfolio 


IS  TICKETMASTER 
YOUR  PERFECT  DATE? 

Forget  The  Barker  Portfolio.  I'm  starting 
fresh  as  Mr.  Lonelyhearts.  As  much  fun  as  it 
is  reading  10-Ks,  that  can't  compare  with 
scanning  personal  ads  on  the  Internet.  There, 
each  soul's  cry  for  connection  seems  only  to  be 
outdone  by  the  next.  "If  you  cook,  contact  me," 
says  a  Los  Angeles  woman.  From  Sedona,  Ariz., 
another  asks:  "Got  your  mojo  workin'?"  Men 
are  worse.  Much  worse.  "In  search  of  in-  . 
teUigent  biped,"  says  a  guy 
in  Gurnee,  111.,  while  an 
Itasca  (111.)  man  headlines 
his  ad:  "Willing  to  lie 
about  how  we  met."  A 
true  romantic  up  in 
Whitewater,  Wis., 
whimpers,  "I  feel 
like  a  dog  at  the 
pound." 

Better  even 
than  the  personals, 
though,  are  the 
Rubenesque  profit 
margins  they  yield  their 
publishers.  Category  leader 
Match.com,  for  one,  saw  a  43% 
operating  margin  as  2001  ended, 
with  its  subscriber  roll  up  144% 
during  the  year.  It's  one  reason 
stock  in  Match. com's  parent, 
Ticketmaster,  soared  80%  in  the 
first  quarter.  Ticketmaster  sees 
cash  flow  from  Match.com  surg- 
ing by  more  than  80%  this  year. 
That's  atop  steady  gains  in  cash 
flow  from  its  familiar,  and  much 
larger,  business  of  selling  seats 
to  sports  events  and  concerts. 
"We  feel  really  bullish  about 
2002,"  says  CEO  John  Pleasants. 
Before  trying  to  make  a  match 
with  Ticketmaster,  investors  should  also  examine 
a  wart  or  two.  Pleasants  made  a  good  case  to  me 
why  Ticketmaster's  business  is  strong,  but  some- 
thing tells  me  that  the  market  in  the  stock,  late- 
ly near  $28,  has  gotten  a  touch  starry-eyed. 

Future  growth,  for  starters,  is  always  ques- 
tionable. And  while  Ticketmaster  has  an  array  of 
promising  initiatives — from  Match.com's  expan- 
sion abroad  to  Ticketmaster's  aim  to  make  a 
secondary  market  for  tickets  to  ball  games  or 
symphonies  that  season-ticket  holders  aren't  us- 
ing— earnings  growth  is  destined  to  slow.  Tick- 
etmaster, which  is  majority-owned  by  media  im- 
presario Barry  Diller's  usA  Networks,  last  year 
saw  revenue  of  $675  milUon  and  a  net  loss  of 
$164  million.  But  it  has  succeeded  in  focusing 
Wall  Street  instead  on  earnings  before  interest, 
taxes,  depreciation,  and  amortization,  or  EBITDA. 


BY  ROBERT  BARKER 

rb@businessweek.com 

Thanks  to  stellar 
margins  in  online 
personal  ads, 
its  stock  has 
soared-but 
its  earnings 
growth  is 
destined  to  slow 
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That  measure  leapt  107%  in  2001,  to  $79  millioil 
Pleasants  sees  maybe  $125  million  this  year, 
58%  gain,  and  estimates  $188  million  in  2003, 
50%  gain.  Beyond  that,  he  told  me,  "the  comp 
ny  can  sustain  very  strong,  double-digit  growth 
albeit  at  much  lower  rates. 

One  reason  why  EBITDA  growth  wiU  slow 
that  even  for  all  its  profitability,  Match.com 
top  out  at  about  20%  of  Ticketmaster  revenue 
by  the  end  of  2004.  Another  is  persistent  cor 
petition  jfrom  much  smaller  rivals,  among  then 
Tickets.com,  which  handled  admissions  to  thJ 
Salt  Lake  City  Winter  Olympics  and  is  makinjf 
inroads  into  professional  sports,  especially  Majoj 
League  Baseball.  "You're  seeing  a  seismil 
J  shift,"  boasts  Ron  Bension,  Tlckets.com'l 
.   .  chief  executive. 

Perhaps.  What  definiten 
looms  over  Ticketmaster  i| 
a  court  battle   that   ha 
been  running  since  19S 
Tickets.com       claimj 
Ticketmaster  is 
fairly  monopolizinjj 
ticketing  market 
The  case  is  set  fo 
trial    in    fedei 
court  next  Febr 
ary.    Ticketmaste 
denies    the    allega 
^^  tions.    "We    are    vei 

'^  confident  in  our  positionj 
Pleasants  said,  noting  that  h<| 
doesn't  see  the  suit  as  "a  hu| 
risk."  However,  he  added,  "wheii 
things  go  to  trial,  crazy  thing] 
can  happen."  Meantime,  Ticket] 
master's  legal  costs  are  a  multi 
milUon-doUar  drain.  By  contrast 
Tickets.com's  attorneys  are  cor 
dent  enough  to  have  agreed 
pursue  the  case  on  a  contir 
gency  basis. 

Worries  over  growth  or  thd 
lawsuit  may  not  pressure  thJ 
stock  for  months,  if  ever.  But  it'J 
worth  noting  that  at  least  on«f 
big  insider  decided  to  take  it 
money  and  walk.  The  Washington  Post  Co.  la 
year  wound  up  with  Ticketmaster  shares  via 
stake  it  held  in  Citysearch.com,  an  online  urba 
guide  that  merged  into  Ticketmaster.  Johil 
Morse,  the  Post  Co.'s  chief  financial  officer,  tol 
me  that  the  company  held  its  Hcketmaster  st 
while  the  stock  slumped  in  2001,  dipping  as  lo'^ 
as  $7,  and  awaited  a  propitious  time  to  sell, 
moment  came  in  March.  The  Post  dumped 
748,693  of  its  shares  as  the  price  neared  $27,  Ojj 
30  times  this  year's  estimated  EBITDA.  The  salj 
brought  proceeds  of  $20  million.  How's  that  fo:j 
market  mojo?  1 1 
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jEGiSTER  ONLINE  TODAY  at: 
|A/.mcgraw-hiii.com/homeland 
'       or  call  Ryan  Leeds 
j  (800)  240-7645  ext.  7   or 
I  (212)  904-3892 


Produced  bi 


lusinessWeek 


•aw-Hill  Construction 
nation  Group 

I 

platts 


STANDARD 


SPOORS 


Presenting  Partner:  ,, 


June  6-7,  2002  •  Washington,  D.C. 

Ronald  Reagan  Building  & 
International  Trade  Center 

Graw-HiU  Companies 

JMELAND 

SECURITY 

SUMMIT    &    EXPOSITION 

THREATS  AND  SOLUTIONS 

Join  leading  International  business  executives,  industry  experts  and 
government  policy  makers: 

Assess  the  nation's  and  business  community's  current  level  of 

threat 

Define  and  prioritize  government  and  Industry  roles 

•  Identify  the  work  remaining  and  opportunities  emerging  that 
will  ensure  homeland  security 

^Confirmed  Speakers  Include: 

•  C.  Michael  Armstrong,  Chairman  and  Chief  Executive  Officer, 
AT&T;  Head  of  Security  and  Economic  Recovery  Task  Force, 
Business  Roundtable 

•  Ambassador  Richard  C.  Holbrooke,  Former  United  States 
Ambassador  to  the  United  Nations 

•  William  F.  Baker,  PE,  Partner,  Structural  Engineering,  Skidmore, 
Owings  &  Merrill  LLP 

•  Mark  V.  Hurd,  President,  NCR  Corporation;  Cheif  Operating 
Officer,  Teradata  Division 

•  David  A.  Wyss,  Chief  Economist,  Standard  &  Poor's 

•  Kenneth  C.  Watson,  President,  Partnership  for  Critical 
Infrastructure  Security;  Manager,  Critical  Infrastructure  Assurance 
Group,  Cisco  Systems,  Inc. 

Attendees  will  gain  in-depth  information,  analysis  and  insight  relat- 
ed to  homeland  security  from: 

•  Business  and  Economics,  directed  by  Business  Week  and  Standard 
&  Poor's 

•  Aviation,  Transportation  and  Defense,  directed  by  Aviation  Week 

•  Infrastructure  and  Natural  Resources,  directed  by  McGraw-Hill 
Construction  and  Platts 
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AT  MANY.COMPANIES, 
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HARDESllWORKER 


HAVE  THE  BEST  PARKING  SPACES. 
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54  million  Americans  have  disabilities.Two-thirds  of  those  of  working  age  do  not  have  jobs.  It  is  a  mistake  to  ignore 
these  talented  individuals  who  prove  their  capacity  to  overcome  challenges  each  and  every  day. 

Our  goal  is  for  people  with  disabilities  to  fully  participate  in  all  aspects  of  life — including  the  workplace. The  followini 
members  of  our  CEO  Council  help  us  fulfill  this  mission.They  realize  that  hiring  people  with  disabilities  is  not  just  ai 
good  thing  to  do,  it's  good  business. 


MILLENNIUM  CIRCLE 

Aetna.  Inc.,  John  W.  Rowe.  MD 
BusinessWeek. William  P  Kupper.Jr. 
The  McGraw-Hill  Companies.  Harold  McGraw  III 
Merrill  Lynch  &  Co..  Inc..  David  H.  Komansky 

TRUSTEES'  CIRCLE 

Hewlett-Packard  Company.  Carly  S.  Fiorina 
The  J.C.  Penney  Company.  Inc..  Allen  Questrom 
United  Parcel  Service.  James  P  Kelly 

CHAIRMAN'S  CIRCLE 

American  Express  Company.  Kenneth  I.  Chenault 
Compaq  Computer  Corporation.  Michael  D.  Capellas 


Dorsar  Investment  Company.  Stephen  L.  Feinberg 
Microsoft  Corporation.  Steve  Ballmer 
Reicher  Capital  Management.  Jeffrey  P  Reich 
Philip  Morris  Companies.  Geoffrey  C.  Bible 
UNUMProvident  Corporation.  J.  Harold  Chandler 

VICE  CHAIRMAN'S  CIRCLE 

Alcoa.  Inc.Alain  J.P  Belda 

Bristol-Myers  Squibb.  Charles  A.  Heimbold.Jr 

CIGNA  Group  Insurance.  H.  Edward  Hanway 

Citigroup,  Inc.  Sanford  I.Weill 

DaimlerChrysler  Corporation. Juergen  E.Schrempp 

Eastman  Kodak  Company  Daniel  A.  Carp 

Exxon  Mobil  Corporation.  Lee  R.  Raymond 


Fortis  Benefits  Insurance  Company.  Michael  J.  Penin( 

Gannett  Broadcasting,  Cecil  L.Walker 

H.J.  Heinz  Company. William  R.Johnson  i 

Household  International. William  RAIdinger 

Johnson  &  Johnson.  Ralph  S.  Larsen 

Metropolitan  Life  Insurance  Company.  j 

Robert  H.  Benmosche  I 

Northrop  Grumman  Corporation.  Kent  Kresa 
Pfizer  Inc.  Henry  A.  McKinnell 
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miSTOL:  A  NASTY  TURN 


GENE  a  MARCIAL 

pd  doctors  say 
e  drugmaker 
on't  get  well 
ion.  ASM  gears 
I  for  an  industry 
lift  to  larger 
afers.  Cardiac 
Bience  banks  on 
new  defibrillator 


THE  VITAL  SIGNS 
ARE  FALTERING 


With  Bristol-Myers  Sqmbb  (bmy)  hitting  new 
lows  and  speculation  swirling  that  it  might 
be  a  takeover  target,  has  it  become  a  buy? 
Hardly,  say  several  pros — ^who  argue  that,  on  fun- 
damental and  technical  grounds,  it's  still  a  stock  to 
avoid.  Most  analysts  give  Bristol  a  sell,  hold,  or 
neutral  rating.  The  shares  plunged  from  60  on 
Sept.  17  to  31  on  Apr.  10.  Fierce  marketing  in  the 
fourth  quarter — leading  to  groaning  shelves  at 
wholesalers — and  stiff  rivalry  from  generics 
brought  an  unexpected  first-quarter  drop  in  sales. 
So  earnings  of  47<?  a  share  trailed  analysts'  56<Z  es- 
timate. Also,  safety  concerns  delayed  Food  & 
Drug  Administration  ap- 
proval of  its  Erbitux  can- 
cer medication. 

Richard  Evans  of  San- 
ford  C.  Bernstein,  who  has 
a  neutral  rating  on  Bristol, 
says  he's  set  to  downgrade 
it  to  a  sell  once  he's  sure 
that  2002  earnings  will  drop 
to  $1.30 — his  current  esti- 
mate—from $2.67  in  2001. 
The  market  will  probably 
assign  Bristol  a  price-earnings  ratio  of  only  18,  he 
says,  which  puts  the  stock's  worth  at  23.  And  his 
2003  earnings  forecast  of  $1.51  is  also  worrisome, 
he  says,  as  it's  way  below  previous  estimates.  At 
$1.51,  the  stock  is  worth  27.  Even  a  takeover 
possibility  hasn't  persuaded  him  to  buy.  With  Bris- 
tol's troubles,  "no  company  will  pay  a  premium," 
he  says.  "So  I  don't  expect  a  bidding  war."  Staying 
independent,  he  adds,  won't  be  easy  for  Bristol, 
which  has  "negative  productivity  trends,"  falling 
gross  margins,  and  an  underinvestment  in  re- 
search— ^with  few  drugs  in  the  pipeline.  "Based  on 
the  charts,  the  stock  is  a  buy  only  in  the  20-to-22 
area,"  says  Andy  Addison  of  Addison  Investment, 
who  uses  technical  analysis  in  valuing  stocks.  "It's 
too  early  to  buy,"  he  says. 

ASM:  POISED 
FOR  BIGGER  CHIPS 
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n  this  nascent  recovery,  some  savvy  players 
are  already  buying  into  tech  stocks  in  antici- 
pation of  hefty  gains.  One  such  is  Steve  Wer- 
ber,  who  says  semiconductor  equipment 
is  the  right  place  to  be  as  capital  spend- 
ing starts  to  rev  up.  Co-manager  of  the 
Global  Technology  Fund  at  New  York 
investment  firm  J.  &  W.  Seligman,  which 
oversees  some  $1  biUion,  Werber  is  bet- 
ting on  ASM  International  (asmi),  a  de- 
signer and  maker  of  gear  for  producing 
chips.  ASM,  which  competes  with  giants 
Applied  Materials  and  Novellus  Systems, 
has  facilities  in  the  U.  S.,  Europe,  South- 
east Asia,  and  Japan.   It  focuses  on 


equipment  that  turns  out  the  larger  next-gener- 
ation 300mm  wafers,  which  are  slated  to  replace 
the  current  200mm  standard. 

The  industry's  switch  to  bigger  wafers  re- 
quires new  tools,  and  this  presents  an  opportu- 
nity for  ASM  to  sell  new  machines  to  big  chip- 
makers.  Werber  says  new  asm  customers, 
because  of  the  300mm  wafer,  include  IBM  and 
Intel.  ASM,  he  notes,  is  the  fastest-growing  chip- 
gear  maker:  Its  fourth-quarter  order  growth 
was  22%  above  third-quarter  figures.  Although 
ASM  is  a  small  player,  Werber  favors  it  over  Ap- 
plied Materials:  It's  still  undervalued,  he  says,  de- 
spite a  rise  from  9.35  on  Sept.  21  to  24  on  Apr. 
10.  "What's  important  is  that  ASM  is  gaining 
market  share,"  says  Werber.  He  figures  it  will 
earn  150  a  share  in  2002  and  $2  in  2003,  when  he 
sees  industry  spending  on  semiconductor  equip- 
ment peaking.  His  price  target  is  40,  based  on  20 
times  projected  2003  earnings. 

POUNDING  PULSE 
AT  CARDIAC  SCIENCE 

After  zooming  from  2  on  Sept.  21  to  nearly  6 
in  mid-December,  shares  of  Cardiac  Science 
(dfib)  had  surrendered  most  of  their  gains 
by  Apr.  10,  when  they  closed  at  2.60.  The  reason: 
Blocks  of  "locked-up"  stock  got  released  in  De- 
cember and  March,  causing  heavy  selling  by 
holders  who  had  received  shares  from  Cardiac's 
purchases  of  SurvivalLink  and  Sweden's  Artema 
Medical,  both  makers  of  defibrillators — for  the 
treatment  of  cardiac  arrest.  Cardiac  makes  por- 
table external  defibrillators  and  patient  moni- 
tors that  instantly  and  automatically  kick  in 
when  cardiac  patients  suffer  life-threatening  ar- 
rhythmia. It  supplies  hospitals,  schools,  munici- 
palities, and  the  workplace.  Its  Powerheart  Car- 
diac Rhythm  Module  is  connected  to  high-risk 
cardiac  patients  at  all  times  during  their  stay  in 
the  hospital.  It  defibrUlates 
in  a  matter  of  seconds 
without  human  intervention 
when  a  shock  occurs,  says 
John  Calcagnini,  of  CIBC 
World  Markets,  who  rates 
Cardiac  a  strong  buy,  vdth 
a  target  price  of  8.  Al- 
though Medtronic  is  a  com- 
petitor, "Cardiac  is  the  only 
company  with  this  technol- 
ogy," he  says.  Powerheart 
requires  the  use  of  a  $20  disposable  electrode 
every  day  for  each  patient.  The  potential  market 
for  electrodes  alone  is  about  $600  million  a  year, 
says  Calcagnini.  He  figures  Cardiac,  which  has 
been  in  the  red,  will  earn  170  a  share  in  2003  on 
sales  of  $78.3  million,  vs.  2002's  $42  million. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:30  p.m.  est  on  CNNfn's  The  Money  Gang. 
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COMMENTARY 

After  a  rocky  ride,  the  markets  posted  a 
solid  advance.  The  bellwether  Dow  Jones 
industrial  average  soared  173  points,  or 
1.7%,  on  Apr  10,  as  the  market  shook 
off  the  effects  of  earlier  earnings  warn- 
ings. Much  of  the  volatility  this  week 
centered  around  technology  stocks,  such 
as  Cisco  and  IBM.  For  the  week,  the 
Dow  and  S&P  500  rose  1.8%  and 
0.5%,  while  Nasdaq  declined  1.0%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1130.5  0.5  -1.5  -3.0 

Dow  Jones  Industrials  10,381.7  1.8  ^  3.6  3.7 

Nasdaq  Composite  1767.1  -1.0  -9.4  -6.9 

S&PMidCap400  544.0  3.0  7.0  16.5 

S&P  SmallCap  600  252.0  3.3  8.5  23.3 

Wilshire  5000  10,650.9  0.8  -0.5  -0.4 

SECTORS 

BusinessWeek  50*  711.0  1.2  -2.6  -12.3' 

BusinessWeek  Info  Tech  100"     364.4  -3.7  -13.1  -16.5 

S&P/BARRA  Growth  575.3  0.0  -3.3  1.0 

S&P/BARRA  Value  552.9  0.9  0.1  -7.1 

S&P  Energy  224.8  -1.8  6.4  -1.9 

S&P  Financials  370.2  2.5  4.2  4.4 

S&PREIT  103.9  4.2  11.3  23.3 

S&P  Transportation  211.0  2.5  7.1  6.0 

S&P  Utilities  150.1  0.7  2.9  -25.3 

GSTI  Internet  88.9  -2.7  -15.3  -24.6 

PSE  Technology  640.2  -2.7  -6.9  -5.3 
*Mar.  19,  1999  =  1000 


Apr.  10 


Year 
Week      d 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (n-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


1058.2 
5229.1 
4521.8 
5265.4 
11,218.6 
10,643.1 
7800.1 
7517.7 


-1.8 
-0.4 
-2.4 
-0.3 
-1.6 
-2.2 
-0.5 
4.5 


Apr.  9       Wk.  ag| 


S&P  500  Dividend  Yield  1.40% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  60.4 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  20.2 

First  Call  Earnings  Surprise*  4.56% 
*First  Call  Corp. 
TECHNICAL  INDICATORS 


1.39' 
61.4 
20.4 
5.88°/ 


Apr.  9      Wk.  ago 


*Feb.  7,  2000  =  1000 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  VIckers  Sell/buy  ratio 


1137.5  1140.3 

71.0%  71.0% 

0.78  0.68 

3.45  3.43 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Health-Care  Facilities  14.1 

Gold  Mining  13.0 

Managed  Health-Care  10.9 

Distillers  &  Vintners  10.5 

Personal  Products  10.3 


Metal  &  Glass  Containers  76.5 

Trucking  65.2 

Office  Electronics  54.1 

Computer  Stores  53.7 

Trading  Cos.  &  Distribs.  49.7 


Application  Software 
Telecomms.  Equip. 
Instrumentation 
IT  Consulting  Svcs. 
Wireless  Services 


Multi-Utilities 
Computer  Stge.  &  Per 
Wireless  Services 
Telecomms.  Equip. 


-23.7 
-21.3 
-16.6 
-16.3 
-15.8    Instrumentation 
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■  Mutual  Funds 

Week  ending  Apr.  9 
■  S&P500    ■  U.S.  Diversified    ■  All  Equity 

4-week  total  return 
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EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Precious  Metals  7.8 

Real  Estate  5.2 

Small-cap  Value  2.1 
Diversified  Emerging  Mkts.  1.4 
Laggards 

Technology  -10.5 

Communications  -9.8 

Health  -4.9 

Large-cap  Growth  -4.1 


52-week  total  return 

Leaders 

Precious  Metals 
Small-cap  Value 
Real  Estate 
Pacific/Asia  ex-Japan 
Laggards 
Communications 
Japan 

Technology 
Utilities 


57.1 
24.6 
24.4 
18.3 

-31.9 
-20.5 
-19.8 
-18.9 


Week  ending  Apr.  9 
■  S&P  500    ■  U.S.  Diversified    IAN  Equity 

52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%      -4      -3      -2       -1       0 

Data:  Standard  &  Poor's 


Leaders 

ProFunds  Ultrashort  OTC  25.0 

Rydex  Dynamic  Vent.  100  25.0 

Potomaclnternet  Short  19.9 

U.S.  Glob.  Wrid.  Prec.  Mins.  15.7 
Laggards 

ProFunds  UltraOTC  Inv.  -22.8 

Potomac  Internet  Plus  -22.4 

Van  Wagoner  Emerging  Gr.  -18.1 

iShares  DJ  U.S.  Internet  -18.0 


Leaders 

Matthews  Korea  121.7 

iShares  MSCI S.  Korea  Ind.  100.3 

ING  Russia  A  89.2 

Fidelity  Advisor  Korea  A  84.2 
Laggards 

ING  Global  Communs.  A  -52.8 

INVESCO  Telecomms.  Inv.  -52.5 

Orbitex  Emerg.  Tech.  A  -50.4 

Oppenheimer  Emerg.  Techs.  A  -48.4 


I  Interest  Rates 

KEY  RATES 


Apr.  10    Week  ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 
2-YEAR  TREASURY  NOTES 
10-YEAR  TREASURY  NOTES 
30-YEAR  TREASURY  BONDS 


1.55%       1.54% 


1.70 
3.44 
5.23 
5.70 


30-YEAR  FIXED  MORTGAGEt       7.03 

tBanxQuote,  Inc. 


1.78 
3.53 
5.28 
5.72 
7.11 


BLOOMffiERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  mt 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bond     30 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.44% 
6.34 
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INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.54 
6.49 


■THE  WEEK  AHEAD 

BUSINESS  INVENTORIES  Monday,  Apr.  15, 
8:30  a.m.  edt^  Inventories  probably 
were  unchanged  In  February.  That's 
based  on  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's 
MMS,  a  unit  of  The  McGraw-Hill  Compa- 
nies. In  January,  inventories  grew  0.2%. 

CONSUMER  PRICE  INDEX  Tuesday,  Apr.  16, 
8:30  a.m.  edt>-  Consumer  prices  for 
goods  and  services  are  forecast  to  have 
jumped  0.5%  in  March,  due  largely  to 
higher  gasoline  prices,  after  a  0.2%  rise 


in  February.  Excluding  food  and  energy, 
core  prices  in  March  likely  rose  by  0.2%. 

NEW  RESIDENTIAL  CONSTRUCTION  Tuesday, 
Apr.  16,  8:30  a.m.  edt^  Housing  starts 
in  March  probably  fell  4%,  to  an  annual 
rate  of  1.70  million. 

INDUSTRIAL  PRODUCTION  Tuesday  Apr.  16, 
9:15  a.m.  edt>-  Factory  output  in  March 
is  forecast  to  have  risen  0.4%  for  a  sec- 
ond straight  month.  The  average  operat- 
ing rate  in  March  probably  rose  to  75%. 


INTERNATIONAL  TRADE  Wednesday,  Apr 
8:30  a.m.  edt>-  The  trade  deficit  pr 
biy  widened  to  $29.5  billion  in  Feb 

LEADING  INDICATORS  Thursday  Apr.  Uy 
10  a.m.  EDT^  The  Conference  Boani 
March  composite  index  of  leading  e^ 
nomic  indicators  likely  rose  0.3%. 

FEDERAL  BUDGET  Thursday  Apr.  18,2 
EDT>-  The  U.S.  Treasury  is  expected  ; 
port  a  $54  billion  deficit  for  March, 
a  February  deficit  of  $28.5  billion. 
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BusinessWeek  Fifty 
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BusinessWeek 
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irned  in  a  strong  showing,  rising  1.2%  for  the  latest  week.  Pacing  the  performance  were  Bed  Bath 
vfip  12.5%,  and  Washington  Mutual,  adding  11.7%,  both  of  which  are  benefiting  from  a  robust  hous- 
rtgage-refinance  market.  Drugmaker  Merck  lost  7.2%  in  a  weak  pharmaceutical  group.  Computer- 
Lbvider  Electronic  Data  Systems,  another  loser,  lost  6.6%  on  analyst  downgrades. 
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COMPANY  PERFORMANCE 

%  change 


%  change 


Week 


Since 
3/1/02 


Rank      Company 


Week 


Since 
3/1/02 


m  &  Johnson 
e  Mac 


Morris 


-0.9 
3.9 

-1.6 
4.3 
0.5 


4.2 

6.1 

-4.0 

12.3 

1.7 


moor 

iMae 

> 

luy 

sourceBergen 


-1.1 
2.4 
7.5 
5.3 
0.5 


10.3 

6.1 

-0.1 

17.1 

0.3 


26  Tenet  Healthcare  5.2  22.8 

27  Household  International  6.5  15.2 

28  WellPoint  Health  Networks  5.6  11.5 

29  Washington  Mutual  11.7  15.3 

30  Duke  Energy  3.7  10.9 

31  Kohl's  11.5  10.8 

32  Bed  Bath  &  Beyond  12.5  6.4 

33  Cardinal  Health  -2.4  5.3 

34  Centex  4.7  -10.0 

35  American  Electric  Power  4.1  9.6 


]  iHealth  Group 
I 

Depot 
art  Stores 

y 


1.7 
0.3 
5.9 
3.4 
4.3 


7.5 

6.8 

-0.5 

-2.3 

17.4 


36  Golden  West  Financial 

37  Stryker 

38  Harley-Davidson 

39  PepsiCo 

40  Merck 


6.0 
0.1 
1.5 
4.6 
-7.2 


5.3 

-3.9 

6.3 

3.5 

-13.4 


al  Dynamics 
s  Petroleum 
Laboratories 
(H&R) 
e 


2.0 
-4.1 
-0.8 

5.1 
-0.7 


5.7 

2.1 

0.4 

-9.3 

66.0 


41  Apache 

42  Amerada  Hess 

43  KB  Home 

44  First  Data 

45  Tyco  International 


-1.9 

-2.5 

5.9 

4.3 

0.4 


7.4 
13.6 

5.8 
10.4 

7.5 


ental  Petroleum 

Homes 
hon  Oil 
]up 


-0.3 
4.2 
3.4 
0.1 

-0.3 


9.5 
0.4 
-6.0 
4.5 
7.5 


46  International  Game  Technology  3.3  -11.1 

47  Capital  One  Financial  4.0  30.7 

48  Electronic  Data  Systems  -6.6  -12.0 

49  Nabors  Industries  -3.8  14.6 

50  Xcel  Energy  -1.2  7.4 


Production  Index 


Change  from  last  week:  0.1% 
Change  from  last  yean  -10.0% 
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moving  average 
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:tion  index  showed  a  small  increase  during 
leriod.  Before  calculating  the  four-week  mov- 
e,  however,  the  index  slipped  to  159.5,  from 
r  seasonal  adjustments,  autos  and  truck  as- 
vere  the  only  components  to  finish  higher. 
d  steel  production  fell  the  furthest,  followed 
ght  traffic,  electric  power,  and  coal.  Crude- 
was  nearly  unchanged.  The  index  for  all  of 
to  159.3,  from  158.5  in  February. 

n  each  of  the  index  components  is  at  www.buslness- 
\l  production  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 
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For  more  investment  data  and  the 
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www.businessweek.com. 
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Editorials 


CEOs:  WHY  THEY'RE  SO  UNLOVED 


How  the  mighty  have  fallen.  The  cultural  perception  of  the 
CEO  in  America  has  taken  a  dramatic  turn  for  the  worse. 
Heroes  to  milUons  in  the  '90s,  CEOs  are  increasingly  seen  as 
villains.  Once  they  were  lionized  as  larger-than-life  generators 
of  wealth  for  the  many  or  creators  of  wondrous  new  tech- 
nologies. Now  they  are  portrayed  as  exploiters  of  the  system 
who  are  out  for  themselves.  Even  the  President  has  felt  the 
need  to  chastise  CEOs  about  the  need  for  responsibility.  Enron, 
it  appears,  has  tarred  the  entire  managerial  class. 

The  truth,  however,  is  that  most  CEOs  are  neither  heroes 
nor  \allains.  They  are  managers  of  increasingly  complex  or- 
ganizations acting  according  to  incentives  that  are  fairly  pro- 
scribed. They  work  within  the  business  cycle,  as  do  investors 
and  consumers.  They  operate  within  a  global  economy,  as  do 
investors  and  consumers.  Most  Americans  are  willing  to  con- 
cede these  points. 

What  has  really  undermined  the  reputation  of  the  mana- 
gerial class  is  the  perception  that  it  is  breaking  a  fundamental 
cultural  rule  central  to  American  values:  fairness.  CEO  pay  is 
so  huge  that  people  don't  believe  executives  deserve  it.  Many 
CEOS  no  longer  require  that  they  get  paid  well  for  their  serv- 
ices; they  demand  huge  wealth  to  the  time  of  tens  and  hvin- 
dreds  of  millions  of  dollars.  In  1980,  CEO  compensation  was  42 
times  that  of  the  average  worker.  In  2000,  it  was  531  times. 
This  is  a  winner-take-all  philosophy  that  is  unacceptable  in 
American  society,  especially  at  a  time  when  teamwork  is  being 
extolled  as  the  key  to  higher  productivity  and  company  success 
and  all  employees  are  putting  in  long  hours  at  the  office  or  on 
the  line.  The  size  of  CEO  compensation  is  simply  out  of  hand. 

Worse,  CEO  pay  is  increasingly  disconnected  to  CEO  per- 
formance, making  compensation  appear  even  more  unfair  to 
average  people.  Former  Ford  Motor  Co.  ceo  Jacques  A. 
Nasser  was  ousted  last  year  when  his  company  reported  a 
$5.45  billion  loss.  Workers  were  laid  off  as  a  result  of  that  per- 


formance, and  salaries  for  nearly  everyone  left  suffered. 
Nasser  was  given  about  $20  million  in  compensation  for  t 
year,  depending  on  how  well  Ford  stock  does  in  the  futu 
Who  wouldn't  be  furious  at  CEOs  after  this? 

It  gets  worse.  "For  2001,  Joseph  P.  Nacchio,  chief  executive 
Qwest  Communications  International  Inc.,  received  a  $1.5  n 
lion  bonus,  $24  million  in  cash,  $74  million  in  exercised  optio 
and  was  granted  7.25  million  new  options  worth  $194.2  mill 
if  Qwest  stock  rises  10%  during  the  next  decade.  This  is 
year  that  Qwest  posted  a  $4  billion  loss  and  employees  wf 
laid  off.  The  Securities  &  Exchange  Commission  is  inves 
gating  whether  Qwest  Communications  used  aggressive 
coimting  in  2000  and  2001  to  keep  its  stock  flying  high  wl; 
Nacchio  was  exercising  his  options.  Qwest's  stock  price 
down  55%  so  far  this  year.  Where  is  the  fairness  to  those  1« 
off  at  Qwest  or  to  the  thousands  of  Qwest  shareholders? 

Some  chief  executives  are  even  doubling  up  on  their  co 
pensation.  On  top  of  existing  options,  they  are  getting  optic 
on  tracking  stocks  that  have  been  spun  off  from  their  co 
panies  (page  39).  Although  they  are  managing  the  same  ass< 
and  employees,  top  executives  get  paid  twice.  At  Spi 
Corp.,  seven  of  the  company's  top  executives  have  realiz 
gains  of  $185  million  from  options  on  the  tracking  stock  of 
wireless  operations. 

This  is  all  egregious  behavior  that  strikes  most  America 
as  patently  vmfair.  Getting  rewarded  for  failure  doesn't  pai 
in  this  country.  Taking  away  from  a  team  effort  isn't  acce{ 
able.  Across  the  nation,  parents  are  teaching  their  childr 
values  that  many  chief  executives  appear  to  break  eve 
day  when  it  comes  to  their  owti  pay.  It's  time  for  CEOS  w 
know  better  to  speak  up. 

President  Bush  has  used  public  shame  to  remind  CEOs 
their  responsibilities.  Corporate  America's  leaders  should 
to  restore  the  public's  faith  in  the  managerial  class. 


THE  EDUCATION  OF  HARVEY  PITT 


Securities  &  Exchange  Commission  Chairman  Harvey  L. 
Pitt  is  out  to  clean  up  Corporate  America,  and,  after  a  slow 
start,  he's  doing  a  good  job.  Pitt  is  everywhere,  giving  speech- 
es, suggesting  corporate  governance  changes,  and  sending  the 
message  that  the  new  sheriff  in  town  will  not  put  up  with  any 
accounting  fraud  after  the  Enron  Corp.  scandal. 

Pitt's  aggressive  attack  on  alleged  accounting  fraud  at 
Xerox  follows  a  series  of  inquiries  by  the  sec  involving 
WilUams  Cos.  and  Adelphia  Communications.  The  sec  has  al- 
ready fined  Arthur  Andersen,  Waste  Management,  and  others. 
But  with  Xerox,  Pitt  is  upping  the  ante.  First  the  sec  per- 
suaded Xerox  to  restate  its  earnings  for  several  years.  Then 
Xerox  had  to  pay  a  record  $10  million  civil  fine  for  its  poor  fi- 
nancial reporting.  Now  the  SEC  is  widening  its  probe  to  in- 


clude Xerox  auditor  KPMG,  former  Chairman  Paul  A.  Allar 
and  former  CFO  Barry  Romeril.  The  sec  is  holding  indivic 
als  as  well  as  companies  responsible.  This  is  tough  stuff. 

Pitt  is  also  leaning  on  the  New  York  Stock  Exchange  a 
Nasdaq  to  impose  much  higher  governance  standards  on  t 
companies  that  list  with  them.  He  wants  key  audit,  co; 
pensation,  and  nominating  committees  on  boards  of  dir< 
tors  to  be  composed  of  independent  members.  It's  a  good  id* 
and  Pitt  should  lean  hard  on  the  two  exchanges  to  chan 
their  rules  to  make  sure  all  independent  directors  have  no 
nancial  ties  whatsoever  to  management. 

Pitt  is  out  to  prove  that  he  can  clean  up  the  accounting  mt 
without  new  legislation  from  Congress.  K  he  continues  to  pi 
the  role  of  tough  regulator,  he  may  be  proved  right. 
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The  Jack  Welch  era 
is  history.  Running 
GE  is  suddenly  a 
whole  new  ball  game. 
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be  brilliant 


Introducing  Zaurus,  the  smart  new  mobile  tool  from  Sharp.  Wireless  enabled,*  with  powerful  PC 
computing  and  multimedia  capabilities.  A  unique  integrated  keyboard  and  the  added  freedom  of 
the  Linux  operating  system.  Zaurus  by  Sharp.  It's  everything  you  need  to  be  mobile.sharpusa.com 

•Internet  applications  require  purchase  of  a  modem  and  available  service.  Screen  image  simulated. 


Personal  mobile  tool 
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"There  is  no  reason 
for  any  individual 
to  have  a  computer 
in  their  home." 


1977 


"640K ought 
to  be  enough 
for  anybody. '' 


1984 


"Portal, 
schmortal. 


2002 


(Pooh-pooh  it  now,  while  you  still  can.) 


Welcome  skeptics,  cynics,  and  naysayers. 


Every  major  innovation  in  technology  has  initially  been  met  v^ith  more  than  a  little  resistance  And  portal  technology 
is  no  different.  But,  like  the  other  innovations,  today's  curiosity  is  well  on  its  way  to  becoming  tomorrow's  necessity. 
Why?  Because,  quite  simply,  CleverPath™  Portal  and  Business  Intelligence  solutions  from  CA  let  you  work  smarter  and 
more  efficiently  than  ever  before.  Not  tomorrow.  Not  someday.  Right  now. 

Work  faster.  Work  smarter.  Work  together.  You'd  be  surprised  how  much  simpler  doing  business  con 
be  with  the  right  tools.  CleverPath  Portal  is  designed  to  be  highly  intuitive,  so  you  can  quickly  navigate  your  way  to 
exactly  what  you  need.  It  delivers  real-time  soles  data,  email,  and  inventory-level  indicators  without  having  to 
open  and  close  multiple  applications  every  time.  Legacy  systems,  mainframes,  desktops,  Web  Services,  and  mobile 
devices  are  now  seamlessly  integrated,  so  you  can  access  a  vast  breadth  of  information  from  anywhere  and  pull  it 
from  one  single,  secure  pxjrtal.  You  can  also  rely  on  it  to  automate  your  business  processes,  eliminating  all  the  time 
you  now  waste  trying  to  get  the  right  information  into  the  right  hands.  And,  thanks  to  our  business  intelligence 
tools,  over  time,  it  con  learn  your  preferences  and  deliver  them  before  you  even  ask. 


Start  working  now. 

The  CleverPath  Portal  "deploy  first,  customize  later'  model  means  you  can  install  and  implement  production-ready 
systems  in  days  or  weeks,  delivering  tangible  ROI  almost  immediately.  CleverPath  Portal  helps  control  costs  in 
other  ways.  CleverPath  Portal  delivers  a  high  degree  of  scalability  in  the  real  world  so  you  can  handle  millions  of 
users.  And  flexible  licensing  means  you  con  select  the  payment  and  licensing  options  that  best  suit  your  individual 
business  needs,  whatever  they  may  be. 

The  CleverPath  fannily  at  work. 

CleverPath  is  more  than  just  a  single  portal  product.  It's  a  family 
of  unified  portal  and  business  intelligence  solutions  that  deliver 
unique,  online  analytical  analysis,  reporting,  dashboard  development, 
business  rules  automotion,  predictive  analysis,  ond  visualization 
capabilities.  And  that  means  delivery  of  the  right  information  to  the 
right  people  at  the  right  time  — all  in  a  personalized  way.  Don't  spjend 
another  day  without  tapping  into  the  true  value  of  your  enterprise. 
Go  to  ca.com/cleverpath/portal  and  find  out  more  now. 
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the  only  way  to 
keep  your  freedom 
is  by  sticking 
to  the  open  road. 
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SunONE 

Open  Net  Environment 


Reports  from  the  road:  MLB^  Advanced  Media. 

Sun  empowers  Major  League  BasebalTAdvanced 
Media  to  deliver  dynamic  Web  site  content  with 
the  Sun  ONE  Application  Server  to  over  40  million 
fans,  while  the  Sun  ONE  Directory  Server  keeps  visitor 
registration  information  safe. 

Sun's  partner  for  the  ride:  EDS. 

Sun  provides  on-site  support  to  EDS  consulting  teams, 
so  they  can  provide  faster,  more  direct  service  to 
their  customers  implementing  enterprise-level  portal, 
wireless  and  Web  services  projects. 


REGISTER  TODAY 

for  our  exclusive  Web  seminar  on  the 

importance  of  open  standards  in  Web  services. 

www.sun.com/stayopen 


Vlake  the  net  work.  With  Sun~ONE, 
:he  wide-open  comprehensive  software 
platform  for  Web  services. 

Dnce  you've  started  down  the  road  to  Web 
iervices,  you  need  to  move  fast,  stay  flexible 
and  take  advantage  of  business  opportunities 
whereveryou  find  them. That's  where  Sun'ONE 
comes  in.  Sun  ONE  is  a  complete  software  archi- 
tecture that  enables  you  to  create,  develop 
and  deploy  the  kind  of  innovative  "Services 
on  Demand"  that  build  customer  loyalty  and 


quickly  improve  your  business.  Sun  ONE  is 
backed  by  a  power  trio  of  award-winning 
products  (Sun  ONE  infrastructure  software, the 
Solaris' Operating  Environment  and  Sun  ONE 
Developer  Tools  for  Java"")  and  is  built  on  open 
Web  standards  such  as  XML,  LDAP  and  the 
Java  universal  development  platform.  And 
since  it  is  designed  from  the  ground  up  to 
integrate  with  your  existing  IT  environment 
and  the  products  you  are  already  using,  control 
remains  firmly  in  your  hands. 
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Make  the  net  work  with  Web  services 
that  can  transform  your  business: 


Transformative  change  begins 
with  Java'  technology. 

At  the  enterprise  level,  lava'  technology  and 
XML  mean  interoperability.  Sun'  ONE  capitalizes 
on  seven  years  of  lava  leadership  to  provide  a 
platform  for  Web  services  that  leverages  your 
existing  systems.  And  since  78%  of  developers 
view/  |2EE'  server  software  as  the  most  effective 
platform  for  building  and  deploying  Web  services, 
you  can  be  sure  Sun  ONE  will  get  you  started 
down  the  road  in  the  right  direction. 

The  Solaris'  Operating  Environment 
lets  you  deploy  services  on  an 
enterpriseclass  platform. 

Make  sure  your  services  are  always  available 
for  your  customers,  with  the  rock-solid  Solaris' 
Operating  Environment.  You'll  be  in  good 
company —after  all,  many  of  the  largest  Internet 
businesses  already  run  on  it.  Solaris  OE  is  the 
foundation  of  Sun  ONE  and  provides  a  highly 
reliable  application  platform  for  any  kind  of 
service.  That's  what  we  call  "Services  on  Demand." 


Sun  ONE  infrastructure  software 
delivers  services  today. 

Sun  ONE  Directorv  Server  already  enables  60% 
of  the  Fortune  100  to  conduct  business  on 
the  Web  quickly  and  securely.  And  Sun  ONE 
Developer  Tools  for  lava  were  judged  Best  )ava 
IDE  by  javaWorld.  They  both  work  seamlessly 
with  Sun  ONE  Application  Server  and  Sun  ONE 
Portal  Server  to  let  you  deliver  services  that 
quickly  scale  across  multiple  platforms.  The 
faster  you  get  your  Web  services  to  market, 
the  greater  the  business  opportunity.  There's 
no  speed  limit  on  this  road. 

Sun  ONE  Consulting  can  start  you  down 
the  road  to  Web  services  right  now. 

Sun  ONE  Consulting  lets  you  reduce  the  time, 
cost  and  risk  of  transforming  your  business 
with  Web  services.  Sun  ONE  Consulting  can 
help  you  with  every  phase  of  developing  and 
deploying  innovative  services,  giving  you  the 
kinds  of  sustained  business  advantages  you 
would  expect  from  a  business  innovator  like  Sun. 


SunONE 


Companies 
already  on  the  road 
with  Sun^ONE: 

Life  Time  Htness 

The  Sun  ONE  architecture  has  enabb 
Life  Time  Fitness  to  store  account  an 
payment  data  for  thousands  of  membe 
in  order  for  employees  and  customi 
to  conduct  millions  of  transactions  at 
the  Life  Time  Fitness  network. 
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THE  NEW  NUMBERS  GAME 


If  you  look  through  the  pages  of  this  week's 
issue,  it's  clear  that  chief  executives  of  com- 
panies big  and  small  are  facing  a  whole  new 
world  of  financial  scrutiny.  It  is  no  longer 
enough  to  deliver  earnings  growth.  Now,  in  the 
post- Enron  era,  the  focus  is  on  earnings  quaUty. 
For  too  long,  Wall  Street's  message  was  mo- 
mentum: Think  short-term  and  get  in  and  out 
quick.  As  Associate  Editor  Marcia  \^ckers  and  Se- 
nior Writer  Gary  Weiss  pointed  out  in  "The  Wall 
Street  Hype  Machine"  (Apr  3,  2000),  "So  far  the 
pain  has  been  limited  by  the  market's  overall  ad- 
vance. But  if  the  market  turns  south,  the  disap- 
pointment— and  wTeckage — will  be  considerable." 
And  so  it  has  been. 

While  it  is  easy  to  be  suspicious  of  corporate 
earnings  reports,  showing  how  they  mislead  the 
investing  public  is  a  difficult  task  seldom  under- 
taken on  a  large  scale  by  journalists.  Accounting 
shenanigans  are  hard  to  detect,  understand,  and 
explain  accurately  in  everyday  language. 

Associate  Editors  David  Henry  and  Nanette 
Byrnes  accepted  the  challenge,  and  this  past  year 
have  delivered  a  series  of  stories  with  clear  and 
concise  expositions  of  the  gimmicks  companies 
are  using  to  pad  earnings  and  keep  investors 
guessing.  The  groundbreaking  report,  "The  Num- 
bers Game"  (May  14,  2001),  was  built  on  Henry's 
detailed  examination  of  dozens  of  companies,  34  of 
which  were  named  in  the  text  or  tables.  By  clear- 
ly showing  how  corporations  are  using  "pro  for- 
ma" earnings  and  a  half-dozen  traditional  ploys, 
the  story  helped  galvanize  the  outrage  of  in- 
vestors and  regulators. 


"Confused  About  Earnings?"  (Nov.  26)  deci- 
phered the  shortcomings  of  generally  accepted 
accounting  principles  (gaap)  and  offered  a  new 
standard  based  on  operating  earnings  as  a  way 
out  of  the  mess.  When  the  nation's  attention, 
from  Main  Street  to  Congress,  was  riveted  on 
the  Enron  debacle,  "Accounting  in  Crisis"  (Jan. 
28)  proposed  reforms  that  would  reach  to  the 
heart  of  the  conflicts  that  have  damaged  not  only 
the  auditing  profession  but  the  credibility  of  mod- 
ern business  culture.  In  "The  Betrayed  Investor" 
(Feb.  25),  Vickers  and  Senior  Correspondent  Mike 
McNamee  traced  the  road  to  disillusionment,  as  a 
barrage  of  shocks  undermined  investors'  faith  in 
equities. 

Stock-trading  as  a  national  pastime,  "buzz," 
and  "pro  forma"  earnings  are  out.  Long-term 
planning,  top-quality  companies,  and  solid  earnings 
are  in.  So  are  green  eyeshades.  Put  on  yours  and 
check  out  our  new  "The  Fine  Print"  series  in 
BusinessWeek  Investor,  most  recently  "Reckoning 
the  cost  of  stock  options"  (Apr.  15). 

Accounting  questions  have  transcended  corpo- 
rate finance  departments  to  become  a  concern  of 
employees,  managers,  investors,  and  government. 
These  extraordinary  times  call  for  joumaUsm  that 
is  strong  on  financial  analysis.  You'll  find  it  right 
here  in  this  and  every  issue  of  BusinessWeek. 


Jfe^  jS.  J/e^ 


Editor-in-Chief 
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Dot-Com  Delusion  Act  II.  Building  Net- 
based  systems  can  add  to  profit  margins, 
and  that's  nothing  to  deride  these  days 
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Reader's  Digest 


PeaderS 

IVDigcst 


It's  not  just  e-Business. 
It's  Real  Business. 


DEFINING  INTERNET  MOMENT 


The  Reader's  Digest  Association,  Inc.  -  www.rd.com 

The  most  widely  read  magazine  in  the  world 

Inform,  enrich,  entertain  and  inspire  people  of  all  ages 

When  Reader's  Digest  added  clicks  to  bricks 

For  eighty  years,  Reader's  Digest  has  been  widely  known  and 
respected  for  its  editorial  creativity  and  direct  nnarketing 
expertise.  In  1998,  when  Readers  Digest  sought  to  extend  its 

prized  media  brand  by  leveraging  the  Internet,  the  company 

looked  to  Digex  for  help. 

Digex  provides  full  management  of  the  rd.com  Internet 
property  so  Reader's  Digest  can  focus  on  their  mission: 
Delivering  products  that  inform,  enrich,  entertain  and  inspire 
people  of  all  ages  and  cultures. 

To  learn  more  about  Digex,  the  company  that  Gartner  Inc. 

listed  as  a  leader  in  the  industry  for  a  second  year  in  a  rowf 

call  1.866.344.3997  or  visit  www.digex.conn/hosting. 


Managing  Business  on  the  Internet" 


O20CK  Digex.  Inc^ 
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c«  a  markelpiace  at  and  >?  a  specifc  time  period,  tt  measures  «ndors  against  Ganner-defined  criteria  lor  a  markelplaoe.  The  positicning  of  vendors  wittiin  a  Magic  Quadrant  is  based  ay  the  oorrplex  rvtatiay  of  many  factcrs  Gartnff 
does  not  advise  enterorises  to  select  orty  those  Srms  in  the  Leaders  segment.  In  some  siluatiors.  frms  in  the  Visiona/y.  Challenger,  or  t**ie  Player  segments  rray  be  the  right  match  for  »i  aitaprises  requranatts.  Wttl-rifermed 
«ndor  setecten  decisicns  shoiid  rely  on  more  than  a  Magic  Ouaitant.  Gartner  research  is  intended  to  be  one  of  many  information  sources  and  the  reader  shoiM  not  re*y  soldy  en  the  Magic  Qjaitsit  for  deoision-rHkre 

Gartner  expressly  dsdaims  all  waranties,  express  or  implied  of  fitness  of  this  tesaeich  for  a  particUar  pupose. 
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TALK  SHOW  U'Cease-flre'  is  not  a  relevant  term  at 
the  moment'? 

— Secretary  of  State  Colin  Powell,  commenting  on  his  trip  to 
the  Middle  East 


it's  not  easy  to  escape  the 
taint  of  having  ser\'ed  on  En- 
ron's board.  Directors  are  not 
only  taking  heat  for  Enron's 
woes  but  also  losing  their 
seats  on  other  companies' 
boards.  Of  13  Enron  board 
members,  three  have  lost  oth- 
er posts  after  being  target- 
ed for  removal  following  En- 
ron's implosion.  The  casualty 
list  includes  Robert  Jaedicke, 
who  resigned  from  the  Cali- 
fornia Water  Service  Group, 
and  Ronnie  Chan,  who  opted 
out  of  reelection  to  Motorola's 
board.  Herbert  Winokur  Jr., 
soon  to  leave  Harvard  Uni- 


SAVAGE:  Effective  enough  ? 

versity's  governing  board,  is 
the  latest. 

The  next  possible  victim: 
Frank  Savage,  a  former  exec 
at  Alliance  Capital  Manage- 
ment who  is  up  for  reelection 
to  Lockheed  Martin's  board 
on  Apr  25.  Proxy  ad\aser  In- 
stitutional Shareholder  Ser- 
vices is  asking  investors  to 
nix  Savage,  citing  "enough  is- 
sues surrounding  Mr.  Savage 


related  to  his  role  as  a  di- 
rector at  Enron  to  raise 
significant  question  as  to 
his  abihty  to  be  an  effec- 
tive director."  The  afl- 
cio,  whose  pension  fund 
lost  more  than  $1  bilhon 
investing  in  Enron,  says 
*  Savage  failed  to  protect 
Enron  shareholders'  in- 
terests.   It   is   urging   a 
"no"  vote  on  Savage,  too. 
His     lawyer,     W.     Neil 
Eggleston,  responds  that 
Savage  "has  worked  hard 
for  the  shareholders  of 
Lockheed  Martin"  and    * 
continues  to  do  so. 

The  AFL-cio  is  continuing 
its  campaign  against  others, 
asking  the  Securities  &  Ex- 
change Commission  to  have 
a  federal  court  declare  En- 
ron directors  unfit  to  serve 
on  boards.         Louis  Lavelle 


CORPORATE  HUBRIS 


SHAREHOLDERS  GET  STEAMROLLED 


AS     THE     WORLDS     BIGGEST 

maker  of  giant  construction 
gear,  Caterpillar  thinks  big 
about  almost  everything — ex- 
cept its  annual  meeting. 

Breaking  with  tradition, 
none  of  Caterpillar's  14  direc- 
tors attended  the  company's 
Apr.  10  shareholder  meeting 
except  Chairman  and  CEO 
Glen  Baiton.  Most  of  Cat's  of- 
ficers were  also  AWOL.  Those 
who  weren't  skipped  any  dis- 
cussion of  last  year's  results 
or  this  year's  outlook.  In  fact. 
Barton  adjourned  the  w^hole 
shebang  after  just  10  minutes. 

Later,  in  an  infoitnal  q&\ 
with  the  few  dozen  stock- 
holders who  had  come  to 
Chicago  for  the  meeting.  Bar- 
ton defended  the  board's  ab- 
sence. The  directors  (who  get 


$60,000  a  year  plus  4,000 
stock  options)  had  been  in 
town  just  hours  earlier  for  a 
board  meeting,  but  Barton 
said  he  thought  it  wasn't 
worth  their  while  to  stay.  He 
said  financials  were  available 
on  the  Web  site,  and  impUed 
he  would  cancel  the  meeting 
altogether  if  he  could. 

Shareholders  were  not 
pleased.  "I  feel  insulted,"  one 
told  Barton.  And  they  should 
be  outraged,  adds  stockholder 
activist  Nell  Minow.  Espe- 
cially post-Enron,  she  says, 
directors  must  be  accessible 
and  accountable.  "It  is  arro- 
gance of  the  highest  order  of 
magnitude  for  directors  not 
to  attend,"  she  says.  Looks 
like  big  Cat  may  have  made 
a  big  mistake.  MicJiael  Amdt 


CAR  TALK 

NO  JUMP-STARTING 
THESE  BAHERIES 

ROBERT        LUTZ,        GENERAL 

Motors'  vice-chairman  for 
product  development,  is 
known  for  his  Midas  touch  in 
developing  cool  cars.  In  the 
early  '90s,  his  instincts  for 
products  such  as  the  Dodge 
Viper  fueled  a  resurgence  at 
Chrysler.  Since  joining  gm 
last  fall,  Lutz  has  started 
spicing  up  its  cars.  But  be- 
tween those  two  gigs,  he  was 
CEO  and  fix-it  man  for  ailing 
car-battery  maker  Exide 
Technologies.  Lutz,  70,  told 
BusiyiessWeek  a  year  ago  he 
hoped  his  legacy  w^ould  be 
a  turnaround  at  Exide. 

He  didn't  pull  it  off.  Ex- 
ide, where  Lutz  remains 
nonexecutive  chairman,  filed 
for  bankruptcy  on  Apr 
15.  Even  though  Lutz 
imposed 
cost 
controls, 
stream- 

LUTZ: 

Not  enough 
juice 


THE  LIST  HOT  WHEEL 


Like  your  Toyota  Camry? 
So  do  car  thieves.  Many 
Camry  parts  are 
interchangeable  between! 
model  years,  making  thej 
Camry  the  most-stolen  ca 
for  five  years  running, 
year,  though,  a  Chevy  tri 
also  made  the  list. 


2001 


1.1991Toyota  Camry 

2. 1989  Toyota  Camry 

3. 1990  Toyota  Camry 
4.  2000  Honda  Civic  Si 
5. 1994  Chevrolet  CI 500  4) 


2000 

1.  1989  Toyota  Camry 
2. 1990  Toyota  Camry 
3.  1991  Toyota  Camry 
4. 1988  Toyota  Camry 
5. 1994  Honda  Accord  EX 
Data:  CCC  Information  Services 


lined  manufacturing, 
broadened  market  sf 
when  he  took  over  in  IS 
he  was  unable  to  red! 
massive  debts.  In  the  ei 
months  since  he  stepi 
do\\'n  as  CEO,  debt  balloo^ 
from  $1.4  bilhon  to  $2. 
hon.  Exide  lost  $200 
last  quarter;  profits 
nowhere  in  sight. 
Banc  of  America 
rities  analyst  Natl 
Hudson: 
company 
very  scre\ 
up  before 
came  in." 
Don't 
ry.  Bob,  yo 
still  be 
membered : 
your  cars. 
'  David  W 
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of  a  large  oil 
company 
in  the  northern 
Caspian. 
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INVESTOR  BEWARE 

GEHING  A  LEG  UP  ON 
THOSE  FOOTNOTES 

THINK  ALL  THE  GOOD  STUFF 

in  annual  reports  is  buried  in 
the  footnotes?  Now,  thanks  to 
free  software  called  Footprint, 
you  can  read  the  footnotes 
first  and  skip  the  boring  stuff 
in  between.  Footprint  extracts 
footnotes  and  puts  them  in  a 


separate  file  for  easy  reading. 
Then,  if  you  click  on  one,  it 
shows  it  in  context,  in  big 
pink  tj^je.  "This  way,  you  can 
read  the  footnotes  first,  then 
look  back  at  the  document  if 
something  strikes  you  as 
fishy,"  says  Footprint  co-au- 
thor Hal  Varian,  a  dean  at  the 
University  of  California  at 
Berkeley. 

Varian  began  Footprint  in 
jest  but  now  takes  footnotes 
seriously.  He  has  added  ex- 
planatory "toe  notes"  to  some 
Enron  footnotes  and  is  meas- 
uring such  factors  as  the 
number  of  footnotes  to  see 
if  impenetrable  financial  re- 
ports signal  trouble.  Foot- 
Print  can  be  dowTiloaded  at 
www.sims.berkeley.edu/~hal/ 
footprint.     Kimherly  Weisul 


AFTER  9/11 

WHArS  MISSING  IN 
WASHINGTON?  KIDS 

TOURISM  IS  STARTING  TO  MAKE 

a  comeback  from  September 
11.  But  the  usual  spring 
throngs  aren't  converging  on 
Washington. 

A  big  reason: 
Students  touring 
the  capital  have 
dropped  by  half — 
from  an  estimated 
2  million  last  year 
to  1  million  this 
year.  After  the  at- 
tacks, many  school 
districts  banned 
class  trips.  This 
year,  the  nonprofit 
Close  Up  Foimda- 
tion,  which  mixes  trips  to  the 
Capitol  and  the  Smithsonian 
with  seminars  from  policy- 
makers and  journalists,  has 


seen  such  a  fall-off  that  it  laid 
off  30%  of  staff,  or  40  em- 
ployees. "It's  been  a  really 
difficult  loss,"  says  Vice-Pres- 
ident Chuck  Tampio. 

The  Quahty  Hotel  in  Ar- 
lington,  Va.,   popular   with 
school  groups,  reports  a  15% 
drop  in  revenues  this  year. 
And  Arena  Stage 
theater,  which  usu- 
ally sells  11,500  to 
15,000    tickets    a 
season  to  students, 
has      only      sold 
7,000.  "For  a  while 
there,  every  time 
there  was  another 
terrorist  threat  or 
scare,      we      got 
another   cancella- 
wn  by  half   tion,"  says  Arena 
sales  director  Cheri 
Swiss.   Many   schools   have 
now  lifted  travel  bans — but 
don't  expect  a  recovery  until 
next  year.       Julia  Cosgrove 


DRAWN  &  QUARTERED 


iifNNK^mTctfSECTior^  op-  m-^h^Mpfcif  src-n^w  ? 


SECURITY  MATTERS 

A  SHEPHERD  FOR 
LITTLE  LOST  LAPTOPS 

DENNIS       HATCH        IS       THE 

Columbo  of  computers.  Oh 
sure,  his  real  job  title — ^man- 
ager of  the  lost-and-found  at 
Seattle-Tacoma  International 
Airport — is  more  pedantic. 
But  with  new  security  pro- 
cedures requir- 
ing laptops  to 
be  removed 
from  carry  cases, 
so  many  have  been 
left  behind  that  his 
detective  skills  are 
required.  At  Sea- 
Tac,  330  laptops 
got  left  in  the  sev- 
en months  after  Sep- 
tember 11,  up  from 
just  seven  in  the  same 
period  a  year  earlier. 
To  track  down  owm- 


ers.  Hatch  has  a  hand- 

ftd  of  tricks.  If  there's   DISTRACTED? 

no  I.  D.,  he  turns  on  the  Airport  search    by  about  half 


Word,  hoping  to  catch 
briefly  flashing  name  of 
person  to  whom  the  soft\ 
is  licensed.  He  even  re 
through  address  books, 
ing  listings  imder  Mom 
Dad.    "Usually,    moms    all 
dads  already  loiow  the  hyslj 
ria  that  their  kids  are  goii 
through,"  Hatch  says. 
Only  once  has  an  o\ 
expressed       displeasi 
over  the  intrusion, 
even    then    it 
muted, 
couldn't    deJ 
the     fact     that     fl 
wouldn't  have  had 
laptop     any     ott 
way,"  says  Hatch. 

Not  every 
has  an  epidemic] 
left  laptops.  At 
Jose,  for  examj 
the  problem  ba 
registers.  And  e\ 
at  Sea-Tac,  left  la 
tops  have  been 
dining  recentlyJ 


machine  and  pokes 
around  for  clues.  Sometimes, 
it's  as  simple  as  capturing  a 
log-on  and  domain  name 
when  the  laptop  boots.  Some- 
times, he  cUcks  on  Microsoft 


travelers  get  fa 
iar  with  new  security  pre 
dures,   says   Hatch.   All 
which  means  Hatch's  det 
tive  days  soon  may  come^ 
an  end.  Jay  Ore 


THE  BIG  PICTURE 


RETIRING  IN  SHLE 


How  much  do  baby  boomers  plan  to  spend 
annually  on  favorite  activities? 


TRAVEL 


HOME  IMPROVEMENT 


FAMILY  OUTINGS 


GOLFING 


FISHING 


GARDENING 


$7,700      $7,000     $3,900     $3,500     $2,700      $1,500 


AMOUNT  TO  BE  SPENT,  PER  REnREE  BY  BOOMERS  WHO  SAID  THE  ACTIVITY  WAS  ONE  OF  THEIR  THREE  FAVORITES 
POLL  OF  1.004  ADULTS  BORN  BEtWEEN  1946  AND  1%1,  RELEASED  FEBRUARY.  2002  DATA:  HARRIS  INTERACTIVE 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfrontCS  businessweek.com 
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reasure  lies  in 
pian,  off  the  coast  of  Kazakhstan, 
has  tjeen  entrusted  with  the  task 
developing  one  of  the  largest 
fields  discovered  in  the  last 
fty  years.  Its  the  result  of  the 
(fnational  experience,  technical 


;nowie( 


iinerences  in 


approach  that  are  a  part  of  our 
genetic  heritage,  along  with  a 
special  ability  to  adapt  to  different 
situations  and  cultures.  Today 
Eni  is  a  large,  international, 
independent  oil  and  natural  gas 


compan 

core  businesses  -  Exploration  & 
Production,  Gas  &  Power  and 
Refining  &  Marketing  -  and  on 
a  fundamentally  unique  vision: 
our  own.  slightly  different,  Italian 
way  of  seeing  and  doing  things. 


1 


Eni's  way 
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Readers  Report 


THE  FUTURE 
OF  CADILLAC 


Seeing  one  of  America's  bedrock 
icons,  a  Cadillac  tail  fin,  on  your  recent 
cover  was  refreshing  ("Can  gm  save  an 
icon?"  Cover  Story,  Apr  8).  General  Mo- 
tors Corp.  is  a  world  away  from  where 
it  was  four  decades  ago,  when  it  was 
the  most  successful  global  brand.  If  you 
were  to  ask  most  GM  officials,  engineers, 
or  even  car  designers  whether  Harley 
Earl  was  an  engineer,  9  out  of  10  would 
argue  he  was  certainly  not.  They  usual- 
ly say:  "Earl  was  that  styl- 
ist." That's  a  big  part  of  the 
problem.  Earl  was  highly 
talented  in  many  areas.  He 
graduated  from  Stanford 
with  an  engineering  degree, 
and  his  first  title  at  Cadillac 
was  consulting  engineer.  He 
was  part  artist,  part  engi- 
neer, and  much  more.  He 
never  got  pigeonholed  like 
most  auto  executives  today. 
Richard  Earl 
Royal  Oak,  Mich. 
Editor's  note:  The  writer  is  the  grandson 
of  the  legendary  GM  designer. 

For  men  of  my  generation,  Cadillac 
ownership  was  a  dream  and  a  goal — 
the  epitome  of  success!  Young  men  like 
me  would  stand  at  the  showroom  win- 
dows admiring  the  new  Cadillacs,  know- 
ing that  when  the  right  time  arrived, 
we  would  have  one. 

That  time  arrived  when  I  was  about 
to  turn  50  and  at  the  peak  of  my  career. 
I  indulged  myself  in  a  new  1977  Cadil- 
lac. That  car  proved  to  be  the  worst 
piece  of  jimk  among  the  45  automobiles 
that  I  have  owned  in  my  lifetime.  The 
experience  helped  to  make  me  a  cynical 
old  man.  Cadillac  may  someday  make 
a  better  product,  but  they  can  never 


restore  a  young  man's  dreams.  Cs 
lac — ^you're  too  late! 

Clark  McCl 
Tuc 

I  have  driven  foreign  luxury 
have  driven  domestic  luxury  cars. 
2001  Cadillac  is  simply  the  best 
have  ever  driven,  period. 

Herbert  B. 
St.  Charles, 

Two  years  ago,  I  bought  a  Cac 
DeVille  DTS.  I  didn't  buy  a  BMW 

I  wanted  to  be  differ 
Objectively,  my  car 
great  machine:  well-ei 
neered,  fast,  and  comfoj 
able.  I  love  it.  But  eve 
one  thinks  I'm  nuts.  ! 
GM:  I  couldn't  start  a 
among  thirtysomethinj 
David  S.  Wfi 
St.  Lc 

If  Cadillac  hopes  to 
ceed,  it  must  go  head-^ 
head   with   Mercedes 
Class,  Audi,  and  the  BMW  5  and  7  ser 
The  new  Caddy  will  need  to  outj 
form  the  German  cars  in  terms  of 
er  and  handling;  it  will  need  to  be  md 
comfortable  with  major  innovations! 
cabin  technology;  and  it  will  needj 
last  longer  and  require  less  mainter 
than  any  Japanese  car.  I  don't  think 
troit  has  the  culture,  the  brains,  or 
management  discipline  to  do  this. 

Luis  Bemha 
Bumaby,  B^ 

Can  GM  save  an  icon?  Yes!  GM  n€ 
to  build  a  $150,000  sedan  that  is  a  ti 
styhsh  automobile  of  the  highest  qi 
ty — an  icon.  It  should  be  available 
convertible  so  that  its  luxury  can 
flaunted.  They  may  only  sell  1,000 
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PRESENTING  TODAYS  WALL  STREET  JOURNAL,  including  Personal  Journal  —  a  new  section 
covering  the  business  of  life.  You'll  also  find  the  whole  paper  easier  to  navigate,  with  an 


WILL  GENETIC  ENGINEERING 


CHANGE  YOU? 


ever-so-tasteful  use  of  color.  To  subscribe 
call  1-800-JOURNAL  or  log  on  to  wsj.com. 
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CORRECTIONS  &  CUUtlFICATIONS 

"Doubleclick  Take  Two"  (e.biz,  Feb.  18) 
should  have  said  that  Doubleclick's  Channel- 
View  service  helps  a  merchant  to  analyze 
its  own  customer  data  for  its  own  use,  but 
does  not  offer  customers  an  opportunity  to 
choose  whether  or  not  they  participate.  In 
any  event,  the  information  is  not  shared 
with  other  retailers. 

A  table  accompanying  "The  besieged 
banker"  (Cover  Story,  Apr.  22)  gave  an  in- 
correct date  for  Chemical  Bank's  purchase 
of  Manufacturers  Hanover  Trust  Co.  The 
deal  was  was  announced  in  1991. 


them,  but  it  will  reestablish  the  [Cadil- 
lac] brand  as  the  best  car  you  can  buy. 

Bradley  Leland 
Newton,  Mass. 

Why  do  Americans  feel  the  need  to 
define  themselves  by  way  of  Euro- 
pean/Pacific Rim  vehicles?  Without  post- 
war U.  S.  taxpayer  dollars  in  the  form  of 
the  Marshall  Plan  and  intervention  by 
U.S.  auto  manufacturers,  there  would 
be  no  foreign  cars.  Buy  American. 

Anna  McManus 
Council  Bluffs,  Iowa 

Been  in  any  Cadillac  dealerships  late- 
ly? They  remain  stuck  in  the  past  and 
lack  the  polish,  professionalism,  and 
amenities  found  in  Lexus  or  Mercedes- 
Benz  showrooms.  Sorry,  but  I  shall  con- 
tinue my  relationship  with  Lexus.  They 
got  it  right — bright  from  the  start. 

Michael  Kersey 
Corona,  Calif. 

I  think  dealer  attitude,  not  design, 
drove  sales  down — although  I  was  nev- 
er fond  of  the  tail  fins. 

Phillipp  J.  Quedens 
Berlin,  Conn. 

Cadillac  [should]  consider  manufac- 
turing the  SexiUe  or  its  successor  with  a 
right-hand  drive  and  really  go  after  the 
market  in  Japan — ^where,  of  course,  they 
drive  on  the  left  side  of  the  road.  I 
have  visited  many  countries  where  they 
drive  on  the  left:  Australia,  India,  Ire- 
land, New  Zealand,  South  Africa — all 
countries  where  GM  competition  is  very 
much  in  evidence  but  where  GM  has 
missed  its  market. 

George  A.  Parker 
Bohemia,  N.Y. 

One  side  effect  of  the  government's 
CAFE  [Corporate  Average  Fuel  Econo- 


my] laws  and  gas-guzzler  taxes  has  been 
the  destruction  of  the  American  luxu- 
ry-car brands.  A  Cadillac  is  either  the 
biggest,  most  powerful,  ai^d  most  exu- 
berantly styled  car  on  the  road — or  it  is 
nothing.  Under  current  laws,  big,  pow- 
erful vehicles  must  be  "trucks,"  not 
"cars."  As  a  53-year-old  owner  of  10  cars 
(including  two  Lexuses,  a  BMW,  a  Mer- 
cedes, and  an  Audi),  I  would  buy -a 
"true"  Cadillac  sedan  if  they  bmlt  one.  I 
still  have  fond  memories  of  a  1966  Fleet- 
wood 60  Special  sedan  I  had  in  the  '70s. 

Louis  R.  WoodhiU 
Houston 

Why  would  Cadillac  build  a  bold,  ra- 
zor-edge-styled car — the  new  CTS — and 
then  ruin  it  by  dropping  in  the  British- 
bmlt  Vauxhall  3.2-liter  motor  (based  on 
high  warranty  claims  for  the  3-liter  Cat- 
era)?  Americans  may  not  be  familiar 
with  the  Vauxhall  product,  but  Canadi- 
ans are,  and  they  are  a  quality  night- 
mare. Until  Cadillac  gets  a  North  Amer- 
ican-built engine  in  this  car,  it  wiU  be 
just  another  Catera,  or  should  I  say  a 
Vauxhall  Omega  EUte. 

R.  Glenn  Reid 
Oshawa,  Ont. 

During  the  period  of  Britain's  "quiet 
war"  with  Germany  in  late  1939  and  ear- 
ly 1940,  prior  to  the  onslaught  of  the 
blitz  later  that  year,  Rolls-Royce  Motor 
Cars  PLC,  producer  of  the  Merlin  In-Line 
aircraft  engines  used  in  the  Spitfire,  was 
stymied,  searching  for  a  ball  bearing 
which  would  hold  up  in  high-altitude  con- 
ditions. The  people  who  quickly  solved 
this  problem  were  engineers  at  gm's 
CadiQac  Motor  Car  Div.  It  is  interesting 
to  learn  that  rival  BMW,  maker  of  Messer- 
schmitt  fighter  engines  during  World  War 
II,  is  now  using  CadiQac  transmissions. 
Robert  R.  Hannan 
Honolulu 

I'm  old  enough  to  remember  when 
the  Packard  was  top  of  the  Une  among 
American  cars,  back  in  the  1920s  and 
'30s — ahead  of  Cadillac.  To  boost  sag- 
ging sales,  they  downsized  the  popular 
Packard  120  and  came  out  with  a 
stripped-down  version,  so  anybody  could 
afford  a  Packard.  It  had  a  Packard  label, 
but  that's  where  the  similarity  ended. 
Cadillac  did  the  same  thing  with  the 
Cimarron,  in  reality  a  Chevy  with  a 
Cadillac  crest.  It  didn't  take  long  for 
Packard  Motor  Car  to  fall  by  the  way- 
side. Like  it  or  not,  there  is  a  certain 
amount  of  snob  appeal  in  spending  a 
lot  of  money  for  a  car. 

Edward  Hacker 
Rocky  River,  Ohio 


ANOTHER  LOOK 

AT  VARIABLE  LIFE  INSURANCE 
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"Variable  life  insurance  variable 
(BW   Investor,   Apr.   8)   addresses 
worst-case  situation  and  ignores  tArf 
benefits  of  these  products.  Investing    n 
policy's  value  in  equities  gives  you  t    l^ 
chance  to  enhance  your  death-bene 
protection  and  accumulate  a  tax-adva 
taged  nest  egg.  You're  much  less  like 
to  achieve  these  goals  if — like  the  W 
consin  couple  in  your  article — you  1 
short-term  volatility  alter  your  stratc] 
But  never  buy  an  equity-based  pr( 
uct  without  [evaluating]  your  toleran 
for  risk.  First,  consider  the  suitability 
the  policy's  investment  options  for  yo 
goals  as  well  as  the  capabilities  of  t)  f 
money  managers.  Not  all  variable  li  * 
policies  are  created  equal. 

Robert  A.  Kerzm  i " 
Executive  Vice-Presidei  f- 
Hartford  Life  Insurance  Co  i* 
Simsbury,  Com  |M 
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liEATING  A  LIFE 

lofessional  Women  and  the  Quest  for  Children 

Sylvia  Ann  Hewlett 
Ilk  Miramax  •  334pp  •  $22 


HE  LONELINESS  OF  THE 
IGH-POWERED  WOMAN 


or  six  months,  I  have  been  read- 
ing The  New  York  Times's  "Por- 
traits in  Grief —  heart-rending 
rofiles  of  the  people  who  died  on  Sep- 

itiimber  11 — and  I've  noticed  a  pattern: 

ost  of  the  men  killed  in  the  attack  on 

e  World  Trade  Center,  particularly 

ose  in  their  30s  and  40s  who  worked 

the  financial  industry,  left  wives  and 

Jpldren.  More  often  than  not,  however, 

s  ^eir  female  colleagues  were  single 
id/or  childless  and  were  lauded  as  lov- 
g  aunts  and  friends. 

^  The  probable  reasons  for  this  gender 
chotomy  are  detailed  in  the  latest  in  a 
ng  line  of  books  about  women,  work, 
id  family:  Creating  a  Life:  Profession- 
'■  Womeyi  and  the  Quest  for  Children 
i  economist  Sylvia  Ann  Hewlett.  This 
not  just  another  polemic  about  how 
ird  it  is  for  women  to  "have  it  all." 
ewlett,  the  author  of  several  books 

6  "1  work  and  family,  gives  a  nuanced 
cture  of  what  life  is  like  in  the  U.  S. 
r  career  women,  based  on  extensive 
isearch.  The  heart  of  the  book  is  a  na- 
onal  survey  of  the  parental  and  marital 
atus  of  1,168  high-achieving  profes- 
onal  women,  a  further  479  women  with 
ivanced  degrees  who've  dropped  out  of 
le  workforce,  and  472  high-achieving 
len,  all  between  28  and  55. 
This  is  the  study  that  earned 
■ewlett's  book  a  cover  story  in  Time 
lagazine,  a  lengthy  segment  on  60  Min- 
tes,  and  countless  radio,  TV,  and  news- 
aper  mentions.  All  have  focused  on  the 
eadhne-grabbing  finding  that  49%  of 
omen  over  40  who  earn  more  than 
100,000  a  year  are  childless.  That  com- 
ares  with  19%  of  men  in  the  same  cat- 
gory.  And  lest  you  assume  that  these 
'omen  chose  the  life  they're  living,  only 
4%  said  they  had  not  wanted  children. 
So  what  happened?  There  are  few 
ispassionate  responses  to  that  ques- 
!on,  and  lots  of  people  will  be  imshak- 
ble  in  their  own  views  on  the  subject, 


whether  or  not  they  read  the  book. 
Based  on  a  lot  of  the  press  commen- 
tary, it  seems  that  one  popular  assump- 
tion is  that  most  of  these  women  cared 
more  about  their  careers  than  about 
marriage  and  children,  and  now  they 
are  paying  the  price. 

But  Hewlett  reveals  a  more  uncom- 
fortable reality,  one  that  is  not  getting 
much  attention  from  the 
commentators  who  see 
this  as  strictly  a  woman's 
problem,  or  fault.  A  pri- 
mary reason  so  many  ca- 
reer women  don't  have 
children  is  that  they  don't 
have  spouses.  Only  57%  of 
the  high-achieving  women 
over  40  in  corporate  jobs 
are  married,  compared 
with  83%  of  male  achiev- 
ers. Overall,  high-achiev- 
ing women  either  marry 
early  or  not  at  all.  Just 
10%  of  the  women  sur- 
veyed got  married  for  the 
first  time  after  age  30, 
and  1%  after  age  35. 

One  woman  interviewed,  an  associ- 
ate in  the  municipal-securities  depart- 
ment at  UBS  Paine  Webber  Inc.,  relates 
how  those  statistics  play  out  in  her  of- 
fice. "Half  of  the  male  associates  in  my 
group... are  already  married  with  chil- 
dren. And  in  all  cases  they  have  stay-at- 
home  wives.  In  contrast,  most  of  the 
female  associates  are  single.  Only  two  of 
them  are  married,  and  neither  have  chil- 
dren." Further  up  the  career  ladder  the 
male-female  divide  becomes  even  more 
marked,  she  says.  The  men  are  all  mar- 
ried with  kids,  while  the  two  fortysome- 
thing  executive  women  are  both  di- 
vorced and  childless. 

It  seems  that  boys  don't  make  passes 
at  girls  who  get  mbas.  Interview  after 
interview  features  women  who,  as  they 
became  more  successful,  were  rejected 


by  a  man,  or  foimd  it  difficult  to  get  a 
date  in  the  first  place,  or  ended  up  with 
men  who  either  didn't  want  children 
(often  because  they  already  had  kids 
by  their  discarded  first  wives),  or  saw 
no  reason  to  "rush"  into  parenthood.  As 
one  practical  woman  acknowledges:  "The 
hard  fact  is  that  most  successful  men 
are  not  interested  in  acquiring  a  peer  as 
a  partner." 

Hewlett  does  a  good  job  of  laying 
out  the  problems  facing  professional 
women,  and  her  data  are  brought  vivid- 
ly to  life  by  the  many  interviews  she 
did  with  women,  and  some  men,  who 
are  grappling  with  these  issues.  She  de- 
votes a  heartbreaking  chapter  to  the 
problem  of  infertility  and  the  many 
women  who  do  not  want  to  believe  that 
the  odds  are  firmly  against  successfully 
giving  birth  once  they're  past  the  age  of 
40.  She  also  shows  how 
hostile  the  corporate 
world  is  to  family  life, 
regardless  of  your  sex. 
Longer  and  longer  work- 
weeks for  the  manageri- 
al classes  make  it  tough 
for  anyone  to  spend  time 
with  children — although, 
as  she  notes,  at  least 
men  with  stay-at-home 
vdves  get  to  have  them. 
Where  Hewlett  falls 
down  is  in  her  prof- 
fered solutions.  She 
wants  women  while 
still  in  their  early  20s 
to  construct  a  plan  for  getting  mar- 
ried and  having  kids,  just  as  they  do 
for  their  careers.  But  life  has  a  nasty 
way  of  derailing  plans — and  a  mar- 
riage takes  two. 

So  here's  a  thought:  How  about  view- 
ing this  as  a  male  rather  than  a  female 
problem?  Creating  a  Life  could  be  as- 
signed to  aU  men  in  graduate  programs. 
Classes  could  be  set  up  to  encourage 
men  to  marry  women  who  are  their 
professional  equals.  CEOs  could  start 
changing  a  corporate  culture  that  seems 
to  have  been  designed  by  and  for  men 
not  eager  to  spend  time  with  their  fam- 
ilies. And  perhaps  we  all  could  recognize 
that,  since  children  are  the  future  of 
society,  it  might  be  worthwhile  to  rec- 
oncile their  needs  with  the  demands  of 
the  workplace.  Imagine. 

CATHERINE  ARNST 
Associate  Editor  Amst  covers  science. 


WHY  CAREER  FEMALES  ARE  FAR  MORE  UKELY 
THAN  MALES  TO  REMAIN  SINGLE  AND  CHILDLESS 
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BY  STEPHEN  H.  WILDSTROM 

tec  h&you@  businessweek.com 

AN  E-MAILER  OUT  TO 
SQUASH  BUCKBERRY 

When  the  BlackBerry  e-mail  pager  made 
its  debut  in  1999,  I  declared  it  "the 
first  wireless  device  I'd  want  to  carry 
around."  Three  years  and  many  evaluations  later, 
it's  still  the  only  wireless  data  device  that  has  a 
permanent  home  in  my  briefcase.  But  that  may 
be  about  to  change.  It  looks  like  the  BlackBerry, 
from  Research  in  Motion,  finally  has  some  worthy 
competition:  the  Handspring  Treo. 

Designing  a  good  wireless 
handheld  involves  four  major 
aspects.  There's  the  hardware, 
the  de\ace  software,  the  \\Tre- 
less  network,  and,  especially 
for  the  mobile  executive,  the 
system  that  allows  access  to 
corporate  e-mail  hidden  be- 
hind   network    fii'e walls. 
When  I  first  looked  at 
the    Treo    180,    which 
costs  $399  with  wire- 
less activation  (Tech  & 
You,  Dec.  17,  2001), 
it  was  a  very  nice 
combination    of  a 
phone       and       a 
Pahn-based  hand- 
held.   But    the 
180  lacked  use- 
ful data  serv- 
ices.     Treo 
Mail,  now  in 
testing  and 
scheduled  for 
commercial    re- 
lease around  the  middle  of 
the  year,  fills  the  gap. 

Treo  Mail,  which  was  devel- 
oped with  Visto,  a  pro\ider  of  Web- 
based  e-mail  and  sync  services,  works 
much  Uke  rim's  BlackBerry  mail  to  bring  you 
wireless  mail  from  any  Microsoft  Exchange  or 
standard  Internet  account.  I  tested  the  Exchange 
version,  which  is  the  far  trickier  approach  and 
the  one  most  useful  to  the  large  number  of  mo- 
bile execs  who  depend  on  access  to  Exchange 
and  Outlook. 

Treo  Mail  works  by  running  a  little  piece  of 
software,  called  a  redirector,  on  your  Windows 
desktop.  As  mail  comes  into  your  Exchange  In- 
box, the  redirector  forw^ards  an  encrypted  copy 
to  a  Visto  ser\^er.  When  you  connect  to  the  net- 
work, your  incoming  mail  is  delivered  to  the 


This  summer, 
Handspring's 
Treo  will  get  a 
mail-handling 
format  that'll 
do  any  road 
warrior  proud 


BusinessWeek  online 


A  NO-FUSS  SMALL 
BUSINESS  SERVER  from 
Sun.  To  check  out  the 
Cobalt  Qube  3,  goto 
Technology  &  You  at 
www.businessweek.com/ 
technology/ 


Treo,  any  mail  you  have  written  on  the  Treo  is 


sent,  and  any  messages  you  have  deleted  on 
handheld  are  also  deleted  from  your  Exchar 
account.  There's  no  need  to  deal  with  the  sa 
messages  a  second  time  when  you  get  back 
your  desk.  For  large-scale  corporate  users.  Ha) 
spring  and  Visto  alscT  plan  to  offer  a  serv 
based  version  that  won't  require  desktop  n 
chines  to  be  running  to  forward  mail. 

Handspring  provides  a  decent  program 
handling  mail  on  the  Treo.  The  design  wis* 
abandons  the  standard  handheld  practice  of  t; 
ing  to  cram  each  entry  in  the  message  directc 
into  a  single  line.  Using  two  lines  plus  a  sepa 
tor  for  each  message  provides  a  tremendous 
crease  in  readability.  The  sacrifice  in  the  numl 
of  message  listings  you  can  see  at  a  time 
more  than  worth  it,  especially  with  the  Treo's  j 
control  that  aUow^s  for  easy  one-handed  scrollii 
I  wish  Treo  Mail  offered  more  options  for ! 
tering  the  mail  sent  to  the  handheld.  It  pi  v 
vides  very  limited  controls,  relying 
stead  on  Outlook's  extensive  rules.  B 
Outlook's  filtering  is  quirky.  There  is 
way,  for  example,  to  duplicate  the  Blac 
Berry  setup  that  forw^ards  only  mj 
where  your  address  appears 
the  "to"  or  "cc"  line  and  ignor 
messages  sent  to  mailing  hsts. . 
The  biggest  weakness  in  t) 
TreoMail  scheme,  however,  is  ti 
network.  The  initial  version  of  tl 
Treo  is  a  triband  GSM  phone  ai 
is  offered  in  the  U.S.  by  Voic 
Stream  Wireless  and  Cingul. 
Wireless.  (Treo  Mail  will  be  a  $* 
monthly  surcharge  above  a  voi' 
calling  plan.)  A  new  always-o 
data  service,  called  GPRS,  is 
fered  nationally  by  VoiceStrea 
and  in  selected  markets  by  Cr 
gular.  But  the  system  won't  woi 
on  the  Treo  imtil  a  software  u) 
grade  is  ready,  and  it  may  not  t 
j^^^^M    available  by  the  time  Treo  Mi 
%PA  ^^m    ships.  Meanwhile,  you  have  to  in 
"^  tiate  a  connection  for  the  Treo  1 

exchange  mail.  I  foimd  the  ma 
downloads  were  speedier  than  th 
9.6  kilobit  per  second  speed  of  th 
VoiceStream  network  would  ind 
cate,  but  I  had  to  put  up  with  a  lot  ( 
calls  that  failed  to  connect  at  all.  Thing 
should  get  better  when  GPRS  is  available.  I  als 
expect  better  service  on  a  version  of  the  Tre 
that  will  be  sold  by  Sprint  PCS  when  Sprir 
launches  its  new  IX  data  network  this  summe 
The  BlackBerry  still  has  a  couple  of  advar 
tages  over  the  Treo.  It  can  deliver  mail  in  th 
background  without  you  needing  to  initiate 
connection.  And  its  wireless  coverage  is  muc 
better,  especially  if  you  are  trying  to  get  ma 
from  deep  within  a  building.  But  the  Treo  offer 
the  Palm  calendar  and  contact  softw-are,  a  decer 
brow^ser,  and  access  to  all  Palm  os  applications.  1 
the  expected  network  improvements  com 
through,  Treo  should  be  a  real  winner. 
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One  button.  Infinite  reach, 


Only  WebEx  is  equipped  to  deliver  Web  conferencing  services  with  the  reliability, 
scalability,  and  security  your  business  requires.  Though  a  number  of  companies  are 
attempting  to  follow  our  lead,  none  come  close  to  the  tremendous  reach  and  power 
of  our  global  carrier-grade  network  featuring  built-in  redundancy  and  real-time 
switching — like  the  ubiquitous  telephone  network.  The  result?  It's  incredibly  easy  to 
communicate  securely  and  conduct  business  with  infinite  confidence  no  matter  how 
far  and  wide  your  meeting  must  reach.  Bringing  the  meeting  to  you — wherever  you 
may  be.  Visit  us  at  webex.com  or  call  877-50-WebEx  (877-509-3239). 

WebEx,  and  the  WebEx  logo  are  registered  trademarks  of  WebEx  Communications  Inc.  >2002,  WebEx  Communications  Inc.  All  rights  reserved. 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


DONT  THROW  OUT  OPTIONS 
BECAUSE  INVESTORS  TOOK  A  BATH 


FLAWED: 

The  logic 
behind  stock 
options 
-to  align 
managers' 
interests 
with  those  of 
investors-is 
sound,  but 
the  system 
needs 
revision 


Laura  D'Andrea  Tyson  is 
dean  of  London  Business 
School. 


In  the  1990s,  U. S.  companies  fell  in  love  with 
stock  options  as  a  way  to  reward  their  top 
leaders  and  to  align  their  interests  with  those 
of  shareholders.  Options  encourage  risk-taking 
by  providing  considerable  upside  potential  while 
limiting  losses.  In  such  a  world,  options  are  a 
powerful  incentive  to  act  in  ways  that  maximize 
the  value  of  shares  and  thus  serve  the  inter- 
ests of  shareholders. 

Granting  options  to  motivate  risk-taking,  lead- 
ership, and  hard  work  captured  the  spirit  of  en- 
trepreneurship,  the  belief  in  the  efSciency  of  the 
stock  market,  and  the  commitment  to  share- 
holder value  that  characterized  American  market 
capitalism  in  the  '90s.  By  the  end  of  2001,  90%  of 
large  U.  S.  companies  issued  stock  options,  more 
than  10  million  American  workers  received  them 
as  part  of  their  compensation  packages,  and  op- 
tions accounted  for  about  60%  of  CEO  pay. 

Now,  however,  in  the  wake  of  the  sharp  drop 
in  the  stock  market  and  Enron  Corp.'s  spectacu- 
lar collapse,  Americans  are  questioning  the  wis- 
dom of  stock  options.  Stories  have  proliferated 
about  how  top  management  sold  options  at  peak 
market  values  in  companies  that  have  since 
failed,  such  as  Enron  and  Global  Crossing  Ltd., 
leaving  shareholders  and  employees  empty-hand- 
ed. And  there  is  mounting  concern  that  existing 
accounting  regulations  allow  companies  to  use 
options  to  manipulate  financial  statements  and 
mislead  investors  about  earnings  trends. 

Under  current  accounting  rules,  companies 
are  required  to  disclose  stock  options  when 
granted  but  are  not  required  to  expense  and 
deduct  them  from  cuirent  earnings.  For  more 
than  a  decade,  the  accounting  community  has 
argued  that  options  should  be  "expensed"  be- 
cause they  are  just  another  form  of  compensa- 
tion. According  to  this  argument,  failure  to  sub- 
tract this  compensation  cost  from  pretax  profits 
has  increased  reported  earnings,  distorted  finan- 
cial statements,  and  encouraged  a  misallocation  of 
capital.  But  both  theory  and  evidence  indicate 
that  the  situation  is  more  complex  than  this  su- 
perficially compelling  argument  suggests. 

First,  if  options  are  more  effective  than  cash 
compensation  in  aligning  employee  and  share- 
holder interests,  then  an  option  grant  wiU  have  a 
greater  effect  on  shareholder  value  than  a  cash 
compensation  payment  of  the  same  size.  The 
negative,  or  dilutive,  effects  of  options  on  share- 
holder value  will  be  offset  in  part  by  their  posi- 
tive effects  on  expected  future  earnings.  IVeating 
options  just  like  cash  compensation,  as  an  ex- 
pense against  current  earnings,  fails  to  account 


for  such  incentive  effects  and,  thus,  is  mislead 

Second,  current  accounting  rules  already 
quire  the  disclosure  of  enough  data  on  option 
allow  the  investor  community  to  assess 
their  dilutive  and  their  positive  incentive  eff< 
on  a  company's  stock.  According  to  recent 
search,  share-price  movement  in  response  to 
closure  information  on  options  indicates  thatj 
vestors  are  making  appropriate  adjustments 

Third,  the  expensing  of  options  poses  foi 
dable  technical  challenges.  A  cash  compensal 
package  has  a  certain  value  whose  effect  on 
porate  earnings  is  certain.  The  value  of  a  si 
option  plan  depends  on  the  plan's  vesting  and 
ercising  periods,  the  volatility  of  the  underly 
stock  price  over  the  life  of  the  option  plan, 
the  timing  of  decisions  to  exercise  their  opti^ 
So  requiring  the  expensing  of  options  could 
the  unintended  effect  of  making  corporate  fin| 
cial  statements  more  misleading. 

The  controversy  over  the  proper  accoimt 
treatment  of  options  has  diverted  attention  fr 
a  more  important  problem.  Options  are  suppo^ 
to  align  the  interests  of  corporate  managers  i 
shareholders.  Something  is  amiss  when  insid 
can  reap  huge  gains  from  their  options  wh 
shareholders  are  losing  their  equity  stakes 
curities  &  Exchange  Commission  Chairman  H 
vey  L.  Pitt  observed  recently  that  corporate 
ficers    should    be    required    to    demonstr£ 
sustained  long-run  growth  prospects  before  th 
can  exercise  their  options.  As  an  example  of  t 
approach,  Boeing  Co.  has  introduced  perfor 
ance  units  that  are  convertible  to  common  stc 
only  if  Boeing  stock  appreciates  annually  for  fi 
years.  And  options  are  supposed  to  reward  bu 
ness  leaders  for  higher  stock  values  caused 
by  a  stock  market  bubble  but  by  company 
tions  that  create  the  fundamentals  on  which  si 
tainable  shareholder  value  depends. 

To  make  options  reward  long-term  perfor 
ance  resulting  from  improved  company  func 
mentals  rather  than  overall  stock  market  trent 
options  packages  would  have  to  be  structur 
differently.  For  example,  options  could  be 
signed  to  pay  off  only  if  a  company's  stock  oi 
performed  the  overall  market  or  a  peer  group 
companies  over  some  period  of  time.  Unilev 
has  introduced  a  promising  options  plan  th^ 
embodies  this  approach. 

America's  love  affair  with  stock  options,  li 
its  love  affair  with  the  stock  market,  may 
over.  But  the  basic  logic  behind  options  as 
way  to  align  the  interests  of  shareholders  ail 
company  decision  makers  is  sound. 
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HEALTH  CARE'S 
ECONOMIC  PAYOFF 

Longevity  gains  are  worth  a  lot 

The  costs  of  health  care  impose  an 
enormous  burden  on  the  economy. 
The  latest  projections  from  the  Centers 
for  Medicare  &  Medicaid  Services  show 
that,  over  the  next  10  years,  annual 
health-care  spending  is  expected  to 
grow  to  $2.8  trilUon,  or  17%  of  gross 
domestic  product,  up  from  14%  today. 

THE  VALUE  OF  HEALTH 

ANNUAL  PER  CAPITA  INCREASE* 
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But  surprisingly,  few  attempts  have 
been  made  to  measure  the  health  bene- 
fits from  this  spending.  In  particular, 
gains  in  life  expectancy  do  not  show  up 
at  all  in  GDP  or  growth  figures  from  the 
Bureau  of  Economic  Analysis.  Because 
there  is  no  good  information  on  the 
benefits,  the  policy  debate  tends  to  focus 
too  much  on  costs. 

A  new  paper  by  William  D.  Nord- 
haus, an  economist  at  Yale  University 
and  a  member  of  the  Council  of  Eco- 
nomic Advisers  under  President  Jimmy 
Carter,  remedies  that.  Nordhaus  defines 
a  new  concept  that  he  calls  "health  in- 
come," the  amount  of  consumption  that 
an  individual  would  be  willing  to  give  up 
to  get  increased  longevity.  That  enables 
him  to  calculate  the  benefits  from 
health-care  spending. 

Nordhaus  finds  that  the  positive  eco- 
nomic impact  of  health  spending  has  been 
enormous.  By  his  calculations,  "the  value 
[to  the  economy]  of  improvements  in  life 
expectancy  is  about  as  large  as  the  value 
of  all  other  consumption  goods  and  serv- 
ices put  together."  He  estimates  that,  in 
the  first  half  of  the  20th  century,  when 
Ufe  expectancy  at  birth  rose  from  49  to 
68  years,  the  value  of  improvements  in 
health  outstripped  the  value  of  increased 
consumption  of  goods  and  services.  Life- 
expectancy  gains  have  slowed  in  recent 


years,  so  the  contribution  is  not  quite  so 
large.  Nevertheless,  from  1975  to  1995, 
life  expectancy  rose  from  72.6  years  to 
75.8  years.  By  his  calculations,  the  annu- 
al average  increase  in  life  expectancy 
was  equivalent  to  increasing  consump- 
tion by  an  extra  1.6%  to  2.0%  per  year. 
That's  not  too  far  from  the  2.0%  annual 
increase  in  ordinary  consumption  over 
the  same  period. 

The  enormous  increase  in  health  in- 
come means  that  there  is  a  bigger  pay- 
off from  health-care  spending  than  is 
commonly  realized.  By  Nordhaus'  esti- 
mates, the  1980s — the  last  decade  for 
which  he  had  full  information — the  in- 
crease in  health  income  was  approxi- 
mately twice  the  growth  in  spending 
on  health,  making  it  an  excellent  in- 
vestment. "It  is  an  intriguing  thought  to 
contemplate  that  the  social  productivity 
of  health-care  spending  might  be  many 
times  that  of  other  spending,"  writes 
Nordhaus.  "If  this  is  anywhere  near  the 
case,  it  would  suggest  that  the  image  of 
a  stupendously  wasteful  health-care  sys- 
tem is  far  off  the  mark." 


A  LEARNING  GAP 
SLOWS  GROWTH 

Education  is  key  for  poor  countries 

Poor  coimtries  are  often  criticized  for 
having  a  big  income  gap  between  a 
small  elite  and  the  bulk  of  the  population. 
But  to  boost  economic  growth,  reducing 
disparities  in  education  may  be  more  im- 
portant than  narrowing  the  income  gap. 
That's  the  finding  of  a  new  study  by  Am- 
paro  Castello  of  Jaume  I  University  in 
Castellon,  Spain,  and  Rafael  Domenech  of 
the  University  of  Valencia. 

Using  data  from  108  countries  for 
1960-90,  the  authors  found  that  a  con- 
centration of  higher  education  within  a 
small  percentage  of  the  population  was 
associated  with  slower  per  capita  in- 
come growth.  By  contrast,  vinequal  in- 
come distribution  did  not  seem  to  be 
strongly  correlated  with  slow  growth. 

The  regions  with  the  most  unequal 
distribution  of  education,  the  study  re- 
ports, are  South  Asia  and  sub-Saharan 
Africa.  The  advanced  countries  have  the 
least  inequality  of  education,  with  East 
Asia  not  too  far  behind. 

The  authors  do  point  out  that  there 
has  been  a  general  move  toward  less 
education  inequality,  even  in  the  poor 
regions.  StOl,  policymakers  need  to  focus 
on  bringing  high  school  education  to  as 
many  people  as  possible. 

By  Margaret  Popper 
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STILL  A 
HELLUVA  TOWN 

Midtown  Manhattan  rents  are  soil 

Commercial  real  estate  in  N 
York's  financial  district  has  bel 
suffering  since  September  11.  But 
least  for  now,  rents  on  Class  A  o; 
space  in  Midtown  Manhattan  seem 
be  holding  up  better  than  in  other 
global  cities.  That's  the  conclusion 
a  March  study  of  downtown  offi 
space  in  the  world's  top  50  marke  "^^^ 
published  by  New  York  real  estate  fu  K® 
Cushman  &  Wakefield.  ii.T 

'Hie  study  reports  that  the  cost  of  c  il  g[ 
cupying  a  square  foot  of  office  space, ;  ^jj, 
eluding  rent  and  other  expenses,  in  M  „  „ 
town  Manhattan  was  more  or  less  flf 
in  the  fourth  quarter  of  last  year,  in  ti 
aftermath  of  the  terrorist  attack  (ch; 
That's  better  than  London,  Paris, 
Frankfurt,  where  costs  fell  by  roug] 
2.5%  in  the  fourth  quarter  alone.  Asian 
nancial  centers  saw  even  sharper  d|j 
clines,  with  Tol^o  and  Hong  Kong  prii 
falling  16.1%  and  13.6%,  respectively. 

In  part,  Midtown  benefited  from 
outflow  of  tenants  from  WaU  Street     "" 
the  fourth  quarter.  But  overall,  the  suJ* 
prising  buoyancy  of  New  York  also  rj 
fleets  the  strength  of  the  U.S.  econon.j 
compared  with  the  rest  of  the  worb  Tin 
The  five  most  expensive  markets,  none  j|j  [ 
which  are  U.  S.  cities,  "are  all  sufferiri  ^  ^ 
some  type  of  recession,"  says  John  I  . . 
Coppedge  III,  executive  vice-presidei 
for  international  operations  at  Cushma  ^ 
&  Wakefield.  New  York  real  estate  als  *  i 
benefits  from  not  being  heavily  depenc  tit 
ent  on  the  slumping  tech  sector.  Bostoi  or 
hit  hard  by  the  dot-com  meltdown,  sa^  < 
its  downtown  rents  drop  by  almost  10*  \^ 
in  the  fourth  quarter,  says  Coppedge.    j^ 

Of  course,  these  short-term  result  > 
say  little  about  the  long-term  future  t 
New  York  commercial  real  estate.  Mic  ^ 
town's  vacancy  rate  is  creeping  up,  an 
recovery  plans  for  the  financial  distric 
are  still  up  in  the  air.  Ultimately,  th 
ability        of 
landlords   to 
demand  high- 
er rents  de- 
pends on  the 
willingness  of 
businesses  to 
locate        in 
New  York — 
and   there's 
no  answer  to 
that  yet. 

By     Mar- 
garet Popper 


PAYING  FOR  SPACE 

Total  occupancy  cost  per  square  foot* 

%  Change 

from 

Q4  2001      03  2001 


h 


LONDON**      $124.00 
TOKYO  99.87 

PARIS  69.66 

NEW  YORK*"    62.70 
FRANKFURT       59.82 


-2.6%f* 

-16.1 

-2.6 

0.1 

-2.4 


'Includes  rent,  tax,  and  operating  expenses 

'Financial  District 

*Midtown 

Data:  Cushman  &  Wakefield 
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mE  FORWARD  SPIN 

%0M  A  RACKWARD  GLANCE  AT  GDP 

4ectors  other  than  consumers  are  now  poised  to  add  growth 


U.  S.  ECONOMY 


JNOPPERS  HIT  THE  MALLS 
N  FORCE  LAST  QUARTER 
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REAL  NONAUTO 
RETAIL  SALES 
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The  Commerce  Dept.'s  ad- 
vance look  at  first-quarter 
J'oss  domestic  product  will  provide  the  most  concrete 
ai'idence  that  the  economy  has  roared  out  of  reces- 
on.  The  Apr.  26  report  should  show  that  first-quarter 
al  GDP  grew  at  an  annual  rate  of  about  4%.  More  im- 
■•  ►rtantly,  the  mix  of  growi^h  means  the  economy  Avill 
,  ;ep  expanding  at  a  healthy  clip  for  the  rest  of  2002. 

The  exact  top-line  number 
for  real  GDP  will  depend  large- 
ly on  Commerce's  estimates 
for  still-unavailable  data,  such 
as  March  inventories  and  for- 
eign trade.  But  given  the  re- 
ported monthly  numbers  on 
consumer  spending,  housing, 
and  business  investment,  the 
first-quarter  growth  rate  will 
probably  be  the  fastest  in 
nearly  two  years. 
The  breakdown  should  look  like  this:  The  consumer 
id  inventory  sectors  contributed  the  most  to  growth 
st  quarter  (charts),  with  smaller  gains  in  housing 
id  business  outlays  for  equipment.  Foreign  trade  and 
)nresidential  construction  were  negatives.  How  much 
Jjie  government  added  to  growth  could  be  a  wild  card, 
he  federal  government  is  spending  on  military  opera- 
ons  and  post-September  11  rebuilding,  but  state  and 
cal  outlays  are  hampered  by  budget  constraints. 
Certainly,  some  special  factors  boosted  first-quarter 
owth,  probably  at  the  expense  of  the  second  quarter's 
ivance.  First,  the  inventory  swing  is  unlikely  to  be  as 
"eat  this  quarter  as  it  was  in  the  previous  period.  And 
pcond,  mild  winter  weather  pulled  some  housing  ac- 
vity  and  consumer  spending  forward  from  the  spring. 

ECOND-QUARTER  GROWTH  is  almost  certain  to 
ow,  but  the  economy  is  in  no  danger  of  a  double-dip. 
he  supports  under  domestic  demand  are  healthy,  and 
le  industrial  sector  is  beginning  to  rebound.  That  sets 
le  stage  for  a  pickup  in  production  to  generate  the 
ulk  of  real  GDP  growth  in  2002,  as  those  output  gains 
enerate  additional  jobs  and  income. 
Importantly,  the  economy  will  continue  to  benefit  fi'om 
ery  accommodative  monetary  policy.  Federal  Reserve 
•hairman  Alan  Greenspan  suggested  on  Apr.  17  that  the 
'ed  was  in  no  hurry  to  lift  interest  rates  until  even 
lore  evidence  of  a  solid  recovery  was  in  hand. 


A  MUCH  LESS  FRENZIED 
MCE  OF  LIQUIDATION 


Greenspan  also  noted  that  inventories  are  "the  driv- 
ing force  in  the  near-term  outlook."  That's  because 
businesses  can  no  longer  fill  orders  from  existing  in- 
ventories as  they  did  throughout  2001,  when  they 
slashed  stockpiles  at  a  record  pace.  Stock  levels  at  all 
businesses  fell  by  only  0.1%  in  both  January  and  Feb- 
ruary, after  an  average  monthly  drop  of  1%  in  the 
fourth  quarter.  Given  GDP  arithmetic,  the  slower  rate  of 
reduction  added  sharply  to  first-quarter  growth,  maybe 
by  as  much  as  3  to  4  percentage  points. 

A  further  ebbing  in  the  inventory  drawdown  is 
probably  adding  to  GDP  growth  this  quarter.  And 
by  the  second  half,  companies  will  begin  to  build  up 
their  stockpiles  in  response  to  continued  growth  in  de- 
mand by  consumers  and  businesses. 

Consumers,  of  course,  have 
already  done  more  than  their 
share  to  pump  up  demand.  In- 
centive-driven vehicle  sales 
caused  real  consumer  spend- 
ing to  jump  at  a  6.1%  annual 
rate  in  the  fourth  quarter.  In 
the  wake  of  September  11  and 
job-market  weakness,  econo- 
mists expected  consumers  to 
pull  back  sharply  last  quarter. 

They  didn't.  Shoppers  con- 
tinued to  spend  on  items  other  than  cars.  Real  nonau- 
to  retail  sales  grew  at  a  10%  clip  last  quarter,  the 
fastest  pace  in  over  two  years.  That  means  first-quarter 
real  consumer  spending  grew  between  3%  and  3.5%, 
adding  2  to  2.5  percentage  points  to  GDP  growth. 

Don't  expect  consumers  to  keep  up  that  pace  in  com- 
ing quarters.  Less  help  fi-om  mortgage  refinancings,  tax 
cuts,  and  cheap  energy  mean  that  buying  will  depend  on 
future  income  gains.  Still,  spending  should  be  able  to 
grow  at  least  at  a  2.5%  rate  this  year.  The  uptrend  in 
consumer  spending  puts  a  solid  floor  under  real  GDP 
growth.  Where  this  year's  growth  rate  ends  up  will  de- 
pend on  the  strength  of  demand  in  other  sectors. 

BUSINESS  INVESTMENT  IN  EQUIPMENT-which 

slumped  badly  in  2001 — appears  to  have  begun  its 
turnaround  last  quarter.  Rising  shipments  of  capital 
goods  suggest  that  the  GDP  numbers  will  show  a  small 
gain  in  equipment  outlays.  If  so,  it  would  be  the  first 
advance  since  the  summer  of  2000.  That  expectation  is 
also  supported  by  the  jump  in  the  production  of  high- 
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tech  equipment.  Output  of  computers  and  related  gear 
jumped  at  a  16.9%  annual  rate  last  quarter  (chart). 

Surging  high-tech  output,  as  well  as  a  rise  in  auto 
production,  is  propelling  the  recovery  in  manufacturing. 
Industrial  production  posted  gains  in  each  month  of 
the  first  quarter,  something  that  hasn't  happened  since 
the  spring  of  2000,  including  a  larger-than-expected 
0.7%  increase  in  March.  But  the  gains  go  beyond  just 
tech  and  cars.  The  Federal  Reserve  reported  that 
56.9%  of  industries  bumped  up  production  in  February, 
the  broadest  gains  in  just  under  two  years. 

While  equipment  investment  will  begin  to  Hft  eco- 
nomic activity  this  year,  don't  expect  much  from  busi- 
ness investment  in  new  construction.  Industrial  capac- 
ity stands  at  a  low  75.4%.  The  retail  sector  remains 
overbuilt,  and  the  collapse  of  hundreds  of  dot-coms 
means  an  overhang  of  office  space. 

Residential  construction,  on  the  other  hand,  was  a 
plus  last  quarter,  thanks  in  part  to  mild  temperatures  in 
January  and  February.  But  in  March,  housing  starts 
dropped  7.8%,  to  an  annual  rate  of  1.65  million.  Rising 
mortgage  rates  and  a  high  level  of  homeowTiership  in 
the  U.  S.  suggest  housing  wdll  contribute  little,  if  any, 
additional  economic  growi^h  for  the  rest  of  the  year. 

THE  BIGGEST  NEGATIVE  for  gro^^i:h  will  be  foreign 
trade.  The  trade  deficit  in  February  \videned  to  $31.5 
billion,  from  January's  $28.2  biUion,  mainly  reflecting  a 


jump  in  nonoil  imports.  Since  the  first-quarter  gap 
well  above  the  fourth-quarter  average,  net  expor 
very  likely  subtracted  between  1  and  2  percentaj 
points  from  GDP  growth  last  quarter.  In  coming  qua 
ters,  a  steady  increase  in  domestic  demand  will  mean 
further  rise  in  imports.  But  because  of  the  strong  d' 
lar,  U.  S.  exports,  which  picked  up  in  February,  v 
grow  as  quickly  as  imports.  That  means  the  trade 
will  continue  to  widen  in  coming  months. 

Last,  government  spending 
probably  added  to  first-quarter 
growth,  though  its  rise  was 
less  than  the  10.2%  gallop  of 
the  fourth  quarter.  For  the 
rest  of  2002,  higher  defense 
outlays  and  the  return- of  fed- 
eral deficit-spending  suggest 
recent  fiscal  actions  wiU  be  a 
plus  for  growth. 

Wall  Street  often  dismisses 
the  GDP  report  as  backward- 
looking.  After  all,  when  the  first-quarter  numbers  com 
out,  the  second  quarter  will  be  a  month  old.  But  thi 
rearview  mirror  Avill  offer  a  glimpse  as  to  what  li( 
ahead.  The  report's  data  on  the  inventory  upswing, 
silient  consumer  demand,  and  a  turnaround  in  capi 
spending  will  bolster  the  case  for  healthy  and  bro; 
based  economic  growth  for  the  rest  of  2002. 
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SWEDEN 


THE  RIKSBANK  BREAKS  RANKS  TO  BAHLE  INFLATION 


As  the  global  recovery  gets 
into  gear,  the  timing  of  cen- 
tral-bank rate  hikes  is  a  key  con- 
cern in  the  months  ahead.  In 
Sweden,  the  Riksbank  is  already 
on  the  move. 

Fed  up  wdth  infla- 
tion's unruly  behavior 
this  year  amid  rising 
wages  and  a  weak  kro- 
na,  the  Riksbank  on 
Mar.  19  lifted  interest 
rates  by  a  quarter 
point,  to  4%.  Hawkish- 
sounding  minutes  from 
that  meeting  and  re- 
cent comments  by 
Riksbank  officials  sug- 


INFLATiON  IS 
BEHAVING  BADLY 


SWEDEN'S  UNDERLYING 
CONSUMER  INFLATION* 
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to  around  2.5%?  in  2003.  Sweden's 
economy,  with  its  extensive  wel- 
fare system  in  which  government 
outlays  total  more  than  half  of 
gross  domestic  product,  appears 
to  offer  a  less  favorable  trade-off 
between  growth  and 
inflation  than  the 
Riksbank  had 
thought. 

Underlying  infla- 
tion— the  key  policy 
gauge  that  excludes 
mortgage  interest,  in- 
direct taxes,  and  sub- 
sidies— picked  up  to  a 
3.4%  yearly  pace  in 
March,  from  3.3%  in 


gest  further  hikes  at  the  Apr.  25  February.  Recent  price  hikes 

and  June  6  policy  sessions.  have  been  broad. 

Economists  expect  stronger  The  3.4%  pace,  an  eight-year 

consumer  spending  and  exports  to  high,  is  far  above  the  Riksbank's 

lift  overall  growth  to  about  2%  2%  average  target.  Plus,  the  rate 

this  year,  from  1.2%  in  2001,  and  has  exceeded  the  upper  band  of 


the  bank's  l%-to-3%  target  range 
for  eight  months  in  a  row.  Al- 
ready, inflation  expectations  have 
risen  to  2.5%  for  the  coming 
year,  and  future  wage  and  pricing 
decisions  wiU  tend  to  follow  those 
expectations.  a 

The  Riksbank  also  will  be  ^ 

working  against  very  expansion- 
ary fiscal  poHcy,  as  popular  Prime 
Minister  Goeran  Persson  and  his 
ruling  Social  Democrats  head  to- 
ward September  elections.  The 
government  has  already  cut  in- 
come and  property  taxes  in  an  ef-  • 
fort  to  boost  household  spending,   }, 
and  Persson's  upcoming  budget  is 
expected  to  offer  new  outlays  for 
various  social  programs.  Persson, 
who  is  expected  to  win  reelection, 
will  likely  lead  Sweden  into  the 
single-currency  euro  zone  by  2005. 
He  has  promised  a  referendimi  on 
the  issue  by  the  spring  of  2003.    ■ 
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IMeet  Elisabeth.  Coffee  Mogul. 

Bean-and-Bit  Countei^ 


Vdke  o#er  IP. 
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THE  ECONOMIC 

COST  OF  WAR 


Violence  has 
helped  to  kill  off 
growth.  Will  the 
economy  recover? 

These  days,  a  conversation  in 
Benny  Gaon's  Tel  Aviv  office 
about  the  situation  in  the  Mid- 
dle East  calls  for  a  bracing 
glass  of  wine,  even  if  it's  only 
10  a.m.  "We  are  back  to  square 
minus  one.  We  are  back  to  1948,"  says 
the  former  CEO  of  conglomerate  Koor 
Industries  Ltd.,  who  now  runs  his  own 
$1  billion  investment  company,  B.  Gaon 
Holdings.  An  associate  of  the  late 
Prime  Minister  Yitzhak  Rabin,  Gaon 
was  in  the  vanguard  of  Israeli  executives 
who  sought  to  use  business  to  build 


peace  between  Israel  and  the  Arabs. 

Now,  he's  profoundly  disappointed 
about  Israeli-Palestinian  violence.  "Four 
years  ago,  I  was  strutting  like  a  pea- 
cock at  the  World  Economic  Forum,  talk- 
ing with  the  Saudis  and  Jordanians  about 
the  new  market  of  the  Middle  East," 
Gaon  laments.  "Now,  it's  aU  gone." 

Not  long  ago,  just  about  everything 
seemed  to  be  going  Israel's  way,  too. 
That  was  before  the  latest  Palestinian 
intifada  began  in  September,  2000.  Sign- 
ing the  1993  Oslo  accords,  a  framework 
for  peace  with  the  Palestinians,  helped 
put  an  end  to  Israel's  isolated  status, 
opening  up  markets  in  Asia  and  Europe 
to  Israeli  companies.  A  new  model  began 
to  emerge  as  Israel  shifted  from  a  mili- 
tary-indvistrial  economy  to  one  increas- 
ingly powered  by  high  tech.  Suddenly, 
venture  capitalists  rushed  to  throw  mon- 
ey at  Israeli  startups.  Tel  Aviv  became  a 
kind  of  Silicon  Valley  on  the  Mediter- 
ranean, teeming  with  technologv'  whizzes 
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reaping  millions  of  dollars  by  taking  the  k 
companies  public.  re 

The  hope  was  that  Israel  would  play  lEb 
pivotal  role  at  the  center  of  a  growinj  n 
vibrant  regional  economy  that  would  li  m 
living  standards  in  both  Israel  and  thest 
Arab  world.  Instead,  war  has  combine  it  i 
with  the  fallout  from  the  global  techno :; 
ogy  crash  to  deal  Israel  a  harsh  blo^ 
The  countrv  has  been  in  recession  fc  fti 
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K  imost  two  years,  and  there  is  no  sign  of 

respite.  Real  estate  prices  have  plum- 

y  leted  30%  to  50%;  hotel  occupancy  is 

ji  inning  just  7%  in  Jerusalem  during  the 

1  tsually    busy    post-Passover    season; 

ti  p'staurants  are  deserted.  Even  harder 

IK  it  is  the  neighboring  Palestinian  econo- 

a  ly,  which  lies  in  ruins  (page  34). 

0    Against  this  depressing  backdrop, 

!  ecretary  of  State  Colin  L.  Powell  led 

le  Bush  Administration's  most  inten- 

ve  diplomatic  effort  in  the  region  so 

ir.  His  mission:  to  bring  an  end  to  the 

iolence  that  has  killed  452  Israelis  and 

lore  than  1,400  Palestinians  since  Sep- 

mber,  2000.  But  Powell  had  not  se- 

ired  a  cease-fire  when  he  left  Israel  on 

.pr  17.  He  said  the  U.S.  would  keep 

ushing  for  one,  and  may  organize  an 

itemational  peace  conference  on  the 

[ideast.  He  also  offered  the  Palestinians 

$30  million  boost  to  the  $80  million  in 

id  the  U.  S.  earlier  committed. 

Sadly,  there's  a  strong  chance  the  vi- 

ence  will  continue.  That  adds  to  Is- 

lis'  worries  about  the  direction  their 


economy  seems  to  be  heading.  Defense 
spending  is  rising  sharply,  after  plunging 
from  13.5%  of  GDP  to  8.5%  in  the  1990s. 
This  year,  the  security  burden  on  Is- 
rael's economy  is  likely  to  jump  back 
up  to  9.5%  of  GDP.  The  danger  for  Israel 
is  that  its  economy  could  slip  back  to 
what  amounts  to  a  charity  project  sus- 
tained by  donations  of  the  U.S.  and 
world  Jewry.  Israel  got  by  that  way  in 
the  1980s,  when  the  currency  was  a 
joke  and  inflation  hit  triple  digits. 

To  be  sure,  Israel  is  still  a  long  way 
from  such  dire  straits.  While  the  shekel 
has  declined  about  12%  against  the  doUar 
in  the  past  year,  there  are  no  signs  of 
panic.  Yet  it's  increasingly  clear  that  the 
pillars  of  Israel's  economic  strength  are 
under  threat.  The  conflict  with  the  Pales- 
tinians is  blackening  Israel's  image 
abroad,  scaring  off  potential  investors. 
That  is  darkening  the  prospects  of  the 
high-tech  industry,  which  accounts  for 
15%  of  gross  domestic  product.  War  ex- 
penditures and  a  decline  in  budget  re- 
ceipts threaten  to  undo  Israel's  hard-won 


reputation  for  fiscal  discipline.  Higher 
taxes  seem  certain,  and  the  central  bank 
is  worried  its  inflation-fighting  mandate 
will  be  weakened. 

Israeli  businesspeople  are  alarmed. 
They  are  beginning  to  make  theii'  views 
known  in  a  country  w^here  politicians 
from  military  backgrounds  traditionally 
call  the  shots.  "We  are  eager  to  see  the 
day  when  this  is  over,"  says  a  senior  ex- 
ecutive at  a  top  Israeli  company.  "If  it 
continues  and  people  feel  we  are  using 
power  not  just  for  defense  but  to  show 
we  are  stronger,  you  will  hear  screaming 
from  the  business  community." 

Business  is  already  deeply  anxious 
about  the  high-tech  sector.  After  explo- 
sive growth  for  a  decade,  high-tech  ex- 
ports went  into  decline  last  year  for  the 
first  time,  by  about  10%,  to  $10  billion. 
The  year  2000  was  the  i^eak  of  the  boom, 
with  startups  gaining  an  extraordinary 
$3.1  billion  in  venture  money.  Companies 
may  not  get  more  than  $1  billion  this 
year,  estimates  Tobias  Fischbein,  high- 
tech  analyst  at  Lehman  Brothers  Inc.  in 
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Tel  A\nv.  Some  500  of  Israel's  3,000  fledg- 
Ung  companies  closed  last  year,  and  in- 
dustry sources  think  more  than  100  will 
vanish  this  year. 

Since  the  beginning  of  2001,  Fischbein's 
own  index  of  Israeli  tech  stocks  has  fall- 
en by  63.5%,  vs.  29%  for  the  Nasdaq  in 
the  same  period.  Until  recently,  most 
damage  to  Israel-based  stocks  was  due  to 
the  Nasdaq  collapse.  But  now,  analysts 
say,  Israeli  companies  are  being  singled 
out.  The  market  caps  of  the  three  major 
tech  companies — Check  Point  Software, 
Amdocs,  and  Comvei-se  Technology — ^are 
each  doA\Ti  more  than  30%  this  year. 
Check  Point  and  Comverse  have  recent- 
ly issued  profit  warnings. 

The  sudden  shift  in  Israel's  standing 
abroad  marks  a  big  change,  says  a  senior 
executive  at  one  of  Israel's  top  tech  com- 
panies. A  few  years  ago,  customers  chose 
to  ignore  the  situation  in  Israel  as  they 
rushed  to  get  tech  products  quickly. 
"Now,  they  are  more  concerned  and  look- 
ing to  find  reasons  to  be  concerned,"  he 
says.  "They  ask:  'What  happens  if  you 
can't  deliver?'  I  believe  at  the  end  of  the 
day  this  has  cost  us  orders." 

Executives  say  they  spend  a  lot  of 
time  discussing  'the  security  situation." 
Some  customers  and  board  members 
from  abroad  are  imwiUing  to  \'isit  Israel 
for  meetings.  Many  companies  find  it 
wise  to  hold  board  meetings  in  Cyprus  or 
New  York.  The  upshot  is  that  Israeli 
companies  are  setting  up  extensive  op- 
erations outside  the  countrj^  Such  shifts 
are  partly  to  protect  themselves  from 
disruptions.  But  Israel,  with  only  6.5  mil- 
lion people,  is  also  too  small  a  market 
in  which  to  develop  products  fuUy.  And 


earlier  visions  of  a  regional  market  with 
Arab  countries  have  evaporated.  "The 
lack  of  a  regional  market  makes  it  very 
hard  for  companies  to  buij^d  globally," 
says  Chemi  Peres,  managing  director  of 
Pitango  Venture  Capital,  Israel's  largest 
homegrowTi  venture  firm.  "The  risk  is 
that  [once  this  crisis  is  over]  entrepre- 
neurs wiU  leave  the  countrj'." 

Meanwhile,  Sharon's  government  is 
struggling  with  a  budget  squeeze.  Fi- 
nance Minister  Silvan  Shalom  says  the 
war  has  cost  Israel  $1  billion  in  direct  ex- 
penditures since  March,  and  $5  billion  in 
lost  tourism  and  other  business  since 
September,  2000.  "Investors  are  not  com- 
ing," he  says.  "People  are  afraid  to  go  out 
to  malls  and  restaurants.  This  brings 
high  unemployment  and  makes  the  re- 
cession deeper." 

There  are  even  worries  about  Israel's 
financial  stability.  Rating  agency  Stan- 
dard &  Poor's  recently  moved  its  out- 
look on  Israel  from  stable  to  negative  in 
response  to  the  violence  and  fiscal  pres- 
sures. Adding  to  the  imease  is  a  dispute 
betw^een  the  government  and  David 
Klein,  the  central  bank's  governor.  At  is- 
sue: proposed  revisions  to  the  central 
bank  law  that  Klein  worries  will  water 
down  Israel's  commitment  to  fighting  in- 
flation. He  also  opposes  the  government's 
likely  plan  to  raise  taxes.  "We  are  in  a 
world  where  we  compete  on  tax  regimes 
against  other  covmtries,"  Klein  says.  "We 
can't  afford  to  be  at  a  tax  disadvantage." 
Instead,  Klein  thinks  the  government 
should  focus  on  pruning  back  the  public 
sector,  which  stUl  accounts  for  54%  of 
GDP — one  of  the  world's  highest  rates. 
Despite  Klein's  warnings,  inflation  is  ex- 


pected to  rise  this  year — ^perhaps  as  hig' 
as  4%,  compared  with  zero  in  2000. 

So  is  it  back  to  the  bad  old  days  of  thit 
1980s?  Then,  hard  economic  conditioned 
drove  many  talented  Israelis  to  seeCppe 
their  fortimes  elsewhere.  That  doesn' 


seem  to  be  happening  this  time,  at  lea^T( 
not  yet.  In  fact,  Israelis  living  abroa  ajjjj 
are  returning  home  to  serve  in  their  re  e  m 
serve  imits.  "This  is  a  strong  country,  j  JA 
moral  coimtry,  building  something  real.  I 
is  not  going  to  give  up,"  says  Peres,  : 
son  of  Foreign  Minister  Simon  Peres.    , 
But  there  is  also  fear.  Israelis  havti 
been  putting  money  into  real  estate  iih 
Taronto  as  well  as  Prague  and  Budapest  ^^ 
which  are  appealing  to  Israelis  of  Fasten; 


AN  ECONOMY  THAT  LIES  IN  RUINS 


The  1993  Oslo  Accords,  between  the 
Palestinians  and  Israelis,  inspired 
many  in  the  Palestinian  diaspora  to 
return  to  rebuild  their  ancestral  home- 
land. One  of  those  w^as  Sam  Bahour, 
now  37,  a  Palestinian-American  soft- 
w'are  designer  from  Youngstown,  Ohio. 
In  1995,  Bahour  moved  to  RamaUah  to 
work  for  Palestine  Telecommunications 
Co.  Recently,  he  has  been  managing  a 
$10  million  project  for  Arab  Palestinian 
Shopping  Centers  PLC.  The  mall  near 
Ramallah  is  90%  finished  and,  so  far, 
has  escaped  serious  damage. 

But  for  the  first  time,  Bahour  is  be- 
ginning to  have  grave  doubts.  He  is 
frustrated  at  having  been  confined  to 
his  home  except  for  brief  periods  since 


the  Israelis  took  over  RamaUah  on  Mar. 
29.  Violators  of  the  curfew  risk  being 
shot.  Bahour  w^orries  about  the  safety 
of  his  wife  and  two  daughters.  He  also 
suspects  that  his  state-of-the-art  mall 
and  other  investment  projects  in  the 
West  Bank  and  Gaza  may  no  longer  be 
feasible.  "After  this  level  of  destruction, 
I  fear  the  building  of  a  Palestinian  state 
will  be  on  hold,"  he  says. 

Before  the  intifada  that  began  in 
September,  2000,  the  Palestinian  econo- 
my looked  like  a  winner.  Growth  of 
gross  domestic  product  was  7.4%  in 
1999  and  seemed  set  to  hold  up  in  2000 
vmtil  violence  broke  out.  Private  money 
and  aid  were  pouring  in,  and  Palestin- 
ian workers  were  benefiting  from  Is- 


rael's boom.  Then  came 
the  intifada.  Through  the 
end  of  last  year,  it  had 
cost  $3  billion  in  economic 
losses  and  $400  million  in 
damage  to  infrastructure 
and  property,  says  the 
World  Bank.  The  toll  from 
the  latest  Israeli  incursion 
will  run  tens  if  not  hun- 
dreds of  millions  more. 

The  territories  now  look 
more  like  a  humanitarian 
disaster  than  a  business 
prospect.  Income  dropped 
19%  in  2001,  to  $1,375  per  capita, 
employment  stood  at  35%  at  the  ci 
of  2001.  Fueling  the  rise,  says  the  .. 


I 


34  BusinessWeek  /  April  29,  2002 


HEAVY  DAMAGE 

Shoppers  (far 
left)  pass 
through  metal 
detectors  at  a 
mall  in 
Jerusalem. 
3usinesspeople 
like  venture 
capitalist 
Chemi  Peres 
fears  the  long- 
term  effect  on 
business 
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iTopean  origin.  An  estimated  $500  mil- 
1  left  the  coxintry  or  was  transferred 

0  foreign  currency  accoiints  in  the  first 
arter  of  2002.  Recently,  Israelis  have 
apped  up  second  homes  on  nearby 
prus — ^insurance  in  case  of  all-out  war. 
hey  can  send  their  families  there,"  says 
inley  Finkelstein,  a  Tel  Aviv  real  es- 
e  consultant. 

With  suicide  bombers  blowing  people 
bits,  most  executives  think  Sharon 

1  little  choice  but  to  go  after  the 
irces  of  the  attacks.  Yet  many  doubt 
aron  has  an  effective  long-term  strat- 
/  to  create  a  more  secure  environ- 
nt.  Gaon  heads  a  group  of  executives 
d  academics  who  want  to  build  up  the 


. 


enfeebled  Labor  Party,  an  uneasy  partner 
in  Sharon's  government,  into  a  \aable  al- 
ternative for  general  elections  that  must 
take  place  by  the  fall  of  2003.  "We  have 
made  huge  progi'ess  in  business,"  says 
Gaon.  "Why  aren't  we  doing  the  same 
in  politics?" 

As  Gaon  and  other  executives  look  for 
solutions,  support  is  growing  on  the  left 
and  right  for  sepai-ating  the  Israelis  and 
Palestinians.  A  fence  with  electronic  sen- 
sors already  largely  walls  Gaza  off  from 
Israel.  Recently,  the  Israeli  security  Cab- 
inet gave  the  go-ahead  to  begin  work  on 
such  a  barrier  between  parts  of  the  West 
Bank  and  Israel,  including  Jeinisalem. 
Some  Palestinians  hope  a  physical  sepa- 


ration fi:'om  Israel  could  spur  them  to  in- 
tegrate their  economy  more  closely  with 
.Jordan  and  Syria.  The  danger  is  that  the 
Israelis  could  keep  the  Palestinians 
cooped  up  in  enclaves,  fueling  despair 
and  radicalism. 

Clearly,  the  status  quo  makes  it  im- 
possible for  Palestinians  to  reach  their 
potential,  economic  or  otherwise,  and  it 
increasingly  hampers  Israelis'  ability  to 
reach  theirs.  Prosperity  on  both  sides 
could  help  heal  the  wounds  of  war  and 
build  a  lasting  peace.  Instead,  the  wealth 
of  Israel  is  trickling  away,  bit  by  bit,  in  a 
deadly  war  of  attrition. 

By  Stanley  Reed  and  Neal  Sandler 
in  Jenisalem 
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Bank,  were  the  Israeli  road- 
:hat  strangle  movement  and 
'ce.  Work  in  Israel,  a  source  of 


REFUGEE  CAMP 

Any  new  investing 
in  the  territories 
seems  a  dim, 
,^  distant  prospect 

20%  of  GDP  in  normal 
times,  has  been  cur- 
tailed, while  agriculture 
and  light  industry  in  the 
territories  have  been 
disrupted.  Before  the 
latest  violence,  50%  of 
Palestinians  lived  on 
less  than  $2  a  day.  Now, 
says  Palestinian  Author- 
ity Minister  of  Econom- 
ics &  Trade  Maher  Masri,  "we  are  go- 
ing to  have  a  much  higher  level  of 
poverty." 


International  donors  \\all  soon  meet 
in  Norway  to  prepare  a  response.  But 
until  the  violence  subsides,  any  gifts  are 
likely  to  address  relief  above  all.  Mean- 
while, the  future  of  the  Palestinian  Au- 
thority, which  has  run  the  territories 
since  1995,  is  in  question.  It  isn't  clear 
whether  the  Israelis  will  tolerate  the 
pa's  existence  anymore. 

Until  such  burning  questions  are  re- 
solved, it's  unlikely  there  will  be  any 
major  investment  in  the  territories.  The 
private  sector  has  invested  $2.5  billion 
in  the  past  eight  years,  while  interna- 
tional donors  provided  $4.5  bilHon.  "In- 
vestors won't  come  again  without  assur- 
ances of  real  stability,"  wonies  Salah 
Abdel  Shaft,  an  economic  consultant  in 
Gaza.  Those  assurances  may  be  a  long 
time  in  coming. 

By  Stanley  Reed 
in  Jei-usaleni 
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POLITICS 


BUSH  STARTS 
FALLING  BACK  TO 


EARTH 


As  the  President's 
popularity  dips, 
Republicans  get  edgy  abouj 
their  prospects  in  Novembi 

o    Republican    insiders, 

sometimes  called  "the  62% 

lution."  That's  White  Hoi 

strategist  Karl  Rove's  the 

that,  thanks  to  a  confident 

building  performance  in 

war  on  terrorism,  George  W.  Bush 

been  transformed  in  the  eyes  of  vote 

According  to  Rove,  the  President's  ba 

tism  by  firefight  has  won  him  endi 

gains  among  conservative  Democr 

and  suburban  independents.  The  resu 

Once  the  President  descends  from 

political  stratosphere  to  less  rarefied 

his  support  will  hit  a  floor  that's  mi 

higher  than  the  48%  popular-vote  sho^ 

ing  he  eked  out  on  Election  Day. 

Now,  Bush  is  about  to  put  Rov^ 
theorj'  to  the  test  as  he  starts  del 
the  path  from  political  supremacy 
rough  normalcy.  For  months,  Ame 
cans'  focus  has  been  shifting  from 
stunning  U.S.  battlefield  performs 
in  Afghanistan  to  issues  where 
Commander-in-Chief  doesn't  look  tot 
in  command.  There  are  new  concei 
about  a  spiraling  Mideast  war,  and  soB 
of  the  worry  has  been  stoked  by 
oddly  inept  showing  by  the  Adr 
tration's  sav\'y^  national  security  tes 

On  the  home  front,  the  recovery! 
still  an  abstraction  for  many  hurtii 
famiUes.  There  is  grim  talk  of  a  wide 
ing  budget  deficit  even  as  the  Pre 
dent  pushes  a  s\Tnbolic  bid  to  make 
big  tax  cuts  permanent.  Meanwhile, 


THE  INTERNATIONAL  FRONT 


TERROR 


The  battle  has  hit 
rough  patch.  Talil 
and  al  Qaeda  remnants  are  tryinj 
destabilize  the  regime  in  Kabul, 
drive  to  choke  off  terror  money 
losing  steam.  And  Bush  is  having 
ble  mobilizing  support  against  lra< 


Idened  Senate  Democrats  are  defy- 
y  the  White  House  on  issues  ranging 
)m  spending  hikes  to  a  ban  on  hu- 
an  cloning  to  the  appointment  of  con- 
rvative  judges. 

With  all  this  flak,  it's  not  surprising 
at  Bush's  approval  ratings  have  been 
bing.  He  has  gone  from  a  90%  post- 
fptember  11  peak  to  a  still-lofty  75% 
the  latest  polls.  Pollsters  say  the 
end  is  heading  just  one  way:  south. 
Democrats  smell  blood.  On  Apr.  12- 
in  Orlando,  Democratic  Presidential 
pefuls  savaged  Bush's  domestic  poli- 
os, signaling  that  partisan  hostilities 
ire  resuming  with  a  vengeance.  From 
pulist  Al  Gore  to  centrist  Senator 
hn  Edwards  of  North  Carolina, 
jmocrats  blasted  Bush  for  presiding 
er  the  return  of  the  budget  deficit 
d  fostering  the  permissive  business 
Iture  that  gave  rise  to  the  Enron 
bade. 

For  the  moment.  Republican  politi- 
1  pros  still  take  heart  from  Bush's  poll 
mbers.  "Nobody  can  expect  the  Pres- 
ent to  hold  the  popularity  numbers 
's  had,"  says  Sacramento  gop  consult- 
t  Sal  Russo.  "But  Bush's  halo  effect 
s  surpassed  all  historical  precedent. 
ven  at  62%,  he  can  help  his  party 
ormously." 

But  can  he?  A  Gallup  Poll  found 
at  while  Bush's  halo  is  intact,  the 
ow  may  not  rub  off  on  Capitol  Hill 
ndidates.  The  survey  found  that 
emocrats  have  taken  a  seven-percent- 
e-point  lead  over  Repubhcans  in  vot- 
preferences  for  November's  congres- 
onal  elections.  But  by  focusing  on 
aditionally  Democratic  concerns  such 
education  and  health  care,  the  White 
ouse  hopes  to  create  a  cadre  of  "Bush 
emocrats" — including  Hispanics,  sub- 
ban  parents,  and  union  families. 
Republicans  reckon  that  these  con- 
irts  will  help  the  party  break  the 
irse  that  has  led  to  midterm  electoral 
!tbacks  for  every  first-term  President 
nee  John  F.  Kennedy.  "In  a  normal 
idterm  election,  you  would  have  a 
emocratic  wave"  in  2002,  says  Repub- 
:an  National  Committee  pollster 
atthew  Dowd.  But  Bush's  strong  lead- 
•ship  marks  may  provide  a  buffer.  "The 


President  will  serve  as  a  breaker  wall 
and  dissipate  the  wave,"  Dowd  insists. 
Still,  there's  no  doubt  that,  from  here 
on  out,  things  will  only  get  tougher  for 
a  President  who  has  enjoyed  so  much 
initial  success.  Although  it  rarely  drives 
an  election,  foreign  policy  helps  shape 
voter  perceptions  of  a  candidate's  lead- 
ership abilities.  Shaky  on  international 
issues  in  the  campaign.  Bush  allayed 
many  fears  with  his  sure  handling  of 
the  anti-terror  war.  But  he  has  alter- 
nately looked  indecisive  and  pohtically 
impotent  in  his  response  to  the  IsraeU- 
Palestinian  conflict.  An  Apr.  3-8 
survey  by  the  Marist  Institute  for  Pub- 
lic Opinion  found  that  just  49%  of 
Americans  felt  confident  about  the  Pres- 
ident's handling  of  Mideast  tensions. 
Overall,  43%  of  respondents  said  they 
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were  uneasy  with  his  diplomatic  skills. 

Domestic  policy  is  a  far  more  imme- 
diate concern  to  the  White  House,  and 
here,  too,  the  footing  is  slippery.  Led 
by  Senate  Majority  Leader  Tom 
Daschle,  Democrats  have  stymied  the 
President  on  such  top  priorities  as 
restoration  of  "fast-track"  trade  negoti- 
ating authority  and  a  pro-production  en- 
ergy bill.  Meanwhile,  Bush  is  also  hear- 
ing thunder  on  the  Right.  Conservatives 
are  unhappy  over  his  embrace  of  tem- 
porary steel  tariffs  and  the  State  Dept.'s 
tepid  support  for  IsraeU  Prime  Minister 
Ariel  Sharon's  offensive  against  the 
Palestinians. 

While  few  think  Democrats  offer  any 
enhghtening  new  answers  to  many  do- 
mestic problems,  the  onslaught  is  having 
an  effect.  The  Marist  poll  found  that 


Bush's  backing  among  Democrats  dipped 
by  16  points  in  April,  to  55%.  White 
House  strategists  acknowledge  that 
more  Dems  will  return  home  as  the 
President  slips  into  partisan  campaign 
mode  and  steps  up  his  appearances  on 
behalf  of  GOP  candidates. 

Although  there  is  some  brave  talk 
about  Bush's  shaking  off  these  prob- 
lems, GOP  political  pros  are  growing 
edgy  about  November.  Over  the  past 
three  months.  Republicans  have  lost 
ground  among  working-class  voters,  sin- 
gle moms,  college-educated  women,  and 
independents,  according  to  pollster  Tho- 
mas Riehle,  president  of  Ipsos-Reid  U.  S. 
Public  Affairs.  The  biggest  drop  came  in 
the  slump-battered  Midwest  and  in  sub- 
Lirban  battleground  counties  narrowly 
won  by  Gore  in  2000. 

Sviing  voters  like  Bush  personally, 
but  they  don't  ritually  back  conservative 
poHcies  on  issues  such  as  abortion  and 
the  environment.  Ipsos-Reid  found  that 
when  the  personality  issue  was  factored 
out,  just  25%  of  independents  viewed 
Bush's  positions  on  domestic  issues  fa- 
vorably. Those  highly  critical  of  his  ap- 
proach outnumbered  strong  backers  by 
nearly  2  to  1. 

Despite  the  President's  recent  dip  in 
the  poUs,  Republicans  are  still  delighted 
to  have  a  popular  leader  to  rally  aroimd. 
But,  notes  Rutgers  University  political 
scientist  Ross  K.  Baker,  "Presidential 
charisma  is  notoriously  nontransferable. 
Leaders  try  to  ride  to  the  rescue,  and  it 
almost  never  works." 

Chances  are.  Bush  will  soon  get  an 
opportunity  to  gauge  the  validity  of 
Rove's  realignment  theories.  Already, 
his  operatives  are  calHng  his  gradual 
descent  both  inevitable  and  nonthreat- 
ening.  Pollster  Dowd  has  penned  a 
memo  to  grassroots  activists  that  as- 
sures them  that  even  if  the  Prez  drops 
another  dozen  points  in  polls,  he  wall 
settle  in  at  a  "new  normal"  in  public 
acclaim.  If  Dowd's  prediction  pans  out, 
Bush  will  be  in  a  strong  position  for  re- 
election. But  that  could  be  cold  comfort 
to  GOP  congressional  allies  bracing  for  a 
bruising  November. 

By  Richard  S.  Dunham  and  Lee 
Waiczak  in  Washington 


THE  DOMESTIC  FRONT 


The  Administration  plan  to 
prospect  in  the  Alaskan  wilder- 
ould  come  at  a  high  political 
.rctic  drilling  is  unpopular  among 
i/oters.  Meantime,  rising  gasoline 
and  Mideast  oil  jitters  have  the 
spooked. 


lliniriARY  ^'^'^^  ^°  appoint 

UUUIUIHni  conservative  jurists 
are  in  disarray  after  Senate  Democrats 
rejected  the  nomination  of  Judge 
Charles  Pickering.  The  Right  may  see 
its  legal  agenda  stymied  unless 
Republicans  recapture  the  Senate. 


BUSINESS 


The  President  has 
been  unable  to 
budge  Congress  with  pleas  for  a 
terrorism  insurance  bill.  And  lawmakers 
may  ignore  his  "let-the-market-fix-it" 
dictum  and  enact  tougher  post-Enron 
reforms  of  pensions  and  accounting. 
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COMMENTARY 


By  Michael  J.  Mandel 


HOW  PROSPEROUS  ARE  WE? 


Every  era  has  its  economic 
strengths.  Big  wage  gains  enjoyed 
by  workers  were  the  halhnark  of 
the  1960s.  The  second  half  of  the 
1970s  was  marked  by  soaring  values  of 
residential  real  estate.  And  the  middle 
of  the  1980s  was  a  great  time  to  be  a 
stock  market  investor. 

But  taking  everything  together,  the 
last  five  years  has  been  almost  a  Gold- 
en Age  for  U.  S.  households.  Wages, 
real  estate,  and  stocks — the  three  main 
components  of  household  prosperity — 
are  all  up  sharply  since  1996.  Real  wage 
and  salary  income  per  worker  is  up  a 
strong  16%.  The  median  sale  price  of 
existing  single-family  homes,  adjusted 
for  inflation,  has  increased  by  18%,  one 
of  the  biggest  gains  on  record.  And  the 
value  of  stocks  held  by  households, 


even  after  the  meltdown,  is  up  41% 
since  the  end  of  1996. 

In  many  ways,  this  five-year  stretch 
outdoes  even  the  '60s,  generally  held  up 
as  the  paragon  of  good  times.  To  get  a 
clearer  picture,  BusinessWeek  has  cre- 
ated an  index  of  household  prosperity, 
which  is  a  weighted  combination  of  real 
wage  income  per  worker  and  real  net 
worth  per  household.  Net  worth  in- 
cludes assets  such  as  stocks  and  bonds, 
401(k)  holdings,  and  real  estate,  reduced 
by  mortgage  and  other  types  of  debt. 
Such  an  index,  combining  both  wage  in- 
come and  wealth,  is  particularly  rele- 
vant today,  since  68%  of  American 
households  own  their  homes,  and  many 
have  investments  in  the  stock  market. 

Measured  by  this  index,  household 
prosperity  has  risen  by  20%  over  the 


:^ 


last  five  years.  That  exceeds  the 
gain  in  the  best  five-year  stretch 
1960s.  Perhaps  more  impressive,  t: 
dex  shows  that  households  gave  h 
few  of  their  gains  in  2000  and  200 
spite  the  stock  market  downturn,  il 
sion,  and  the  September  11  terrorii 
tacks.  Rising  wages  and  strong  rea 
estate  values  compensated  for  the 
decline  in  the  equity  markets. 

Indeed,  the  household  prosperitj 
dex  was  likely  up  by  0.9%  in  the  fi 
quarter.  While  home  prices  rose  na 
ally,  the  latest  government  data  sh 
that  real  wage  and  salary  income  pL 
worker  rose  at  an  almost  4%  annm 
clip  in  the  first  two  months  of  2002 
and  unemployment  only  crept  up  a 
Meanwhile,  the  broad  stock  market 
measured  by  the  Wilshire  5000  ind« 
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jhtly  up  in  the  first  quarter,  so  a 
ing  market  was  no  longer 
ing  down  the  prosperity  index, 
ich  gains  help  explain  why  con- 
sumer confidence  and  spending 
remain  so  strong  today.  One  of 
the  great  strengths  of  the 
U.  S.  economy  is  that  it  is 
broad  and  diverse  enough 
to  absorb  big  shocks, 
and  stiU  keep  going. 
What's  more,  the 
prospects  for  ris- 


isehold  prosperity  tor  the  second 
the  year  look  better  than  they 
t  a  couple  of  weeks  ago.  For  ex- 
one  big  fear  had  been  that  the 
d  Reserve  was  going  to  have  to 
sively  raise  interest  rates  over 
xt  few  months  to  fight  inflation, 
likes  would  clearly  be  bad  news 
housing  market.  Higher  rates 
also  hit  hard  at  corporate  profits 
e  stock  market.  Household  spend- 
potentially  vulnerable  to  rate 
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hikes  as  well,  since 
debt  service  already 
amounts  to  14.3%  of 
disposable  income. 

But  it  looks  much 
less  likely  that  big  rate 
hikes  are  coming  any- 
time soon.  The  latest 
consumer  inflation  re- 
port, released  on  Apr 
16,  showed  core  infla- 
tion in  the  first  quarter 
rising  at  only  a  2.1% 
rate,  down  from  2.6% 
the  previous  quarter. 
The  low  inflation  means 
the  Fed  doesn't  have  to 
have  a  fast  trigger  fin- 
ger As  Fed  Chairman 
Alan  Greenspan  told 
the  Joint  Economic 
Committee  on  Apr. 
17,  "the  Federal  Re- 
serve should  have  am- 
ple opportunity  to  ad- 
just poUcy  to  keep 
inflation  pressures 
contained  once  sus- 
tained, solid,  economic 
expansion  is  in  view." 
The  other  piece  of 
good  ne\vs  for  house- 
hold prosperity  is 
that  productivity 
growth  has  stayed 
surprisingly 
strong.  If  corpo- 
rations can  boost 
productivity, 
that  expands 
the  nation's 
economic  out- 
put more  rapidly, 
making  it  possible  to 
get  good  wage  gains, 
higher  profits  and  stock 
prices,  and  increased 
real  estate  values  simul- 
taneously. Conversely, 
weak  productivity 
growth  hurts  corporate 
profits  and  holds  down 
wages.  Indeed,  the  last 
time  the  prosperity  in- 
dex fell  for  an  extended 
period  was  from  1973  to 
the  early  1980s,  when 
productivity  growth  slowed  to  a  crawl. 

But  rather  than  a  productivity  slow- 
down, the  U.S.  seems  to  be  experienc- 
ing a  productivity  acceleration.  Produc- 
tivity rose  at  a  5%  pace  in  the  fourth 
quarter,  and  the  first-quarter  productiv 
ity  figure,  to  be  released  on  May  7, 
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STILL  GOOD  TIMES 

RISING 
REAL  WAGES... 


CHANGE  IN  REAL  WAGE  AND - 
SAURY  INCOME  PER  WORKER* 
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...AND  BOOMING 
REAL  ESTATE... 


CHANGE  IN  VALUE  OF  OWNER 
-  OCCUPIED  REAL  ESTATE 
PER  HOUSEHOLD. ADJUSTED 
FOR  INFUTION 


...HAVE  OFFSET 
FALLING  MARKETS... 
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"EST  FIRST  QUARTER,  CHANGE  OVER  PREVIOUS  QUARTER 
AT  ANNUAL  RATE 

...AND  BOLSHRED 
HOUSEHOLD  PROSPERITY 
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•WEIGHTED  AVERAGE  OF  REAL  NET  WORTH  PER  HOUSE- 
HOLD AND  REAL  WAGES  PER  WORKER,  FOURTH  QUARTER 
"EST  FIRST  QUARTER 

Data:  Bureau  of  Economic  Analysis,  Bureau  of  Labor 
Statistics.  Federal  Reserve,  Census  Bureau,  BusinessWeek 


could  be  as  high  as  4%. 
True,  companies  are 
not  yet  ready  to  ramp 
up  their  spending  on 
productivity-enhancing 
equipment.  Despite  a 
small  bounce  upward, 
new  orders  for  nonde- 
fense  capital  equipment, 
adjusted  for  inflation, 
are  still  25%  below  their 
end-of-2000  levels. 

But  production  in  the 
information  technology 
sector  is  up  for  three 
straight  months,  the 
first  time  that  has  hap- 
pened since  before  the 
recession  started.  And 
Intel  Corp.  reported  an 
increase  in  sales  in  the 
first  quarter,  for  the 
first  time  in  since  2000. 
Moreover,  companies 
are  showing  an  ability 
to  boost  productivity  by 
better  using  informa- 
tion-technology gear 
they  put  in  place  during 
the  boom  years.  That's 
problematic  for  skeptics, 
who  believe  that  much 
of  the  capital  spending 
during  the  1990s  boom 
was  excessive.  But  eco- 
nomic historians,  such 
as  Paul  David  of  Stan- 
ford University,  have 
long  argued  that  it 
takes  time  for  compa- 
nies to  learn  how  to  use 
new  technology. 

The  biggest  danger 
now  comes  from  abroad. 
While  energy  prices 
don't  pose  much  of  a 
threat  now,  a  full-scale 
war  in  the  Mideast 
could  send  prices  soar- 
ing and  pull  down  real 
incomes.  "All  economic 
downturns  in  the  Unit- 
ed States  since  1973," 
warned  Greenspan, 
"have  been  preceded  by 
sharp  increases  in  the 
price  of  oU." 
No  one  can  predict  wars  or  terrorist 
actions.  Yet  at  least  for  now,  household 
prosperity  seems  to  be  resting  on  a  sol- 
id foundation. 

Mandel  twites  about  the  economy 
from  New  York. 
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TRYING  TO  BUILD  A  WALL 
ON  WALL  STREET 

Will  investment  bankers  have  to  keep  their  analysts  separate? 


Here's  some  good  news  for  investors: 
The  war  on  bad  Wall  Street  re- 
search is  picking  up  steam.  New 
York  State  Attorney  General  Eliot 
Spitzer  has  convinced  Merrill  Lynch  & 
Co.  and  securities  industry  regulators 
that  they  must  do  more  to  clean  up 
stock  analysts'  acts.  As  a  result,  Amer- 
ica's No.  1  brokerage  plans  to  go  sub- 
stantially beyond  rules  drafted  by  the 
National  Association  of  Se- 
curities Dealers  and  the 
New  York  Stock  Exchange 
to  rein  in  its  analysts. 

Spitzer  is  just  getting 
warmed  up.  BusinessWeek 
has  learned  that  Salomon 
Smith  Barney  star  analyst 
Jack  B.  Grubman  and  sev- 
eral other  employees  have 
received  subpoenas  re- 
questing documents  relat- 
ed to  Grubman's  recom- 
mendations of  troubled 
telecom  companies.  In  par- 
ticular, the  attorney  gener- 
al is  examining  whether 
Grubman  said  anything 
negative  in  private  about 
the  telecom  companies  that 
he  recommended  pubUcly. 
Several  have  gone  bank- 
rupt, including  Global 
Crossing,  Teligent,  flag 
Tblecom,  and  Rhythms  Net- 
Connections. Grubman  did 
not  return  calls,  and  Sa- 
lomon declined  to  comment. 
Now,  in  addition  to  Sa- 
lomon, Spitzer  is  targeting 


half  a  dozen  other  major  Wall  Street 
firms  including  Morgan  Stanley,  Credit 
Suisse  First  Boston,  and  Goldman  Sachs. 
And  his  crusade  against  the  Street  is 
winning  allies.  The  NASD,  which  has  long 
been  investigating  analyst  conflicts,  is 
stepping  up  its  cooperation.  The  Secviri- 
ties  &  Exchange  Commission  is  following 
both  probes  closely.  "It's  possible  they 
may  bring  their  own  proceeding,"  says 
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SPITZER  VS. 
THE  STREET 

New  York  State 
Attorney  General  Eliot 
Spitzer  is  pushing  for 
greater  separation 
between  the  investment 
banking  and  research 
arms  of  brokerages. 
Among  the  proposals 
on  the  table: 


►  Spin  off  research  depart- 
ments from  brokerages  or 
strengthen  firewalls  between 
research  and  investment 
banking  departments  through 
surveillance  of  e-mails  and 
other  contacts 

►  Establish  separate  boards 


►  Require  disclosure  of  po- 
tential and  past  investment- 
banking  deals  in  research 
reports 

►  Prohibit  analysts  from  re- 
ceiving pay  based  on  invest- 
ment-banking deals;  instead, 
link  their  pay  to  how  well 


Columbia  University  securities  law  pi 
fessor  John  Coffee.  The  North  Amei 
can  Securities  Administration  Ass; 
which  represents  state  regulators  of  a 
curities  firms,  may  also  follow  in  his  foo 
steps.  "There  are  some  states  that  w 
consider  joining  the  attorney  general  ( 
bringing  their  own  actions  [against  & 
curities  firms],"  says  nasaa  Presidei 
Joseph  P.  Borg.  "This  could  be  one 
the  biggest  investigations  in  broker-dea 
er  history." 

Spitzer  is  gaining  enormous  levera^ 
because  industry  insiders  expect  that 
he  cracks  the  code  in  managing  analyst 
conflicts  in  a  deal  with  Merrill,  he  wi 
try  to  apply  the  same  model  to  the  re.*- 
of  the  securities  industry.  He's  likely  t 
stop  short  of  forcing  investment  banks  ( 
spin  off  research  departments  to  pw 
vent  analysts  from  hyping  stocks — one  c 
his  early  proposals.  And  he  may  accep 
much  less  than  the  $250  mi 
Hon  fine  he  sought  initiall 
from  Merrill,  according  t 
sources  close  to  the  deal. 

Merrill  hopes  to  settl 
quickly,  even  though  its  foi 
mer  star  Internet  analys 
Henry  Blodget  may  still  fao 
criminal  charges.  For  start 
ers,  it  is  offering  to  disclos 
any  deal  in  the  past  thre 
years  with  a  company  that^ 
the  subject  of  a  research  re- 
port. The  NYSE  and  nasd- 
the  industry's  self-regulata 
ry  organizations  (sROs)— 
suggested  only  one  year.  I 
may  also  offer  to  disclost 
any  deals  in  the  works  be 
yond  the  three  months  pro 
posed  by  the  SROs.  Merril 
wants  to  establish  a  sepa 
rate  board  for  its  researcl 
department  and  give  outside 
directors  the  final  say  oi 
how  its  research  is  managed 
The  firm  wiU  also  base  itJ 
research  analysts'  pay  partlj 
on  the  performance  of  theii 
stock  picks — an  idea  Wal 
Streeters  consider  heretical 
That  still  may  not  satis^ 
Spitzer.  He  is  pushing  for  i. 
far  greater  degree  of  sepa- 
ration between  analysts  anc 
investment  bankers  than  tht 
NYSE  and  NASD  have  pro- 
posed. He  doesn't  want  ana- 
lysts to  get  a  dime  fi-om  anj 


for  research  departments,           ^"^ir  siock  picKs  perrorm  y--  -  g..  .^w.  xx....  cuy 

...  i.  -J     J       i  mvestment  banking  deals 


with  some  outside  directors 
who  have  the  final  say  over 
how  research  is  managed 


►  Pay  restitution  to  clients 
who  lose  money  because  of 
analysts'  bad  stock  picks 


the  SROS  just  want  to  stop 
bonuses  for  specific  transac 
tions.  Likewise,  the  SROs 
would  allow  bankers  and  an- 


i- 
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alysts  to  discuss  the  accuracy  of  research 
reports — provided  they  are  monitored 
by  lawyers.  Spitzer  could  propose  that 
communications  between  bankers  and 
analysts  be  banned  extensively. 

State  regulators  in  NASAA  have  their 
own  ideas.  They  are  considering  sug- 
gesting to  the  SEC  that  bankei-s  be  pro- 
hibited from  bringing  analysts  on  road 
shows  to  sell  companies  to  institutional 


investors.  They  also  want  the  SEC  to 
encourage  analysts  to  stick  to  their  guns 
by  adopting  a  rule  that  forbids  compa- 
nies from  retaliating  agaijjst  analysts 
who  criticize  them. 

Breaking  investment  banks  apart,  as 
Spitzer  first  suggested,  may  not  be  the 
answer.  But  the  banks  can  no  longer  af- 
ford to  resist  the  growing  pressure  for 
real  change.  Investors  won't  follow  ad- 


vice iinless  they're  convinced  that 
lysts  have  changed  their  ways.  Ai 
brokers  want  a  reminder  of  the  hi^ 
price  of  resisting,  they  need  only 
sider  the  estimated  $4  billion  in  class-a 
tion  damages  burned  clients  are  nc 
seeking  from  them. 

By  Emily  Thornton,  with  Peti 
Elstrom  in  New  York,  and  Mih 
McNamee  in  Washirigton 


COMMENTARY 


By  Mike  McNamee 


DON'T  MESS  WITH  SERGEANT  PIH 


First,  there  was  his  client  list,  a 
rogue's  gallery  of  companies  and 
Wall  Streeters  who  had  run  afoul 
of  the  nation's  securities  laws,  l^ien 
there  were  his  early  pronovmcements 
as  chairman  of  the  Securities  &  Ex- 
change Commission,  when  he  held  out 
leniency  for  companies  that 
turned  in  their  own  bad 
bookkeeping.  Toss  in  his 
conservative  ideology, 
and  Harvey  L.  Pitt 
didn't  look  much  like 
the  tough  cop  on  the 
beat  that  investors 
craved  in  the  era  of 
Enron  Corp. 

But  look  again.  Rtt's 
SEC  has  just  extracted  a 
record  $10  million  fine 
from  Xerox  Corp.  In 
this  case  and  others, 
it's  broadening  its 
probe  to  target  top 
officers  and  auditors. 
And  even  while  it  multi- 
plies its  accounting  caseload, 
the  SEc's  Enforcement  Div. 
keeps  spinning  out  a  long  list 
of  less-heralded  policing  ac- 
tions against  investment 
frauds  and  Internet  scams.  To 
tackle  the  workload,  Pitt  annoimced 
on  April  17  that  he  squeezed  out  of  a 
reluctant  Bush  Administration  anoth- 
er $20  million  to  hire  100  new  enforcers. 
Vigorous  enforcement  may  surprise 
critics.  But  it's  a  key  part  of  Pitt's 
strategy:  Regulate  lightly,  but  carry  a 
big  stick.  In  keeping  with  his  conser- 
vative philosophy,  F*itt  wants  to  ease 
the  burden  of  detailed  rules  on  the 
brokers,  companies,  and  accoimtants 
he  oversees.  But  the  SEC  chairman 
knows  that  deregulation  exposes  him 
to  political  attack  and  risks  inviting 


abuses.  The  best  counter:  Strict,  high-  recover  the  pay  that  they  earned  by 

profile  enforcement  that  makes  pumping  up  WMi's  stock  price  with 

splashy  examples  of  big-name  viola-  $1.7  biUion  in  allegedly  inflated  profits, 

tors.  When  rules  are  less  detailed,  In  a  rare  fine  against  a  top  accounting 

Pitt  says,  "we  have  an  obligation  to  firm,  the  agency  has  already  extracted 

be  tougher  when  people  stray."  $7  million  from  WMi's  auditor,  Arthur 

That's  a  classic  Republican  ap-  Andersen.  Those  precedents  could  be 

proach,  but  Pitt  is  going  chilling  for  Xerox's  officers  and  its  au- 

further.  He's  emphasizing  ditor,  kpmg. 
"real-time  enforcement,"  Pitt's  tough  enforcement  stance 

_^^  ^^p-rm ^^^^  won't  satisfy 

flSrW^J      ^     QUICK  ON  THE  DRAW      Z'^^P 

Since  Pitt  took  charge  last  comes  with  a 

September,  the  SEC  has  shifted        flip  side — easi- 
into  high  gear:  er  regulation. 

And  the 

FY  2001     FY  2002  , 

FULL  SIX  agency's  ag- 
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TRADING                       O  7  " "  tions  could 
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Data:  SEC  Enforcement  Div.  ^, 

easy  as  they 

accelerating  the  SEC's  ponderous  pace  imply  to  assign  accountability  for 
to  try  to  catch  brokers  and  bookkeepers  these  complex  financial  cases." 
in  the  act.  "Bringing  a  case  six  years  That's  a  concern,  admits  Stephen 
after  a  company  has  gone  down  the  M.  Cutler,  the  SEc's  director  of  en- 
tubes  is  not  the  most  effective  way  to  forcement:  "Our  first  job  always  is  to 
help  investors,"  Pitt  says.  For  the  get  it  right."  But  investors  are  looking 
past  six  months,  the  Enforcement  Div.  for  someone  to  fight  back  against 
has  rung  up  an  impressive  tally  of  re-  cooked  books,  phony  investments,  and 
straining  orders,  asset  freezes,  and  tainted  analyst  picks.  Few  are  going 
the  like  to  stop  schemes  in  progress.  to  complain  if  the  sec  chief  shakes  off 

Another  halknark  of  Pitt's  tenure:  his  lapdog  image  and  turns  out  to  be 

The  agency  is  striking  harder  at  high-  a  Pitt  buU  after  all. 
er-level  corporate  officers  and  audi- 

tors.  The  sec  has  sued  six  former  top  McNamee  covers  the  sec  from 

officex-s  of  Waste  Management  Inc.  to  Washington. 
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"if  you   thought   mass   storage   and    memory 
llwas   all   smooth    sailing,   WAIT   until 


lit  he    new   high-speed    internet   ajrjves. 
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SCIENCE 


EVERYTHING  YOU  NEED  TO  KNO 
ABOUT  CLONING 

Plus,  what's  at  stake  if  Congress  makes  human  cloning  a  criminal  offense 


Less  than  a  year  after  President 
George  W.  Bush  set  limits  on 
government-funded  stem-cell  re- 
search— the    cellular    building 
blocks  that  develop  into  different 
parts    of   the    body — he    has 
stepped   into  another  con- 
tentious scientific  debate. 
This  time,  the  issue  is 
whether  to  prohibit  hu- 
man cloning.  On  Apr. 
10,  Bush  called  for 
passage  of  a  Senate 
bill  sponsored  by 
Senator     Sam 
Brownback     (R- 
Kan.)  that  would 
make  it  a  crime 
to  carry  out  hu- 
man cloning;  the 
Senate  will  con- 
sider the  bill  in 
the      next      few 
weeks.  Many  re- 
searchers  oppose 
such  a  move,  fear- 
ing it  would  cripple 
promising    research 
on  spinal-cord  injui'ies 
as  well  as  Parkinson's 
and  Alzheimer's  disease. 
Here   are   some   questions 
and  answers  to  help  clarify  the 
debate: 

What  is  cloning? 

"Cloning"  simply  means  copying. 
Identical  twins  are  clones,  copies  cre- 
ated naturally  when  cells  divide  in  the 
womb.  Scientists  routinely  produce 
clones  of  all  kinds  of  human  and  animal 
cells  for  reseai'ch  purposes.  The  issue  in 
the  Brownback  bill  is  whether  to  make 
it  a  crime  to  do  experiments  in  which  a 
copy  of  somebody's  dna  is  inserted  into 
a  human  egg. 

Why  is  that  controversial? 

Human  cloning  involves  taking  some- 
one's DNA — extracted  from,  say,  a  skin 
cell  or  a  hair  follicle — and  inserting  it 
into  an  unfertilized  human  egg  from 


which  the  existing  dna  has  been 
moved.  Such  an  egg  could  theoretics 
develop  into  a  human  being  if  impk 
ed   in   a   uterus.    Most   researcher 
biotech  companies,  politicians,  ai| 
many  others  oppose  the  use 
cloning  to  create  children.  OtI 
ers  say  it  is  unethical  bj 
cause  it  is  so  unsafe.  Gil 
en  the  present  state 
knowledge,  such  ch^ 
dren   could   be   boi 
with  severe  defor 
ties,  if  they  survive 
at  all. 

But  aren't  re- 
searchers more  in 
terested  in  cloninj 
for  its  therapeuti 
benefits? 

Here's  whe 
things  start  to  g 
a      little      trick 
Those  who  oppo 
cloning     on     mor 
grounds  believe  th 
these  embryos  are  h 
man  beings  and  ther 
fore  experimentation  c 
them,  even  at  their  earUe: 
stages    of   development, 
wrong.    Moreover,    they    fe 
cloning  can't  be  partially  restricte 
Allowing  the  technique  for  r< 
purposes  could  lead  to  reproductiv 
cloning,  since  the  same  techniques 
involved.  Scientists  note,  however,  th; 
the  process  by  which  children  could  b' 
created  can  also  be  used  to  produo 
some  types  of  human  cells.  Becaus 
the  human  egg  grows,  divides,  an 
gives  rise  to  all  the  cells  of  the  bodji 
researchers  think  they  will  be  able  tij 
use  the  genetically  altered  egg  to  pro 
duce  a  lab  dish  full  of  certain  kinds  o 
human    cells,    such    as    neurons    o: 
pancreatic      cells.      Many     conside: 
this  research  to  be  ethical  and  ver? 
promising. 


arl 


a 


Why  would  anyone  want  to  make  thest 
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specialized  cells  in  the  laboratory? 

The  potential  benefits  of  therapeutic 
cloning  are  huge.  Suppose  you've  been 
the  victim  of  a  stroke  or  Alzheimer's 
disease  or  some  other  condition  result- 
ing in  the  loss  of  brain  cells.  Implanting 
new  brain  cells  might  correct  or  ease 
the  symptoms.  But  such  implants  could 
be  rejected  by  the 
body  if  they  came 
from  another  donor 
in  the  same  way  that 
liver  or  kidney  trans- 
plants are  often 
rejected. 

With  therapeutic 
cloning,  doctors  could 
theoretically  take  a 
sample  of  your  DXA, 
put  it  into  a  human 
egg,  and  grow  neu- 
rons genetically  iden- 
tical to  yom*  own — 
and  thus  unlikely  to 
be  rejected.  That's 
the  theory,  anyway. 
It  may  be  years  be- 
fore such  techniques 
are  perfected.  Propo- 
nents say  blocking 
the  research  would 
make  it  impossible  to 
see  if  it  works. 


What  kinds  of  dis- 
eases could  be  treat- 
ed by  therapeutic 
cloning? 

In  addition  to 
their  value  in  the 
treatment  of  strokes 
or  Alzheimer's  dis- 
ease, cloned  neurons 
could  be  used  to 
correct    the    move- 


tried  the  experiment  with  cloned  cells. 
Researchers  do  not  yet  know  how  to 
transform  a  generically  altered  egg 
into  neurons,  pancreatic  cejls,  or  other 
specialized  cells. 

So  far,  only  one  U.S.  company  has 
claimed  to  have  cloned  a  human  em- 
bryo for  this  type  of  research:  Ad- 


TO  ARMS! 


The  battle  has  been  joined  by  40 


paTkinson^  dTsea^e  Nobel  laureates  who  fear  a  chill  on  all  U.S. 

or  to  restore  move-  •         j  •  r»  i 

ment   to   people  scientiflc  Teseaich 

who  are  paralyzed 

Cloned      pancreatic    SENATOR  BROWNBACK  DISPLAYS  ANTI-CLONING  PETITIONS 

cells  could  be  trans- 

vanced  Cell  Technology'  Inc.  in  Worces- 
ter, Mass.  Other  companies,  such  as 
Geron  Corp.  in  Menlo  Park,  Calif.,  and 
Infigen  Inc.  in  DeForest,  Wis.,  have 
cloned  animals.  Because  of  the  difficul- 
ty of  cloning  human  cells  and  the  fact 
that  it  might  be  made  a  crime,  other 
U.S.  companies  have  hesitated  to  enter 
the  field. 


planted  into  diabetics  to  produce  the 
insulin  that  their  own  pancreases  are 
not  producing.  Eventually,  many  other 
diseases  might  become  treatable  using 
cloned  cells.  Again,  however,  more  re- 
search is  needed  to  determine  the  po- 
tential benefits. 


Is  any  of  this  work  being  done  now? 

Researchers  are  at  the  very  earli- 
est stages  of  experimenting  with  such 
treatments.  Work  is  just  beginning 
with  neuron  implants  in  Parkinson's, 
for  example,  though  no  one  has  yet 


Can't  much  of  this  work  be  done 
through  stem-cell  research? 

Stem  cells  can  be  used  to  treat  many 
of  these  conditions.  Bush's  decision  on 


stem  cells  allows  researchers  to 
how  to  convert  stem  cells  into  neuror 
or  other  kinds  of  cells.  But  stem  eel 
have  a  drawback:  They  carry  the  gene 
of  the  donor  they  came  from,  not  thosj 
of  the  patient  who  needs  a  transplan| 
Thus,  they  do  not  solve  the  potentii 
problem  of  rejection. 

How  likely  is  it  that  Congress  and  the 
President  will  enact  the  bill  criminaliz- 
ing human  cloning? 

The  BrowTiback  bill  has  29  Senatl 
sponsors.  A  similar  bill  was  approve] 
in  the  House  last  year,  and  Bush  ha 
said  he  will  sign  it  if  it  reaches 
desk.    The  Democratic  leadership  ; 
moderate  Republicans  are  drafting 
competing  bill  that  would  allow  thersl 
peutic  cloning.  Senate  Majority  LeadeJ 
Tom  Daschle  says  he  will  schedule 
vote  before  Memorial  Day. 

Who  else  has  taken  sides  in  the  debate] 

Many  conservative  and  right-to-hfj 
groups  support  making  human  clonini 
a  crime.  Many  scientific  groups  havj 
taken  the  opposite  side.  The  same  daj 
that  Bush  called  for  passage  of  thi 
Brownback  bill,  40  Nobel  laureate] 
signed  a  letter  saying  that  "by  declai] 
ing  scientifically  valuable  biomedical  re 
search  illegal.  Senator  Brownback's  leg 
islation  . . .  would  have  a  chilling  effec 
on  all  scientific  research  in  the  U.  S."  | 

What  effect  would  passage  of  Brown- 
back's  bill  have  on  the  biotechnology 
industry? 

For  now,  it  wouldn't  have  a  si| 
cant  economic  effect  because  so  Uttle  c| 
this  research  is  now  being  done.  Bi 
there  is  a  dangej 
that  the  U.S.  coul-f 
lose  the  lead  on  thil 
research  to  Englancl 
It  allows  therapeutil 
cloning  on  embryo] 
up  to  14  days  oldj 
but  forbids  the  us-f 
of  cloning  to  produc] 
a  child. 
Moreover,  the  Biotechnology  Indusl 
try  Organization,  which  represent] 
1,100  biotechnology-  companies,  is  conl 
cemed  that  the  bill  could  set  a  precel 
dent  that  would  encourage  opponent  [ 
to  tr>'  to  block  other  kinds  of  biomedj 
ical  research.  The  Brownback  biU  coul<| 
deter  researchers  firom  doing  any  worj 
remotely  related  to  cloning  for  fea[ 
that  it  might  land  them  in  jail. 

By  Paul  Raebum  in  New  York,  untl 
Faith  Keenan  in  Boston,  Arlene  Wein\ 
traub  in  Los  Angeles,  and  burea'\ 
reports 
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HP  AND  COMPAQ:  irS 
OFFICIAL-ALMOST 

HEWLETT-PACKARD  TOOK  A 
giant  step  towards  complet- 
ing its  purchase  of  Compaq 
Computer  on  Apr.  17,  when  a 
preliminary  vote  count 
showed  a  51.4%  to  48.6%  lead 
over  opponents  led  by  Walter 
Hewlett.  Some  obstacles  re- 
main. Hewlett  can  demand  a 
recount.  And  a  trial  begins  in 
Delaware  on  Apr.  23  to  see 
whether  HP  improperly  iised 
corporate  assets — say,  prom- 
ising future  banking  con- 
tracts— to  "buy"  votes  from 
shareholder  Deutsche  Bank, 
which  switched  17  million 
shares  in  favor  of  the  deal  on 
the  morning  of  the  Mar.  19 
vote.  That's  less  than  HP's  cur- 
rent margin  of  victory,  but 
Hewlett's  suit  asks  Delaware 
Chancer}^  Court  to  declare  his 
side  the  victor  Also,  the  Se- 
curities &  Exchange  Commit- 
tee and  the  U.  S.  Attorney  for 
the  Southern  District  of  New 
York  have  requested  informa- 
tion about  the  alleged  vote- 


CLOSING    BELL 


A  SPURT  AT  SPRINT 

Sprint  PCS  shares  leaped 
25.7%,  to  $12.60,  on  Apr.  16, 
after  the  wireless-phone 
company  dialed  in  a  first- 
quarter  loss  less  dire  than 
expected.  It  lost  150  a  share, 
but  analysts  had  foreseen 
200.  The  rally  was  also  fueled 
by  the  company's  forecast 
that  it  would  continue  to  hit 
subscriber  growth  targets. 
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buying.  HP  and  Deutsche 
Bank  deny  wrongdoing. 

WHY  UNCLE  SAMS 
WALLET  LOOKS  THIN 

IT  SEEMS  THAT  THE  FEDERAL 

government  is  in  a  deeper 
deficit  hole  than  first  thought. 
Thi'ough  Apr.  15,  the  Internal 
Revenue  Service  cashed  just 
$16  billion  worth  of  individual 
income  tax  checks,  vs.  $29 
billion  in  the  2001  period.  Be- 
hind the  steep  fall:  a  plunge 
in  capital-gains  tax  payments 
and  a  surge  in  iRS  refunds, 
courtesy  of  the  tax  cuts 
passed  by  Congress  last  year. 
Although  the  final  returns 
from  the  April  tax  season 
aren't  yet  in,  the  results  so 
far  suggest  that  this  fiscal 
year's  budget  deficit  could  be 
as  much  as  double  the  rough- 
ly $50  billion  last  projected 
by  the  Congressional  Budget 
Office.  But  there  is  a  silver 
lining:  The  lower  tax  receipts 
mean  U.S.  consumers  have 
more  money  to  spend. 

MAYBE  MIKE  OVITZ 
NEEDS  AN  AGENT 

THE  PROBLEMS  ARE  MOUNTING 

for  onetime  super-agent 
Michael  Ovitz,  who  lost  his 
deal  to  make  movies  with 
Vivendi's  Canal+  six  months 
after  closing  his  money-los- 
ing T\'  operation.  Now,  Ovitz's 
Artist  Management  Group  is 
losing  top  clients,  including 
Robin  Williams,  Pete  Sam- 
pras, and  Sex  &  The  City 
creator  Darren  Star.  Ovitz 
was  hit  with  a  $9.6  million 
lawsuit  from  the  former  head 
of  the  TV  unit,  who  alleges 
that  Ovitz  misrepresented  his 
ability  to  fund  his  company. 

SIGHS  OF  RELIEF 
IN  SILICON  VALLEY 

CHIPMAKERS    HAVE    FINALLY 

turned  the  comer  on  an  an- 
71US  fionibilis.  Semiconductor 
giants  Intel,  Texas  Instru- 


HEADLINER:   JAMES   HOUGHTON 


THROUGH  THE  REVOLVING  DOOR 


LEADING  OPTICAL-FIBER 
maker  Corning  has  its 
third  CEO  in  the  past  16 
months.  On  Apr.  15,  John 
Loose,  60,  unexpect- 
edly retired,  and 
was  replaced  by 
Chairman  James 
Houghton,  66.  A 
member  of  the 
family  that  found- 
ed Corning  in 
1851,  Houghton 
served  as  CEO  from 
1983  to  1996. 

Why  the  return  ticket? 
Although  a  leader  in  fiber 
optics.  Coming's  sales  have 
been  decimated  by  the 
telecom  meltdo\Mi.  The 
company  says  first-quarter 
sales  came  in  at  $900  mil- 
lion, about  4%  lower  than 
it  predicted  in  February. 
Sales  dropped  12%  last 


year,  to  $6.3  billion,  and 
Wall  Street  expects  sales 
to  fall  another  37%  this 
year,  to  $4  billion.  Com- 
ing also  announced 
4,000  job  cuts  on 
top  of  10,000 
last  year. 

One  bit  of 
news  cheered  in- 
vestors, though. 
Coming  says  cost- 
cutting  trimmed  its 
first-quarter  loss  to 
about  $94  million,  some 
40%  lower  than  expected. 
That  triggered  a  9%  jump 
in  Coming's  stock,  to  $7.44. 
Still,  SoundView  Technolo- 
gy  analyst  Kevin  Slociun 
doesn't  expect  Coming's 
revenues  to  start  a  healthy 
recovery  imtil  the  second 
half  of  2003. 

Geoffrey  Smith 


ments,  and  Motorola  matched 
or  beat  Wall  Street  earnings 
expectations  during  a  tradi- 
tionally weak  first  quarter. 
They  also  predicted  improved 
performance  during  the  rest 
of  the  year,  signaling  that 
they  are  clawing  their  way 
out  of  one  of  the  worst  dowTi- 
turns  in  history.  While  the 
timing  of  a  resurgence  in 
U.S.  demand  for  chips  re- 
mains cloudy,  semiconductor 
companies  are  benefiting  from 
improved  margins  as  a  result 
of  heavy  cost-cutting  last 
year  and  an  industrywide 
switch  to  new  cost-saving 
manufacturing  technologies. 

IBM  AND  HITACHI: 
TEAM  DRIVERS 

UNDER     PRESSURE     TO     CUT 

mounting  losses  in  its  hard- 
disk-drive  operations,  IBM 
and  Hitachi  on  Apr.  16  an- 
noimced  a  preliminary  agree- 
ment to  combine  their  disk 


!^ 


operations  in  a  joint  venture 
Hitachi  is  expected  to  own 
70%  of  the  venture,  and  wUlb 
pay  IBM  more  than  $1  billion 
for  its  disk-drive  unit.  IBM  will 
owTi  the  remaining  30%  of  the  \ 
venture,  but  analysts  say  this  v^ 
may  be  a  prelude  to  exiting 
the  business.  Another  factor|V 
that  led  to  the  deal  is  IBM's 
manufacturing  problems  and 
lagging  disk  technology.  Last 
year,  IBM's  $4  billion  disk  unit 
lost  about  $250  million.  IBM 
employs  about  17,000  people 
at  plants  in  Singapore,  Thai- 
land, Japan,  Germany,  Mexico, 
and  Himgary. 


ET  CETERA . . . 


■  TRW  rejected  a  sweetened 
acquisition  offer  by  Northrop 
Grumman. 

■  Dick  DeVos,  46,  will  retire 
Aug.  31  as  president  of  Alti- 
cor,  the  parent  of  Amw^ay. 

■  Bristol-Myers  Squibb  an- 
nounced the  resignation  of 
CFO  Frederick  Schiff. 
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Mark  Leposky,  TaylorMade's  Vice  President  of  Operations 


What  obstacles  has  TaylorMade  faced  in  forecasting 

demand?  In  the  past,  it  has  been  a  challenge  to  accurately 

predict  what  products  we  were  going  to  sell.  To  guard 

against  placing  items  on  back  order,  we  would  build  up  our 

inventory.  But  there  is  a  large  capital  investment  required 

in  terms  of  the  inventory  itself  and  distribution. 


MOW 

accuracy  makds  your  game. 
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'aylorMade  is  a  trademark  of 
TaylorMade  Golf  Company,  Inc. 
2002  12  Technologies,  Inc. 


How  did  you  respond  to  these  challenges?  Last 

year,  we  surveyed  the  ^^^/lorMadG- 
market  and  selected  i2  ^/^y'Ormaae 

to   help   us    more   accurately   forecast   and 

manage  customer  demand.  With  i2  solutions 

in  place,  we  will  be  able  to  transport  raw 

materials  with  greater  efficiency,  double  our 

rate  of  inventory  turn,  reduce  markdowns 

and    write-offs,    and    increase    velocity 

throughout  the  entire  enterpnse. 

What  kind  of  return  do  you  expect?  With 
i2,  we  expect  to  generate  $50  million  in  value 
over  the  next  three  years.  We  are  already 
seeing  some  more  intangible  benefits, 
including  more  efficient  communication  with 
our  partners.  They  love  it  because  they  now 

have  much  better  visibility  into  the  products 

coming  their  way. 


"With  \2,  we  expect  to  generate  $50  million 
in  value  over  the  next  three  years'' 

Why    did    you    select    i2?    In    our    business, 

everything  is  high  velocity.  Information  is  coming 

from  all  different  angles  -  from  our  customers,  our 

suppliers,  our  salespeople.  i2  provides  proven  systems 

for  integrating  all  of  this  information.  We  need  to  have 

tools  that  will  enable  us  to  work  faster,  harder,  and  with 

far  greater  agility.  i2  gives  us  that  competitive  edge. 

With  nearly  $30  billion  in  audited,  hard-dollar  client  value 
delivered  to  date,  12  is  the  value  company.  For  information 
on  i2  solutions  for  managing  your  dynamic  value  chain,  visit 
wvvw.i2.com  or  call  1-866-288-4896. 


i2.com 
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energy  &  power  •  industry  &  automation  •  information  &  tommunication  •  medical  systems  &  healthcare  •  financing  •  lighting  •  transportatii 


SIEMENS 


*^lean,  crush,  macerate, 

press,  ferment  filter,  age,  bottle. 


drink,  and  be  merry. 


There  is  much  work  to  be  done  before 
grapes  can  be  transformed  into  fine  wine. 


Fortunately,  Siemens  integrated  automation  is  in  place  to  ensure  that  this 
age-old  tradition  operates  with  state-of-the-art  efficiency.  From  making        ^ 
manufacturing  more  productive,  to  pioneering  cleaner,  more  efficient  energy 
technologies,  to  holding  the  world  record  for  transmitting  data  over  a  single 
optical  fiber,  Siemens  is  reshaping  and  redefining  entire  industries. 
^^'^  ■''■'''  '"*"  "^inds  working  luyuuier  ail  aiuuiid  the  globe, 

right  here  in  tli  lutions  emerge. 
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Siemens  Cxjrpdration,  2001 
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www.usa.stemens.com 
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iCCOUNTING:  CONGRESS  ONLY  LOOKS 
LIKE  irS  GEniNG  TOUGH 


he  accounting  industry,  once  a  lobbying  giant  on  Capitol 
Hill,  seems  to  be  in  a  defensive  crouch.  Embarrassed 
by  Arthur  Andersen's  role  in  Enron's  collapse,  account- 
's former  allies  in  the  House  appear  to  be  swiftly  clamping 
»wn  on  the  bean  counters.  On  Apr.  16,  the  House  Financial 
rvices  Committee  approved  a  bill  that  would  create  a  new 
•ersight  body  to  police  CPAs  and  bar  accounting  firms  from 
me  lucrative  consulting  work  for  audit  clients. 
But  don't  expect  a  White  House  signing  ceremony  any  time 
•on.  House  Republican  and  Senate  Democratic 
aders  are  poles  apart  on  how  best  to  curb 
iditing  abuses.  And  they're  far  more  interest- 
in  using  accounting  reform  to  score  political 
ints  for  the  November  elections  than  in  rein- 
g  in  the  green-eyeshade  brigade.  As  a  result, 
crucial  part  of  the  post-Enron-reform  drive 
uld  bite  the  dust. 

House  Republicans  want  to  be  able  "to  say 

ey  voted  for  something"  to  clean  up  corpo- 

te  corruption,  says  one  gop  adviser.  But  the 

epublican  leadership's  bill  offers  only  modest 

bs.  Financial  Services  Committee  Chair- 

an    Michael    G.    Oxley    (R-Ohio)    blocked 

emocratic  proposals  to  prohibit  accountants 

cm  providing  any  nonaudit  services  and  to 

\e  the  oversight  board  subpoena  power.  Re- 

blicans  simply  "are  not  in  favor  of  reform," 

mes    Representative    John    J.     LaFalce 

D-N.Y.),  the  panel's  ranking  Democrat. 

House  Energy  &  Commerce  Committee  Chairman  W.J. 
Billy"  Tauzin  (R-La.)  has  hinted  he  wants  stiffer  curbs.  But 
'auzin  lost  jurisdiction  over  accounting  to  Oxley  in  a  bitter 
truggle  in  2000.  So  despite  weeks  of  scoring  headlines  with 
is  high-profile  probe  of  Andersen's  document-shedding, 
'auzin  has  little  leverage  now. 

That  suits  House  GOP  leaders  just  fine.  They  are  leery  of 
verregulating — and  getting  blamed  by  the  voters  if  financial 


SARBANES:  Taking  his  time 


markets  tank.  They  prefer  to  let  the  Securities  &  Exchange 
Commission  keep  accountants  in  Une.  "They  want  to  rattle  the 
legislative  sword,  but  they  don't  want  to  take  it  out  of  the 
scabbard,"  says  John  Endean,  president  of  the  American 
Business  Conference,  which  represents  small  and  midsize 
companies.  Republicans  also  are  betting  that  Andersen's 
comeuppance  and  sec  Chairman  Harvey  L.  Pitt's  stepped-up 
enforcement  will  sate  the  public's  appetite  for  change. 
In  the  Senate,  meanwhile.  Democrats  haven't  come  up 
\\ath  a  consensus  bill.  The  leading  measure, 
co-sponsored  by  Senators  Christopher  J.  Dodd 
(D-Conn.)  and  Jon  S.  Corzine  (D-N.J.),  is 
viewed  as  too  extreme  to  win  passage.  Moder- 
ate Democrats  are  looking  to  Senate  Banking 
Committee  Chairman  Paul  S.  Sarbanes  (D-Md.) 
to  fashion  a  compromise  that  could  attract 
enough  Republican  votes  to  pass.  But  Sar- 
banes is  taking  his  time,  and  Senate  Majority 
Leader  Tom  Daschle  (D-S.  D.),  who  prefers  a 
get-tough  reform  bill,  isn't  pushing  him. 
"Daschle  doesn't  have  his  ducks  in  a  row,"  says 
one  business  lobbyist. 

To  further  complicate  matters,  Dems  don't 

want  Bush  and  the  Republicans  to  steal  their 

thunder.  Given  the  President's  10-point  reform 

plan  and  the  SEC's  crackdown  on  Xerox  and 

other  accounting  miscreants,  "if  something  were 

to  come  out  of  Congress,  the  credit  would  go  to 

Republicans  right  around  election  time,"  says  Grace  Hinchman 

of  Financial  Executives  International,  a  trade  group.  "It's 

just  not  in  the  Democrats'  best  interest  [to  compromise]." 

That  political  calculus  could  change  if  RepubUcans  suc- 
ceed in  portraying  Daschle  as  a  left-wing  obstructionist.  But 
for  now,  the  reform  drive  is  headed  exactly  where  the  CPAs 
would  like  it  to  go — off  Capitol  HUl  and  into  the  hands  of  the 
executive  branch  and  the  sec. 

By  Amy  Bannis  and  Mike  McNamee 


CAPITAL  WRAPUP 


THE  ENERGY  LOBBY  HITS  PAY  DIRT 

►As  the  energy  debate  heats  up  on 
Capitol  Hill,  much  of  the  focus  has 
been  on  whether  to  drill  for  oil  in 
Alaska's  Arctic  National  Wildlife 
Refuge.  Lost  in  the  shuffle  is  the  bill's 
bottom  Une:  Business  interests  have 
done  quite  well  in  the  congressional 
debate  over  energy  policy.  Once  the 
bill  clears  the  Senate,  and  differences 
with  the  House  version  are  ironed  out, 
corporate  lobbyists  are  likely  to  be 
pleased  with  the  version  that  lands  on 
President  Bush's  desk. 


While  oil  and  gas  drillers  may  not 
win  on  ANWR,  they  are  going  to  be  re- 
ceiving $16  billion  to  $34  billion  in  new 
tax  incentives.  And  the  Senate  bill 
provides  $10  biUion  in  loan  guarantees 
for  the  construction  of  a  natural  gas 
pipeline  from  Alaska  to  the  lower  48. 

That's  just  the  beginning.  Midwest- 
em  farmers — including  constituents  in 
Senate  Majority  Leader  Tom  Daschle's 
home  state  of  South  Dakota — will  ben- 
efit from  the  mandated  phase-in  of  re- 
newable fuel  additives  such  as  corn- 
based  ethanol,  which  will  be  used  to 
replace  the  suspected  carcinogenic  fuel 


additive  methyl  tertiary-butyl  ether 
(mtbe).  And  the  utility  industry  is  get- 
ting its  top  legislative  priority:  repeal 
of  the  PubUc  Utility  Holding  Company 
Act  of  1935,  which  limits  the  outside 
investments  of  utilities.  Perhaps  the 
biggest  winner  is  the  auto  industry, 
which  managed  to  kill  new  federal 
fuel-efficiency  mandates. 

Because  Democrats  control  the  Sen- 
ate, there  are  more  environmental  pro- 
visions than  Bush  included  in  his  origi- 
nal energy  blueprint.  But  K  Street        ' 
lobbyists  still  have  plenty  to  celebrate. 

By  Laura  Cohn 
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INTRODUCING  E-BUSINESS  ON  DEMAND 
THE  NEXT  UTILITY 
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^^Need  light?  Find  a  socket.  No  infrastructure  to  buy. 
No  wiring  to  study.  It's  fast.  It's  dependable.  It's  a  utility 
And  it's  the  thinking  behind  e-business  on  demand,'" 
from  IBM.  Infrastructure,  applications  and  business 
processes,  delivered  as  services,  via  the  Internet. 
No  long  wait.  No  huge  up-front  investments.  Just  a 
monthly  bill.  It's  The  Next  Utility.'"  And  it's  a  no-brainer. 
Visit  ibm.com/e-business/ondemand  or  ask  for  on 
demand  at  800  IBM-7080. 


International  Business 


FRANCE 


MESSIER'S  MESS 

Vivendi's  outspoken  boss  is  trying  board  members'  nerves 


Hi 


iw 


Vivendi  Universal  ceo  Jean-Marie 
Messier  looked  shell-shocked,  and 
no  wonder.  As  his  corporate  jet 
touched  do\Mi  in  Paris  on  Apr.  16, 
Le  Monde  hit  the  newsstands  with  a 
front-page  story  outhning  a  supposed 
boardroom  plot  to  oust  him.  While  aides 
rushed  to  scuttle  that  rumor.  Messier 
headed  to  a  meeting  where  he  fired 
Pierre  Lescure,  the  popular  founder  of 
Vivendi's  Canal+  pay-TV  unit.  Outraged 
Canal+  employees  promptly  interrupted 
regular  programming,  put  a  tearful  Les- 
cure on  the  air  to  denounce  Messier, 
and  urged  the  station's  French  viewers 
to  cancel  their  subscriptions.  Meanwhile, 
at  a  hastily  convened  press  conference, 
Messier  defended  his  decision  but  is- 
sued a  rare  mea  culpa  for  the  turbu- 
lence that  has  sent  Vivendi  stock 
tumbling  35%  since  January.  "Have 
I  sometimes  communicated  too 
often  and  out  of  provocation? 
Yes,"  he  said. 

It's   hard   to   believe 
this  is  the  same  French- 
man who  dazzled  glob- 
al big  shots  at  the 
World  Economic  Fo- 
rum   in    February 
with  his  trenchant 
presentation — or  the 
same  financial  wiz- 
ard   who    swooped 
down  on  Hollywood 
two    years    ago    to 
grab   the   lucrative 
Universal  movie  and 
music        businesses 
from  Seagi-am  Co.  To- 
day, no  one  is  asking 
where    Messier    will 
strike  next.   Instead, 
media  execs  in  Holly- 
wood, New  York,  Lon- 
don, and  Paris  wonder 
whether  Messier,  45,  will 
be  ousted  by  the  very 
company  he  created. 

Messier's  gaffes  are  nu- 
merous. He  has  infuriated 
the  French  with  his  pro- 
American  rhetoric,  terri- 


fied shareholders  with  sudden,  big-ticke 
bids,  and  caused  an  uproar  inside  hi: 
company  with  his  highhanded  treatmem 
of  managers.  The  $13  billion  asse' 
writedovra  that  Mvendi  annovinced  or 
Mar  5  was  a  stimner  that  led  Wal 
Street  to  fear  that  more  nasty  sui- 
prises  could  emerge  from  Messier's 
creation.  No  wonder  there's  growing 
unease  on  the  board,  which  includes 
French  business  leaders  such  as  luxu 
ry-goods  tycoon  Bernard  Arnault  anc 
Alcatel  CEO  Serge  Tchuruk,  as  w^el 
as  members  of  the  Bronfman  family, 
who  have  seen  Vivendi's  share  price  de- 
cline 58%  since  they  sold  Seagram  tc  j^. 
Messier  in  2000. 

Awful  stuff,  yet  insiders  tel 
BusmessWeek     that 
Vivendi's  board  has 
no  plans  to  fire  or 
rein     in     Messier 
w'hen  it  meets  in 
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LOOSE  CANNON: 

Mess  ier  's  fu  ture 
could  be  in  doubt 
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■aris  on  Apr.  24.  But  the  board  is  al- 
most certain  to  reiterate  a  stem  wam- 
g  it  gave  Messier  in  March:  Lower 
jur  profile  and  start  producing  re- 
ilts — or  \vithin  a  few  months  you  could 
?  out  of  a  job.  Among  the  most  ur- 
ant  issues  are  trimming  Vivendi's  $25 
llion  debt,  spinning  off  noncore  units 
ich  as  its  utilities  business,  and  clari- 
ing  how  Vivendi  will  knit  together  ac- 
uisitions  ranging  from  usA  Networks 
ic.  to  publisher  Houghton  Mifflin  Co. 
Of  course,  the  board  could  move 
.viftly  against  Messier  if  he  stumbles 
^ain,  or  if  the  share  price  sinks  low 
nough  to  spur  a  takeover  threat.  In- 
".  jeed,  at  $35,  shares  are  already  cheap 
nough  to  spur  talk  of  a  raid.  The 
ironfman  clan  or  other  shareholders 
uch  as  U.  S.  media  tycoon  John  Malone 
light  lend  support  to  a  takeover  effort 
r  pressure  Messier  to  draft  a  HoUy- 
•ood  veteran  as  a  strong  No.  2. 

But  Messier  is  holding  several  strong 
lards.  One,  ironically,  is  Vivendi's  com- 
■licated  array  of  holdings.  The  Paris  com- 
any's  French  broadcast  and  tele- 
ommunications  licenses — essential  to  its 
nost  lucrative  European  operations — 
k'ould  be  nullified  if  non-French  inter- 
sts  took  control.  Likewise,  a  shift  to 
lOn-French  ownership  would  void  bil- 
ions  of  dollars  in  municipal  water  con- 
racts  held  by  the  utility  division.  Few 
■"rench  companies  could  muster  the 
therewithal  for  a  raid,  either.  "That's 
•lessier's  poison  pUl,  and  he  knows  it," 
ays  a  Paris  investment  banker  who  is 
ery  familiar  with  the  company. 

What's  more,  Vivendi's  complexity 
trengthens  Messier's  hold  on  the  ex- 
cutive  suite:  There  are  few  obvious  re- 
)lacements.  True,  any  number  of  U.S. 
nedia  moguls  might  do  a  better  job 
•unning  Vivendi's  entertainment  busi- 
lesses,  but  could  they  deal  with  the 
-^rench  regulatory  thicket  or  run  utiU- 
ies?  And  not  many  French  CEOs  could 
)perate  as  comfortably  as  Messier  does 
Ji  HoUyw'ood  and  on  Wall  Street. 

Another  strong  card  is  Vivendi's  rich 
portfolio.  Universal  Studios  is  on  a  roll 
after  A  Beautiful  Mind  won  several 
Oscars,  including  Best  Rcture.  The  pub- 
lishing and  mobile-phone  op- 
erations are  big  moneymak- 
ers, too.  Merrill  Lynch  &  Co. 
forecasts  that  first-quarter  op- 
erating earnings  will  be  up 
11%  over  the  same  period  last 
year,  to  $880  million,  on  sales 
of  $5.5  billion.  "This  is  the 
first  year  that  Messier  really 
will  show  investors  the  great 
merits  of  the  business,"  says 
Marc  GabeUi,  whose  Gabelli 
Asset  Management  Inc.  fund 
is  a  longtime  Vivendi  investor.   AXED:  Canal+ 
Some  important  allies  are  founder  Lescure 


from  the  Canal+  affair  could  still 
damage  Messier  heavily.  Lescure, 
56,  is  an  icon  of  French  broadcast- 
ing and  a  staunch  defender  of 
France's  film  industry,  which  is 
heavily  subsidized  through  taxes 
on  media  outlets  such  as  Canal+. 
,.              "A     ri  "  ^y  firing  him  five  days  before 

P°''^y.^^^....°^.^.^;. France's    presidential    elections, 


THE  MORE  MESSIER  TALKS, 
THE  WORSE  IT  GETS 

TRANSATLANTIC  TEMPEST  In  Decern 
ber,  outraged  the  French  by  saying  their 
country's  cherished  cultural-protection 


FUNNY  MONEY  In  March,  analysts 
jeered  his  assertion  that  an  $13  billion 
asset  write-down  had  "no  impact  on  val- 
ue." Share  price  kept  sliding. 

DIRTY  LINEN  In  April,  he  fired  chief 
Pierre  Lescure  in  a  blow-up  ignited  when 
Messier  criticized  Canal-i-  managers  in  a 
newspaper  interview. 

Data;  BusinessWeek 
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ALLY:  Diller  sivears  he's  loyal  to  Messier 


rallying  behind  Messier.  "He  is  the  vic- 
tim of  a  wild  over-reaction"  says  Barry 
Diller,  the  U.S.  media  mogul  who  sold 
USA  Networks'  TV  operations  to  Messier 
in  December  and  who  has  been  running 
Vivendi's  U.S.  film  and  TV  businesses. 
Diller  is  seen  as  the  biggest  wild  card  in 
Vivendi's  top  management,  a 
potential  ally — or  a  potential 
player  in  a  coup.  Diller,  how- 
ever, swears  his  loyalty  to 
Messier.  "What's  terrible  is 
that  he  is  in  the  middle  of  a 
transition  and  making  great 
changes,"  Diller  adds.  And  in- 
vestors   seemed    reassured 
that  Messier  stood  his  ground 
against  Lescure.  Shares  rose 
more  than  10%  in  the  three 
days  after  their  showdown 
first  made  headlines. 

Yet   the   political   fallout 


Messier  showed  a  disastrous  sense 
of  timing.  Socialist  Prime  Minister 
and  presidential  contender  Lionel 
Jospin  immediately  called  on  regu- 
lators to  question  Messier  on 
whether  Lescure's  firing  violated 
terms  of  Canal+'s  broadcast  license. 
What's  most  troubling  is  that 
the  Canal+  blowup  could  have 
been  avoided  if  Messier  had  curbed 
his  tongue.  Canal+  is  Vivendi's 
chief  media  asset  in  Europe,  and  it 
clearly  needs  attention.  It  turned 
in  a  $330  million  operating  loss  last 
year — the  only  major  Vivendi  unit 
to  nm  in  the  red.  Messier  had  to 
do  something — but  why  did  he 
have  to  trumpet  the  nasty  details 
in  the  press?  In  March,  he  told 
French  business  daily  La  Tribune 
of  his  ultimatum  to  Lescure  and 
Canal+  Chief  Operating  Officer  De- 
nis Olivennes  to  reach  breakeven 
in  two  years.  After  a  furious 
OUvennes  defended  himself  in  an 
e-mail  to  employees.  Messier  up- 
braided him  and  Lescure  in  front 
of  400  Vivendi  execs.  "It  was  ap- 
palling," says  one.  "Messier  does 
not  know  how  to  manage  people." 
He  may,  however,  know  how  to 
manage  a  company.  With  little  fan- 
fare, Vivendi  is  busy  squeezing 
more  money  out  of  its  assets.  A 
major  cross-marketing  effort  for 
the  20th  anniversary  re-release  of 
E.  T.  tlie  Extra-Ten-estrial  involves 
everything  from  books  and  video 
games  to  a  Canal+  television  special 
featuring  the  lovable  alien.  DVD  sales 
from  other  Universal  blockbusters  are 
giving  a  big  boost  to  earnings,  too. 

If  he  keeps  his  job.  Messier  must  get 
on  \\ith  the  task  of  reducing  Vivendi's 
stake  in  noncore  holdings,  such  as  utili- 
ty company  Vivendi  Environment.  That 
win  not  only  clarify  Vivendi's  status  as  a 
media  and  communications  company  but 
also  generate  cash  to  pay  down  debt. 
And  Messier  has  to  work  with  Lescure's 
replacement,  Xavier  Coutm-e  of  France's 
TFl  network,  to  stanch  the  red  ink  at 
Canal+.  "This  is  not  a  one-man  show," 
he  told  reporters  after  the  Apr.  16  news 
conference.  "I  will  work  with  our  team 
to  produce  results."  It's  a  promise 
Messier  can't  afford  to  break. 

By  Carol  Matlack,  with  John 
Rossant  in  Paris  and  Ronald  Grover 
in  Los  Angeles 
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COMMENTARY 


By  Christine  Tierney 


THIS  @?#%!$  DIGITAL  CAR  WON'T  DRIVE 


Flip  through  a  new  luxury-car 
manual  today  and  you'll  discover 
a  mind-boggling  an-ay  of  fea- 
tures. The  new  $33,000-plus  E-Class 
sedan  and  $83,000  SL-Class  roadster 
from  Mercedes-Benz  offer  voice-acti- 
vated phones,  headlights  that  switch 
on  automatically,  and  sensors  that 
watch  for  obstacles  ahead.  Proud 
owners  of  BMW's  sumptuous  new 
$57,300  7  Series  sedan  can  retrieve 
their  e-mail  and  adjust  suspension 
settings  using  the  car's  iDrive  sys- 
tem. It  lets  drivers  access  more 
than  700  options  by  sifting 
through  on-screen  menus. 
The  silver  control  knob  on 
the  console  that  directs 
many  of  these  adjustments 
is  so  slick  that  Star  Trek's 
Captain  Jean-Luc  Picard 
would  feel  right  at  home 
giving  the  car  a  whirl. 

But  space  traveler  Pi- 
card  might  have  suspected 
alien  interference  if  he  had 
taken  out  one  of  the  first  7  Series 
rolling  off  the  line.  On  early  road 
tests,  the  car  hardly  behaved  like 
an  Ultimate  Driving  Machine.  Otto 
Hofmayer,  the  chief  test-driver  at 
Germany's  Auto  Motor  und  Sport 
magazine,  says  that  when  he  took 
this  awesome  BMW  for  a  spin,  the 
car's  electronic  sensors  went  hay- 
wire, flashing  warnings  that  the 
emissions  were  too  high,  followed 
by  jerking  and  a  loss  of  accelera- 
tion. "I  pulled  over  to  restart  the 
car,"  Hofmayer  says.  "It  seemed 
to  run  fine,  and  then  the  same 
thing  happened  again." 

The  BMW  7  Series'  teething  pains 
are  well-publicized,  but  BMW  says  it 
has  identified  and  ironed  out  the 
bugs.  And  subsequent  reports  of  bat- 
tery failures  were  caused  by  dealers 
who  neglected  to  recharge  them  af- 
ter showing  all  those  nifty  iDrive 
features  to  prospective  customers, 
BMW  says.  And  of  course,  a  drained 
battery  can't  provide  the  juice  all 
those  hungry  electronic  sensors  need. 

Yet  behind  the  headlines  lurks  a 
bigger  question  that  neither  BMW 
nor  its  rivals  are  ready  to  address  in 
public:  Are  auto  makers  rushing  too 
much  technology,  too  fast,  into  their 


cars?  As  anyone  with  a  computer 
knows,  electronics  are  prone  to  odd, 
mysterious,  and  supremely  aggravat- 
ing breakdouTis.  Yet  car  companies 
are  piling  them  on  to  provide  new 
features  that  cannot  be  built  me- 
chanically, such  as  early-warning 
safety  systems.  Says  Frederic 
Saint-Geours,  managing  di- 
rector of  Automobiles  Peu- 
geot: "The  Peugeot  607 
has  more  electronics  than 


CAR  TROUBLE 
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the  first-generation  Airbus." 

Sounds  impressive.  But  it's  risky, 
too.  Eui'ope's  carmakers — especially 
makers  of  the  top  badges  like  Mer- 
cedes, Audi,  and  BMW — worry  con- 
stantly about  spotting  the  next  com- 
petitive threat.  Well,  maybe  they 
should  check  out  the  circuitry  in 
their  own  cars  to  find  it:  the  threat 
of  the  hyper-digital  car.  After  all, 
drivers  who  shell  out  the  big  bucks 
want  flawless  performance,  not  exas- 
perating experiences  on  the  digital 
frontier.  That's  why  BMW's  rivals  are 
not  reveling  in  Sdiadenfreude.  "[BMW 
executives]  are  not  the  only  ones 


vdth  cars  acting  oddly,"  says  one  Eu- 
ropean competitor. 

All  carmakers  are  grappling  with 
weird  glitches.  Renault  struggled  last 
year  to  fix  a  coded  card  for  its 
$16,500  Laguna  sedan.  The  card  was 
designed  to  unlock  the  door  and  start 
the  car  when  slipped  into  an  igni- 
tion slot.  But  owners  howled 
when  they  couldn't  start  the 
car.  The  problem?  Some  cards 
were  vulnerable  to  interfer- 
ence from  radio  and  TV  sig- 
nals. Others  failed  because 
too  many  men  kept  the 
card  in  their  rear 
pocket,  sat  on 
it,  and  deformed 
the  wiring. 
That  little  episode 
should  give  the  car- 
makers pause.  They 
have  to  foolproof  the 
technology  before  the 
technology  proves  them 
fools.  Well-heeled  customers 
are  already  registering  their  frustra- 
tions. Recent  quality  and  cus- 
tomer-satisfaction surveys  in 
Europe  show  luxury  marques 
such  as  BMW  and  Mercedes- 
Benz  slipping  in  the  rankings. 
Helmut  Schmaler,  an  electron- 
ics specialist  at  the  Mimich- 
based  German  auto  association 
ADAC,  says  new  bmws,  Benzes, 
Audis,  and  Toyota  Lexus  cars 
are  packed  with  much  more 
equipment  than  their  predeces- 
sors. "They  have  so  many  new 
things  now — phone,  navigation, 
safety  systems — and  that  can 
be  too  much  for  the  battery,"  he  says. 

You'd  think  the  carmakers  would 
pause  in  their  digital  drive  to  smooth 
out  the  kinks.  On  the  contrary,  auto 
makers  are  forging  on  to  the  next 
big  thing:  electronic  safety  systems 
to  protect  passengers  when  a  colli- 
sion looks  unavoidable.  Yet  as  they 
grapple  with  the  new  technology,  car 
manufacturers  will  be  struggling  to 
avoid  a  collision  of  their  own — be- 
tween ever  more  gadgetry  and  good 
old-fashioned  reliability. 

Tierney  covers  the  European  auto 
industry  from  Frankfurt. 
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I  Arriving  at  a  smart  business 
decision  can  happen  anywhere. 
But  the  process  first  requires 
information;  information  that 
needs  to  be  gathered  from 
multiple  sources,  then  analyzed 
and  shared  before  it  can  be  used 
to  your  advantage.  Microsoft 

,  knov«/s  this.  That's  why  they 


chose  Crystal  Decisions'". 
Microsoft  required  cutting  edge 
reporting  technology  for  its 
recent  Visual  Studio®  .NET  release. 
They  turned  to  Crystal  Decisions, 
the  industry  leader  in  enterprise 
reporting  to  provide  this 
functionality  for  their  customers. 


WHAT  KIND  OF  DECISIONS  DOES 
MICROSOFT®  MAKE? 
SMART  ONES. 


At  Crystal  Decisions,  our  enter- 
prise reporting,  analysis  and 
information  delivery  solutions 
have  a  proven  track  record  of 
helping  our  customers  and 
partners'  customers  increase 
productivity  and  reduce  IT  costs. 
And  our  strategic  partnerships 
with  companies  like  Microsoft, 


SAP,  IBM,  and  Baan  ensure  our 
solutions  integrate  seamlessly  with 
your  existing  applications.  We  met 
Microsoft's  demanding  standards. 
We're  confident  we  can  meet 
yours.  To  find  out  how,  visit: 
www.crystaldecisions.com/ent/005/ 
or  call  1-866-821-3525. 


Access.  Analyze.  Report.  Share." 


crystal  decisions 


A  SEAGATE  COMPANY 
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At  the  end  of  the  day,  it's  all  about  results. 
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For  that  matter,  so  are  the  beginning  and  middle,  too. 


And  every  step  of  the  way,  it's  about 
how  we  can  help  you  get  there. 
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MEXICO 


FHE  DECLINE 

IF  THE  MAQUILADORA 

'he  government  is  doing  little  to  rescue  a  troubled  industry 


or  20  years,  Tijuana  was  an  ideal 
place  for  Sanyo  Electric  Co.  to 
make  everything  from  TV  compo- 
lents  to  vacuum  cleaners  and  refriger- 
itors.  Labor  was  plentiful  and  cheap  in 
his  Mexican  border  towTi,  as  was  fac- 
:ory  space.  The  peso  was  weak.  Equip- 
Tient  and  parts  could  be  imported  duty- 
Tee  so  long  as  the  finished  products 
xere  exported.  For  Sanyo  executives, 
:here  was  an  added  bonus:  Tijuana  is 
Dnly  a  five-minute  drive  across  the  U.  S. 
Dorder  from  San  Diego,  where  every 
weekend,  multinational  execs  congre- 
gated on  the  city's  many  fairways. 

The  golf  is  still  great  in  San  Diego, 
put  Tijuana's  attractions  are  fading  fast. 
Sanyo  closed  two  of  its  six  Tijuana 
plants  last  year,  laying  off  1,884  em- 
ployees— nearly  30%  of  Sanyo's  local 
workforce.  The  video  components  once 
made  here  are  now  produced  in  China 
and  Indonesia.  "Mexico  has  made  a  lot 
of  progress  in  exports  in  the  past  10 
years,  but  now  maybe  that  has  peaked," 
says  Hisami  Otaki,  who  heads  Sanyo's 
operations  in  Baja  California. 

Mexico's  maquiladoras  are  at  a  criti- 
cal crossroads.  Inaugurated  in  1965,  the 
duty-free  export  assembly  program 
helped  transform  a  closed  economy  into 
the  world's  13th-largest  exporter.  In  the 
past  20  years,  maquiladoras  have 
evolved  from  low-end  garment  or  smaU- 
appliance  assembly  outfits  into  higher- 


end  manufacturing  of  big-screen  TVs, 
computers,  and  auto  parts.  The  factories 
shipped  goods  worth  $76.8  billion  in 
2001,  nearly  half  of  Mexico's  merchan- 
dise exports — almost  all  to  the  U.S. 

But  the  maquiladoras  are  in  trou- 
ble. Growth  in  output,  which  ran  in  the 
double  digits  through  the  late  1990s, 
has  stalled — for  several  reasons.  Most 
obvious  is  the  slowdown  in  the  U.S., 
which  dampened  demand  for  Mexico's 
exports.  Then  there's  the 
strong  peso:  It  has  ap- 
preciated 25%  against  the 
dollar  in  the  last  three 
years,  driving  up  costs. 
Maquiladoras  have  also 
been  stripped  of  many  of 
the  tax  and  tariff  exemp- 
tions that  they  enjoyed 
for  years. 

No  wonder  some  for- 
eign investors  are  search- 
ing out  friendlier  cUmes. 
A  total  of  350  maquila 
plants  have  closed  down  since  the  start 
of  2001,  leaving  240,000  Mexicans  out 
of  a  job — nearly  one-fifth  of  the  indus- 
try's workforce.  More  often  than  not, 
Mexico's  loss  is  China's  gain — or  Viet- 
nam's or  Guatemala's.  Many  executives 
wonder  why  authorities  are  not  doing 
more  to  stop  the  defections.  "If  the 
Mexican  government  doesn't  do  some- 
thing about  this  quickly,  they're  going  to 


MEXICO'S  MAQUILA 
EXPORTS  SLUMP 
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kiU  the  goose  that  lays  the  golden  egg," 
says  Richard  N.  Sinkin,  managing  di- 
rector at  InterAmerican  Holdings  Co.,  a 
San  Diego  consulting  firm. 

But  the  administration  of  President 
Vicente  Fox  refuses  to  rush  to  the  res- 
cue. Officials  want  to  hang  on  to 
maquiladora  investment,  which  has 
been  running  at  around  $2.4  billion  a 
year  since  1997.  But  officials  would  like 
to  see  Mexico  follow  in  the  footsteps  of 
countries  such  as  Malaysia  and  Singa- 
pore, which  have  gradually  moved  up 
the  manufacturing  food  chain.  "This  gov- 
ernment's philosophy  is  to  move  away 
from  using  cheap  labor  as  a  central  ele- 
ment of  competitiveness,"  says  Economy 
Secretary  Luis  Ernesto  Derbez.  Der- 
bez  foresees  a  future  in  which 
maquiladoras  "will  have  more  advanced 
technology,  they  will  use  much  more 
trained  labor  with  better  salaries,  and 
that  will  permit  us  to  create  a  middle 
class  in  Mexico." 

Meanwhile,  the  loss  of  maquiladora 
jobs  and  investment  is  hitting  hard  in 
border  states  such  as  Baja  California, 
home  to  a  third  of  all  such  plants.  The 
state  has  lost  close  to  63,000  m,aqui- 
ladora  jobs  in  the  past  16  months. 
Among  the  companies  that  have  shut  up 
shop  are  French  battery  producer  Saft, 
golf  club  maker  Aldila,  and  Korea's  Kisho 
Electronics,  a  TV  and  computer  circuit- 
board  maker.  The  latest  to  flee  is  Canon 
Inc.,  which  shut  an  ink-jet-printer  fac- 
tory in  Tijuana  in  March  and  shifted  pro- 
duction to  Vietnam.  "The  maquiladora 
program  has  changed  drastically.  We 
don't  get  the  same  benefits  anymore," 
says  Mitsuharu  Nakata,  vice-president 
of  the  Japanese  Maquiladora  Assn. 

Blame  it  on  NAFTA. 
The  trade  agreement, 
which  took  effect  in  1994, 
required  Mexico  to  strip 
maquiladoras  of  their 
duty-free  status  by  2001. 
That  has  raised  the  cost 
of  imported  components. 
Rising  wages  also  are 
putting  the  squeeze  on 
companies.  The  average 
maquiladora  wage 

stands  at  $3.52  an  hour, 
up  from  $2.29  in  1997. 
And  maquiladoras  must  now  pay  taxes 
on  income  and  assets.  Such  trends  are 
forcing  companies  to  take  stock.  In  a 
March  poll  taken  by  the  Japanese 
Maquiladora  Assn.,  40%  of  the  71  com- 
panies surveyed  said  they  were  consid- 
ering eliminating  some  operations  or 
moving  entire  factories  elsewhere.  The 
exodus  may  just  be  starting. 

By  Geri  Smith  in  Tijvxina 
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'nnect  people  to  business  processes — instantly.  No  intermediaries.  Dramatically  lower  costs, 
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Learn 


by  visiting  us  at  www.peoplesoft.com/real-time  or  call  1-888-773-8277. 
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Supply  Chain 
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Financial  Management 


Human  Capital 
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Better  Relationships, 

Better  Business 


The  future  of  CRM 
looks  as  bright  as 
the  economy  itself, 
but  it's  a  CRM 
for  wiser  buyers 
and  increasingly 
savvy  customers. 


These  days  competition  is  ferocious.  Companies  are  working 
harder  than  ever  to  find  and  keep  customers  -  at  a  competitive 
cost.  Thanks  to  investments  in  ERP  systems  and  supply  chain 
management,  quahty  is  up,  w^hile  costs  and  cycle  times  are 
squeezed  to  previously  unthinkable  levels.  The  trouble  is,  these 
optimized  production  methods  and  cost  efficiencies  are  available 
to  one  and  all.  Advantage:  None. 


How  about  exploiting  product  superi- 
ority? Sure,  and  while  you're  at  it, 
convince  a  venture  capitalist  to  fund  a 
new  dot-com.  The  Internet  is  partly  to  blame 
because  it  accelerates  the  flow  of  information 
and  capital  to  new  opportunities.  Customers 
win,  while  business  executives  get  to  pull 
out  their  hair. 

Welcome  to  the  age  of  empowered 
customers.  These  global  trends  explain  why 
Customer  Relationship  Management  (CRM) 
-  a  business  strategy  to  get,  grow  and  retain 
the  right  customers  -  is  a  priority  for  most 
CEOs,  even  in  these  uncertain  economic  times. 
Boston-based  analyst  firm  Aberdeen  Group 
says  that  CRM-related  software,  services 
and  hardware  spending  will  grow  from 
about  $13.5  billion  in  2001  to  $15.3  billion 
in  2002,  and  continue  at  a  compound  annual 
growth  rate  of  20  percent  through  2005. 

With  recovery  from  the  recession  under 
way,  the  future  of  CRM  looks  as  bright  as 
the  economy  itself,  but  it's  a  CRM  for  wiser 
buyers  and  increasingly  savvy  customers. 

The  economic  downturn  coupled  with 
the  tragedies  of  September  1 1  jolted  the  CRM 
industry  out  of  its  land-grab  mentality. 
Multi-million  dollar  extravaganzas  suddenly 
had  a  hard  time  finding  a  willing  CFO  to 


provide  funding.  People  weren't  buying  CRM 
simply  because  everyone  else  in  their  golf 
foursome  was  doing  CRM,  they  were  running 
hard-nosed  ROI  studies  on  the  proposed 
projects.  Sometimes  the  projects  passed, 
and  then  the  question  became,  "Why  can't 
we  wait  six  months  to  implement  this?" 

CRM  is  not  just  a  buzzword  anymore. 
It's  an  accepted  feature  of  the  business 
landscape.  In  this  section  we'll  look  at  where 
CRM  is  now,  how  it's  moving  forward  in 
this  more  sober  economic  climate,  and 
what  we've  learned  along  the  way. 

■  Why,  despite  the  shocking  "failure"  rates 
of  the  past  couple  years,  analysts  expect 
more  money  than  ever  to  be  invested  in 
CRM  in  2002. 

■  What  we've  learned  in  order  to  avoid  a 
project  melt  down  in  the  future. 

■  How  some  of  the  leading  CRM  thinkers 
and  practitioners  see  the  field  today. 

■  The  central  importance  of  collaboration, 
a  win-win  approach  that  should  be  part 
of  any  CRM  project. 

CRM  is  here  to  stay  Birthed  in  the  good 
times,  it's  gone  through  the  down  times 
with  us.  It's  changed,  but  so  have  we.  Now 
it's  time  to  press  on  with  the  hard  work  that 
must  be  done. 
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It's  about  time. 


New  Enterprise  CRM  from  salesforce.com.  Time  for  success. 

The  days  of  waiting  to  finish  an  expensive  and  risky  enterprise  CRM  deployment  are  over.  Why  pay  for 
expensive  software  and  hardware,  lengthy  implementations  and  costly  consulting?  New  Enterprise  CRM 
from  salesforce.com  immediately  answers  all  your  needs  while  delivering  where  it  counts  -  your  bottom  line. 
Over  3,800  companies  have  already  learned  this  lesson  including  Adobe,  Fujitsu,  Siemens  and  USA  Today. 
Where  do  you  want  to  spend  your  time?  On  your  business  or  on  software? 

salesforce.com 

#1CRM. Online.  Offline. 


Call  I.800.N0 SOFTWARE  or  visit  www.salesforce.com 
and  enter  promo  code  DV0304  for  a  FREE  TEST  DRIVE ! 
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CRM  Investment  Trends  - 

Focus  on  ROI 


According  to  an  Insight  Technology 
Group  buyer  study  in  2001,  over 
52  percent  of  firms  bought  CRM 
apphcations  without  first  planning 
how  they  were  going  to  generate  a 
return  on  that  investment.  Not  sur- 
prisingly, 76  percent  of  those  same 
companies  reported  minimal  or  no 
operational  improvements.  But  the 
pendulum  is  swinging  back.  ITG's 
managing  partner,  Jim  Dickie  says 
if  2000  was  a  year  of  "irrational 
enthusiasm"  for  CRM,  then  2001  was 
the  year  of  "unjustified  pessimism." 
Now  the  stage  is  set  for  2002  to  find 
its  equilibrium. 

We've  all  heard  the  grisly  statistics 
about  CRM  project  failures  -  pick 
your  favorite  number  between  50  and 
90  percent.  But  frequently,  what  was 
called  a  "failure"  was  simply  over- 
inflated  expectations.  Mark  W.  Brewer, 
vice  president  of  global  information 
technology  with  HB  Fuller,  expects 
specific  CRM  benefits  to  accrue  to  his 
company  and  customers.  For  him, 
CRM's  purpose  is  to  "increase  value 
to  our  customer  base,  and  also  to 
improve  internal  customer-facing 


processes."  To  that  end,  the  company, 
will  "interview  customers,  realign 
internal  processes,  find  a  value  for  us, 
and  then  prioritize  the  best  ROI  for 
Fuller  customers  and  Fuller  internally." 

In  addition  to  taking  a  win-win 
approach  with  customers  and  stake- 
holders, companies  are  also  succeed- 
ing with  CRM  by  solving  a  problem 
or  two  at  a  time,  focusing  on  what 
they  do  well  and  not  trying  to  solve 
"world  hunger."  The  grandiose  seven- 
figure  installations  probably  contributed 
to  a  lot  of  the  failures  in  early  CRM, 
since  people  were  trying  to  do  too 
much  too  quickly.  "Hie  major  trends 
will  be  projects  that  deliver  a  return 


on  investment  within  a  six  to  twelve 
month  period,"  says  Nick  Siragher, 
director  of  London-based  Hewson 
Consulting.  Jeremy  Cox,  principal 
consultant  at  ICE  Customer  Manage-I 
ment  for  KPMG  Consulting  concurs: 
"CRM  has,  to  some  extent,  become  a| 
dirty  word  as  organizations  have  sper 
small  fortunes  on  CRM  applications 
with  little  to  show  for  it." 

Nowadays,  organizations  see  CR] 
more  as  a  business  strategy  enabled  h] 
appropriate  technology  -  and  make 
sure  the  benefits  are  mapped  out 
before  committing  funds.  While  CR] 
will  never  be  easy,  companies  will 
continue  to  invest  in  it,  because  "you 
don't  pick  up  your  marbles  and  go 
home  if  you  fail  the  first  time,"  says 
Naras  Eechembadi,  principal  of 
North  Carolina-based  Quaero.  Rule 
#1  for  CRM  success:  Keep  trying. 


Partner  or  Perish 


Improving  collaboration  between 
partners  and  customers  isn't  optional 
anymore.  A  survey  of  the  Information- 
Week  500  found  that  the  top  100 
companies  are  the  most  avid  collabo- 
rators. Nearly  all  operate  an  electronic 
supply  chain  or  Extranet,  compared 


with  71  percent  of  the  remaining  400 
companies  on  the  list.  89  percent 
of  the  top  companies  use  customer 
relationship  management  software, 
compared  with  55  percent  of  the  others 

At  one  time.  Ford  was  so  vertically 
integrated  that  it  even  owned  rubber 
plantations.  Today,  in  the  face  of  a 
global  competitive  assault,  Ford  out- 
sources as  much  as  possible  in  order 
to  keep  its  supply  chain  hyper- 
responsive  to  demand  fluctuations  — 
and  its  costs  as  low  as  possible. 

Cisco  Systems'  efforts  to  create 
a  "virtual  enterprise"  are  well  chroni- 
cled. "Barriers  to  information  at 
Cisco  are  incredibly  low,"  says  Ran 
Kelsi,  London-based  head  of  strategic 
initiatives  at  EMEA  for  Cisco  Systems, 
"We've  been  successful  in  opening  up 
the  guts  of  our  organization  as  much 
as  we  can  to  our  customers.  They  can 


New  Enterprise  CRM  from  salesforce.com.  Simple  arithmetic. 


Your  life  is  complicated  enough  without  expensive  and  risky  enterprise  CRM  deployments. 
Why  pay  for  expensive  software  and  hardware,  lengthy  implementations  and  costly  consulting? 
New  Enterprise  CRM  from  salesforce.com  immediately  solves  all  your  problems.  The  bottom  line: 
Over  3,800  companies  have  already  figured  it  out,  including  Adobe,  Fujitsu,  Siemens  and  USA  Today. 
What's  not  to  get? 


salesforce.com 


#1CRM. Online.  Offline. 


Call  I.800.N0 SOFTWARE  or  visit  www.saiesforce.com 

and  enter  promo  code  DE0304  for  a  FREE  TEST  DRIVE ! 
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For  sustainable  competitive  advantage, 

companies  must  move  beyond  the  easily  duplicated  automation 

projects  to  create  win-win  relationships 


deal  not  only  with  the  front  office,  but 
gain  access  to  knowledge  and  infor- 
mation they  need  at  a  particular  point 
in  time.  This  eliminates  bottlenecks, 
and  exposes  the  internal  value  chain 
to  external  customers."  Channel  part- 
ners are  treated  almost  as  if  they're 
part  of  Cisco. 

What's  driving  collaboration? 
Economic  pressures.  According  to 
Karen  Smith,  Aberdeen's  CRM  research 
director,  "A  slow  economy  increases 
the  premium  placed  on  additional 
revenue-building  channels.  As  a  result, 
a  growing  priority  among  enterprises 
is  building  superior  partnerships  that 
can  help  differentiate  and  sell  their 
product  lines  through  value-added 
services;  a  wider  selection  of  related 
products;  and  relevant  local  exper- 
tise." In  short,  you  can't  afford  to  do 
it  all  yourself.  So  don't. 

SHIFT  FROM  AUTOMATION 
TO  COLLABORATION 

In  the  past  decade,  businesses  have 
focused  on  strengthening  customer 


and  partner  relationships,  leading  to  a 
proliferation  of  enterprise  software 
applications:  1.  Sales  Force  Automation 
(SFA)  applications  for  the  direct  sales 
force,  2.  Customer  Service  &  Support 
(CSS)  applications  for  the  direct 
customer  service  department,  and 
3.  Partner  Relationship  Management 
(PRM)  applications  for  indirect  chan- 
nels. While  CRM  should  be  about  both 
receiving  and  delivering  value,  too  often 
it's  been  about  automation  and  control. 
Is  it  any  wonder  that  true  CRM  success 
stories  are  few  and  far  between? 

For  sustainable  competitive  advan- 
tage, companies  must  move  beyond 
the  easily  duplicated  automation  pro- 
jects to  create  win-win  relationships. 
Front  Line  Solutions'  research  has 
revealed  three  stages  of  CRM  maturity, 
each  with  an  increasing  opportunity 
for  competitive  advantage: 

Stage  1:  Automate.  Computers 
were  designed  to  automate  routine 
tasks,  from  word  processing  to  the 
shop  floor  to  airline  reservations.  It's 
not  surprising  that  the  early  focus 


on  CRM  software  was  automating 
contact  information  and  then  sales 
force  management.  The  focus  was 
on  efficiency  and  better  management 
of  information.  Relationships? 
Largely  unchanged. 

Stage  2:  Innovate.  The  next  stage  is| 
to  create  new  methods  of  interacting 
with  customers  and  stakeholders.  Use  I 
Internet-based  "eCRM"  applications 
to  enable  customers  to  sell  and  servicel 
themselves  online  instead  of  using 
traditional  sales  and  service  organiza- 
tions. Or  implement  PRM  applications 
to  help  partners  be  more  effective  in 
their  roles  as  value-added  intermediaries.] 
This  shift  to  customer/partner  benefits 
is  a  step  in  the  right  direction. 

Stage  3:  Collaborate.  This  stage 
offers  the  best  opportunity  for  long-term] 
advantage.  Advanced  "collaborative 
e-business"  systems  connect  the  enter- 
prise with  its  customers  and  partners, 
enabling  the  seamless  exchange  of 
information.  Mutual  benefits  motivate 
all  parties  to  continue  to  invest  in 
the  relationship,  raising  imposing 
competitive  barriers. 

ENABLING  THE  "PLUG  AND  PLAY" 
ENTERPRISE 

Internet-based  "collaborative  e-business" 
applications  supported  by  the  latest 
Web  architectures  and  B2B  standards 
are  emerging  to  solve  multi-enterprise 
integration  challenges.  New  applications 
will  eliminate  the  process  gaps  caused 
by  lack  of  integration  between  dis- 
parate IT  systems,  enabling  a  business 
to  easily  collaborate  with  networks  of 
trading  partners,  leveraging  its  existing 
IT  investments. 

Emerging  Web  services  standards 
will  play  a  starring  role  in  the  next  wave 
of  collaborative  CRM  solutions,  enabling 
true  "plug  and  play"  process  integra- 
tion, while  handling  both  structured 
and  unstructured  information.  Forms 
of  collaboration  may  include: 


IF  YOU   CAN'T   FORECAST  YOUR  SALES 


ONLINE  MID  OFF 


■-rrv^T: 


UpShot®  introduces  Offline  Express',"  the  only 
ffline  solution  for  online  sales  management. 

Access  to  forecast  and  deal  information  anytime, 
mywhere  is  critical  to  sales.  Now  with  UpShot  you  can 
eview  your  forecast  on  the  airplane.  Check  important 
leal  information  in  the  lobby  of  an  account. 

Plus  you  can  get  all  the  advantages  of  our  sales 
lutomation  solution:  real-time  sales  information  when 

?  2001  UpShot  Corp. 


connected  and  lower  costs-just  10%  of  traditional 
CRM  software.  Plus,  UpShot  works  the  way  your  sales 
team  works-getting  you  up  and  running  online  and 
offline  within  just  a  few  days. 

Fact  is,  the  majority  of  our  customers  see  sales 
increases  of  20%  or  better.  To  see 
results  like  these  call  1-888-700-8774,         ^^ 
or  visit  us  at  www.upshot.com. 

SEE     RESULTS     NOW.        UpSHof 
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Integrating  business  processes 
between  enterprises.  For  example, 
leads  distributed  from  a  vendor's 
PRxM  system  should  flow  automati- 
cally into  partners'  CRM  systems, 
leveraging  the  business  processes 
used  by  both  enterprises.  Process 
gaps  should  be  eliminated. 
Managing  structured  content,  such 
as  personalized  Web  portals  driven 
by  partner  profiles.  A  collaborative 


approach  means  the  content  can  be 
easily  syndicated  throughout  the 
value  chain  without  republishing. 
■  Enabling  multi-company  group 
collaboration.  That  means  working 
with  the  unstructured  information 
that  we  use  every  day  to  get  the  real 
work  done,  such  as  e-mails,  docu- 
ments, project  plans,  etc. 
Companies  succeeding  in  collabo- 
ration are  asking  customers  what  kind 


of  access  they  want,  and  then  they 
give  it  to  them.  However,  a  culture  of  | 
trust  is  crucial.  "People  have  to  be 
willing  and  unafraid  to  share,"  says 
sales  and  marketing  consultant  Barry 
Trailer.  "The  tools  are  much  less 
important  than  a  culture  that  encour- 
ages sharing  information  and  creating 
an  open  environment  wherein  people 
do  not  feel  they  need  to  hold  trump 
cards  as  bargaining  chips." 


Sales  and  Marketing  Effectiveness 


Hub  Group  Distribution  Services 
(HGDS),  a  division  of  inter- 
modal  management  company  Hub 
Group,  aims  to  solve  the  "last-mile" 
problem  by  setting  up  products  and 
merchandising  facilities  after  transport. 
After  implementing  an  integrated 
Internet-based  CRM  solution,  HGDS 
can  now  provide  easy  access  and 
benefits  to  all  parties  in  the  value 
network  -  customers,  contractors, 
and  employees.  According  to  CIO 
Gint  Dargis,  the  HGDS  competitive 
edge  is  largely  based  on  a  Web-enabled 
collaborative  approach. 


more  collaborative.  Stands  to  reason  - 
most  companies  aren't  relying  on  direct 
sales,  but  VARs,  system  integrators  and 
agents.  The  Intel  Inside  campaign  illus- 
trates a  company  using  its  own  money 
to  push  its  partners'  products.  Insurance 
companies  sell  through  agents,  who 
use  the  national  firm's  marketing  and 
sales  systems  to  get  leads  to  pursue. 

Cross-selling.  "The  ROI  numbers  I 
see  deal  with  reducing  operating  costs 
by  a  percentage,  decreasing  campaign 
creation  time  and  increasing  revenue 
because  of  increases  in  cross-selling," 


says  Nelle  Schantz,  worldwide  directoB 
CRM  for  Gary,  North  Carolina-based  | 
SAS  Institute.  "We  think  CRM's 
cross-sell  ROI  is  considerable,"  agrees  ■ 
Stanford  Kurland,  COO  of  Country- 
wide Credit  Industries.  Admittedly,  it'sj 
not  easy  to  quantify,  but  consistency 
and  standardized  methodology  for 
running  various  campaigns  can't  help 
but  pull  their  weight. 

Increased  efficiency  Giving  a  sales 
rep  a  product  configurator  tool  is  great] 
CRM,  since  it  allows  most  of  the  con- 
figuration and  pricing  work  to  be  done! 


"SHOW  ME  THE  MONEY" 
Collaboration  is  not  a  trendy  slogan 
for  the  next  annual  report.  Done 
right,  this  win-win  approach  yields 
substantial  business  benefits. 

Customer  retention.  It's  many 
times  cheaper  to  market  to  existing 
customers  than  attract  new  ones. 
"State  Farm  Insurance  knows  that 
increasing  retention  rate  by  one  per- 
cent is  worth  a  billion  dollars,  so  they 
know  that  spending  S20  million  is  a 
rational  investment  in  loyalty,"  says 
Fred  Reichheld,  Bain  Fellow  and  author 
of  numerous  books  on  customer  loyalty. 

Increased  leverage.  CRM  tools  for 
sales  and  marketing  are  becoming 
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Help  employees  set 
well-defined  objectives? 


And  respond 
changing  market 


quickly  to 
conditions? 


SAS®  is  all  you  need  to  know. 


Only  SAS  j)rovi(ies  you  HB  total 
view  for  aligning  HR,  finance  and  ot 
units  to  meet  strategic  goals.  So  yoi 
stakeholders  happy,  employees  productive  and 
competitors  on  the  defensive.  To  find  out  how 
leading  companies  are  reaping  the  rewards  of 
SAS  enteq)rise  intelligence  software,  call  toll  fi-ee 
1  866  270  5722  or  visit  www.sas.com/enterprise 


The  Power  to  Know.. 


i  an  other  SAS  1 
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in  front  of  the  customer,  thereby  com- 
pressing the  time  required  and  eUmi- 
nating  mistakes.  Instant  cost-reduction. 

GETTING  THERE 

To  reach  your  ROI  goals,  jump  on 
a  Harley!  Harley-Davidson  is  never 
satisfied  -  it  tracks  over  90  percent  of 
end  users,  asking  them  questions  and 
Hstening  to  the  answers.  It's  not  just 
the  "Easy  Rider"  image  that  sells  the 
brand  anymore  -  most  police  depart- 
ments have  Harleys. 

IBM  Global  Services  practices 
collaborative  sales  and  marketing 
collaboration  by  focusing  on  solving 
their  clients'  problems,  even  when  it 
means  selling  systems  that  don't  include 
IBM  hardware  or  software.  As  a  result. 
Global  Services  accounts  for  40  percent 
of  "Big  Blue's"  revenues,  up  from  five 
percent  15  years  ago.  Going  outside 
your  organization  to  solve  customers' 
problems  is  a  powerful  way  to  preserve 
ownership  of  the  relationship. 

Keeping  a  single  face  to  the  customer 
is  more  than  just  a  nice  thing  to  do,  it 
also  cuts  way  down  on  waste  and 
duplication  of  effort.  "Companies 
can't  afford  to  add  extra  channels  for 
customers  only  to  have  to  contact 
their  customers  three  or  four  times 
because  the  channels  aren't  integrated," 
says  Jim  Smith,  vice  president  of 
CRM  solutions  for  Basking  Ridge, 
New  Jersey-based  Avaya:  "They're 
creating  more  work  for  themselves" 
and  losing  ROI  in  the  process. 

When  purchasing  CRM  technology, 
have  a  specific  use  in  mind  for  each 
tool  you  buy,  whether  that  need  means 
allowing  ad  hoc  collaborations,  giving 
consultant  and  vendor  partners  access 
to  the  same  information,  keeping  track 
of  teams  meeting  only  in  cyberspace, 
or  whatever.  You  can  get  specific  tools 
for  just  about  any  need,  including 
tools  to  help  you  understand  what  the 
stages  in  the  process  are. 


The  Win  Win  Opportunity 
with  eService 


CRMGuru.com  studies  have  found 
that  customers  universally  state 
that  a  great  supplier  relationship  is 
based  on  excellent  service,  not  selling. 
Keith  Raffel,  founder  of  Mountain 
View,  California-based  Upshot  says 
it's  ironic  that  "analysts  use  the  term, 
"CRM"  to  refer  to  sales  and  market- 
ing automation,  however,  customers 
use  it  to  mean  customer  support." 

As  online  customer  relationships 
have  become  more  important,  the 
CRM  industry  has  responded  with  a 
proliferation  of  "eCRM"  solutions. 
They're  sorely  needed  because  the 
number  of  individuals  seeking  online 
customer  service  is  predicted  to  jump 
from  33  million  in  2001  to  67  million 
in  2005,  according  to  Jupiter  Media 
Metrix.  A  recent  Gartner  Group  study 


agrees  with  this  growth  trend,  fore- 
casting that  the  eService  market  will 
increase  fivefold  by  2004. 

But  eService  is  not  as  new  as  you 
might  think.  Its  roots  go  back  at  least 
to  the  mid-1990s  when  Usenet  news- 
groups documented  Frequently  Asked 
Questions  (FAQ)  to  keep  "newbies" 
from  asking  the  same  old  questions. 
And  Cisco  Connection  Online  started 
in  the  early  1990s  with  a  dial-up 
Telnet  approach  that  provided  an 
FAQ,  bug  reports,  and  technical  tips. 

SERVE  AND  SAVE 

Today,  of  course,  Cisco's  online  service 
is  legendary  for  its  quality  and  cost- 
savings.  Moving  routine  interactions 
online  saves  Cisco  Systems  nearly 
$270  million  annually  -  with  increased 
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There  is  a  certain  amount  of  confidence 
in  knowing  your  customers  are  taken  care  of. 


When  PRC  handles  your  customer  care,  you  can  rest  assured  that  your  consumers  are  being  cared 
for  in  a  way  that  reflects  your  company  at  its  finest.  With  over  20  years  of  experience  caring  for  the 
consumers  of  some  of  the  world's  largest  companies,  we  truly  are  the  "experts"  in  customer  care. 

Put  your  consumers  in  tfie  best  hands  in  tbe  business  and  give  yourself  more  time  to  enjoy  the 
finer  things  in  life...  call  PRC  today! 

for  more  information,  call  888-Call-PRC  or  visit  www.prcnet.com 

©Precision  Response  Corporation,  2002.  PRC  is  a  division  of  USA  Networks,  Inc.'s  Interactive  Group. 
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Your  trusted  experts  in  customer  care. 
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customer  satisfaction.  Today,  over 
80  percent  of  all  Cisco  customer 
support  questions  are  answered  by 
Web  self-service,  eliminating  an  esti- 
mated 75,000  phone  calls  per  month. 
Customers  can  even  take  delivery 
of  software  online. 

Today's  better  educated  customer 
has  ever-increasing  demands,  with 
eService  added  to  the  mix,  according 
to  Wes  O'Brien,  CEO  of  Precision 
Response  Corporation.  "With  the 
Internet  explosion,  some  thought  that 
meant  100  percent  self-service  for 
every  transaction.  The  reality  is  you'll 
always  need  to  handle  voice  calls, 
e-mails  and  even  chat."  The  challenge 
-  and  the  opportunity  for  competitive 
differentiation  -  is  to  share  information 
across  support  channels. 

While  cost  and  productivity  benefits 
can  be  very  significant  with  eService, 
the  big  win  is  in  keeping  customers 
loyal  to  your  company.  A  January 
2002  CRMGuru  online  survey  found 
that  business  managers  believe  that 
productivity  and  cost  savings  are 
important,  but  they  see  more  value 
related  to  customer  relationships  and 
improved  competitiveness.  Says  Marc 
Benioff,  CEO  of  San  Francisco-based 
Salesforce.com,  "customer  loyalt>'  comes 


THE  eSERVICE  TOQJ.  CHEST 

Online  self-service.  Puts  information  on  the  Web  so  customers  can  search  a  databi! 
and  find  their  own  answers  instead  of  calling  your  reps  or  sending  e-mails  for  help 

E-mail  management  Lets  customers  ask  questions  via  e-mail,  and  generates  autome  :| 
responses  or  uses  rules-based  logic  to  route  inquiries  to  appropriate  service  reps. 

Live  chat.  Allows  a  customer  service  representative  to  "chat"  with  several  custome 
concurrently  by  typing  questions  and  answers  back  and  forth  in  real  time. 

Virtual  reps.  An  online  database  enhanced  with  an  attractive  simulated  face 
"answering"  your  question. 

Voice-over  IP.  Converges  voice  and  data  onto  an  Internet  protocol  allowing  netwo 
companies  to  cut  phone  costs  and  simplify  their  telecommunications  networks. 


Good  service  means  tying 

together  different  Support 
channels  to  present  a  "single 
face"  to  the  customer,  whether 
your  last  interaction  was  via 
e-mail,  phone  or  online. 

from  the  institutional  memory  CRM 
gives  the  company  of  its  customers, 
knowing  what  they've  bought,  what  they 
need,  and  what  problems  they  have." 

The  strategic  goal  of  eService  should 
be  to  give  the  customers  what  they  want, 
which  is  an  easier  way  to  do  business. 
Highly  repetitious  questions  can  be 
handled  more  cheaply  and  quickly  for 
both  you  and  the  customer  online. 
More  complex  products  or  services 
will  require  live  help,  especially  for 
big-ticket  items.  The  business  case  for 
eService  is  always  a  question  of  what's 
to  be  gained.  Saving  S15.00  on  service 
isn't  worth  losing  a  Si, 500  order. 

Good  service  means  also  tying 
together  different  support  channels  to 
present  a  "single  face"  to  the  customer, 
whether  your  last  interaction  was  via 
e-mail,  phone  or  online.  Benefits  go 
beyond  customer  satisfaction.  Richard 
Gorman,  senior  vice  president  of  prod- 
ucts at  Siebel  Systems  says,  "If  the  call 
center  rep  has  all  the  information  about 
the  customer  on  the  line  and  can  solve 
their  problem,  that's  a  good  opportunity 
to  sell  additional  products  or  serv'ices." 


ROOM  FOR  IMPROVEMENT 

While  eService  benefits  are  compell 
there's  plenty  of  room  for  improvi 
ment.  CRMGuru's  study  found 
one-third  of  companies  are  using 
some  form  of  eService,  but  most  a 
homegrown  efforts  with  cobbled- 
together  static  HTML  pages,  manu 
maintained  FAQs,  and  human- 
powered  e-mail  service.  Survey  take 
gave  a  77  percent  satisfaction  ratin 
("very  satisfied"  or  "somewhat  sati 
fied")  to  the  telephone,  but  only  65 
percent  for  the  Web,  60  percent  for 
e-mail,  and  a  rock  bottom  16  percei 
for  the  seldom-used  chat. 

It's  no  wonder  that  a  recent  Inter 
national  Customer  Service  Associatic 
e-Satisfy.com  benchmarking  study 
found  half  of  all  attempts  by  customt 
to  find  online  service  ended  up  in  a 
phone  call.  You  can  avoid  this  dilemn 
by  doing  a  thoughtful  job  of  plannin 
building,  and  implementing  your 
eService  solution. 

Another  tip:  Remember  that  cus- 
tomer satisfaction  begins  at  home  - 
with  your  employees.  "Customer 
loyalty  starts  with  hiring  the  right 
people,"  says  Lisa  Anderson,  director 
customer  advocacy  for  Southwest 
Airlines.  "Hire  for  the  heart,  then 
teach  the  task.  It's  hard  to  teach  good 
customer  service,  but  if  we  make  our 
employees  happy,  they'll  treat  the 
customers  better." 


See  Wh  ere  I  '/n  com  ing  from,  n  takes  vision  to  know  what  your  customers 
want.  Now  Accenture  has  teamed  with  Avaya  to  provide  leading-edge  CRM  solutions  that  do  more  than 
just  connect  customers,  but  help  anticipate  their  needs.  Whether  it's  phone,  email  or  web,  Avaya's  intel- 
ligent voice  and  data  technology  and  Accenture's  visionary  CRM  expertise  help  you  make  the  most  of 
your  investment.  Let  Avaya  power  your  business  to  make  every  contact  count.  Visit  avaya.com/learnmore. 
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The  Road  Ahead 

Despite  the  missteps  of  the  past  few 
years,  more  and  more  companies 
are  adopting  CRM  in  their  organiza- 
tions. The  message  is  seeping  through 
that  CRM  isn't  just  about  technology 
and  automation.  Rather,  CRM  is 
about  giving  customers  more  choices 
for  interaction  and  viewing  your 
organization  through  your  customers' 
eyes.  It's  about  creating  mutual  wins. 
In  the  next  few  years,  collaborative 
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CRM  solutions  will  support  more 
complex  relationships.  In  addition  to 
optimizing  vendor-to-customer  or 
vendor-to-partner  relationships  as 
current  CRM/PRM  solutions  do  today, 
collaborative  solutions  will  ensure 
that  the  enterprise,  its  customers  and 
trading  partners  can  all  work  together 
in  a  profitable  relationship  network, 
securely  sharing  structured  and 
unstructured  information. 

Thankfully,  the  focus  of  CRM  has 
shifted  from  glitzy  projects  that  look 
good  on  PowerPoint  slides  to  bread- 
and-butter  ROI  issues.  To  increase 
your  odds  of  getting  rock  solid 
business  results: 

■  Drive  everything  from  a  customer 
perspective.  Start  from  the  very  top 
of  the  business.  Check  your  ego  at 
the  door;  act  like  you  work  for  your 
customers  and  partners,  not  vice  versa. 

■  Dare  to  share  vital  business  infor- 
mation with  partners  and  customers. 
Work  through  inevitable  security 
issues  and  occasional  missteps. 
While  you're  learning,  however,  be 
smart  about  the  risks  you  do  take. 

■  Think,  plan,  and  then  do.  Focus  on 
business  problems  and  processes 
that  are  truly  critical  to  the  success 
of  customer  and  partner  relation- 
ships. Assess  the  impact  of  process 
gaps  between  your  enterprise  and 
your  trading  partners. 
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■  Motivate  and  monitor  adoption. 
You'll  need  to  work  hard  to  encour-j 
age  customers  and  other  stakeholder!] 
to  use  new  systems  supporting 
relationship  networks.  Keep  at  it  - 
you'll  never  be  completely  done. 

■  Remember,  it's  still  about  people.  Aij 
the  core  of  successful  relationships, 
networked  or  otherwise,  are  real 
people  of  flesh,  blood  and  emotions] 
whose  main  question  is:  "What's  in  ii 
for  me?"  Better  have  an  answer  ready | 

In  the  collaborative  future  of 
CRM,  customers  will  reap  rewards  by] 
receiving  the  products,  services  and 
interaction  experiences  that  they  want] 
at  an  affordable  cost.  Partners  —  true 
value-added  intermediaries  -  will  earr 
the  loyalty  of  both  customers  and 
suppliers.  And  the  enterprise  will  gain] 
the  sustainable  competitive  edge  it 
needs  to  win  in  the  Customer  Age. 
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Lead  conversions 
at  Quick  &  Reilly 
have  gone  up  50%. 

—Donald E.  Froudc,  CEO,  Quick  <^ Rcilly 


Oonald  Froude  believes  every  customer  should  feel  cared  for  and  valued.  A  philosophy  that's 
ound  profitable  results  with  Siebel's  CRM  software.  With  it,  Quick  &i  Reilly's  employee 
roductivity  rose  15%.  Lead  conversions  climbed  50%.  Customer  retention  went  up  10%. 
'ross-seUing  grew  5%.  Further  evidence  that  customer  relationships  are  still  a  company's  best  friend. 


Good  service  is  good  business. 

To  leam  more,  call  1-800-307-2181  or  visit  siebel.com/casestudies. 
2002  Siebd  Systems,  Inc.  All  righh  reserved.  Slebel  and  the  Siebel  logo  ore  Irodemorks  of  Slebel  Systems,  ln(.,  ond  moy  be  registered  in  cerloin  jurisdictions.  Other  product  nomes,  designotions  and  logos  moy  be  trodemorks  of  their  respective  owners. 
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By  Adam  Aston 


A  WORLD  THAT'S  FLAT-AND  UNPROFITABLE 


Peer  into  the  win- 
dow of  any  gadget 
store,  and  staring 
back  at  you  will  be  a 
glowing  constellation  of 
colorful  liquid-crystal 
displays  (LCDs)  mount- 
ed on  everything  from 
cell  phones  and  palm- 
tops to  Game  Boys  and 
digital  cameras.  Made 
by  the  millions  in 
Japan,  Korea,  and  Tai- 
wan, the  screens  have 
become  so  cheap  that 
they're  quickly  displac- 
ing the  hulking  cath- 
ode-ray tubes  in  desk- 
top personal  computers 
and  even  some  n'S. 

For  consimiers,  this 
tsunami  of  flat  screens 
may  be  thrilling,  but 
the  economics  are  chill- 
ing for  the  Japanese 
electronics  giants  that 
unleashed  the  wave.  Much  like  dy- 
namic random-access  memory  (dram) 
chips,  LCDs  are  made  in  factories 
that  demand  unrelenting  capital  in- 
vestment. But  as  with  memory  chips, 
the  core  technology  tends  to  leak 
quickly  to  other  parts  of  Asia,  where 
engineers  are  just  as  nimble  and  op- 
erating costs  are  lower.  If  the  DRAM 
analogy  holds  up,  the  prognosis  may 
be  grim  for  Japan's  screen  makers. 
Tally  up  all  the  investment  of  the 
past  few  decades,  "and  Japan's  cimiu- 
lative  profits  from  drams  would  be 
minimal,"  says  Joseph  Osha,  senior 
U.  S.  semiconductor  analyst  at  Mer- 
rill LyTich  &  Co. 

Osha  says  the  analogy  is  not  per- 
fect. Unlike  drams,  these  screens 
come  in  many  types  and  sizes,  and 
some  have  the  power  to  inspire  new 
consumer  applications  such  as  cell 
phones  that  double  as  personal  or- 
ganizers. Like  the  chip  industry', 
however,  key  seg  r:ents  of  the  display 
market  are  prone  to  violent  swings 
between  glut  and  shortage,  which 
tax  the  talents  of  th.^  industry's  top 
managers. 

In  2000,  for  example,  a  new  crop 
of  LCD  factories  scattered  across  Asia 
unleashed  a  flood  of  displays.  The 


next  year,  street  prices  for  15-inch 
LCDs — the  most  popular  replacement 
for  desktop  monitors — fell  by  half,  to 
around  $400,  spurring  unprecedented 
demand  for  the  slender  screens.  It 
turned  out  that  $500  was  "a  magic 
barrier"  for  switching  from  tubes  to 
LCDs,  says  Paul  Semenza,  \'ice-presi- 
dent  at  iSuppU/Stanford  Resources,  a 
market  analysis  firm  in  San  Jose, 
CaUf.  All  told,  sales  of  the  desktop 
displays  in  2001  more  than  doubled, 
to  13.8  million,  accovmting  for  $4.3 
billion  in  industry'  revenue. 

This  should  have  been  a  huge  coup 
for  companies  such  as  Sharp,  NEC, 
and  Toshiba,  which 
pioneered  flat  panels 
for  the  PC  sector. 
Trouble  is,  by  2001 
the  Japanese  had 
begun  to  cede  this 
market  to  Korea 
and  Taiwan.  Sharp, 
for  one,  threw  its 
weight  behind 
pricey  flat -panel 
TV'S — a  high-end 
niche  that's  gro\nng 
fast,  but  amounted 
to  only  $337  milUon 
in  sales  last  year. 


FUEUEO  BY  PRICE  CUTS. 
FUT  SCREENS  SOAR 

Sales  of  color  liquid-crystal 
displays*,  by  application 


Says  Ross  Yoimg,  presi- 
dent of  DisplaySearch  in 
Austin,  Tex.:  "High  costs 
and  the  ongoing  reces- 
sion made  it  tough  for 
[Japan's]  LCD  makers  to 
keep  pace." 

Indeed,  across  the  in- 
dustry, volatility  has 
sowTi  a  profitless  pros- 
perity. Despite  a  46% 
pop  in  the  total  number 
of  LCDS  sold  industry- 
wide last  year,  price  cuts 
reduced  global  LCD  rev- 
enues by  9.4%,  to  $15.3 
billion.  In  Japan,  the  rav- 
ages are  obvious.  Falling 
prices  and  rising  devel- 
opment costs  pushed 
Toshiba  and  Matsushita 
Electric  Industrial  to 
merge  their  once-mighty 
LCD  operations,  while 
NEC  formed  an  alliance 
with  Casio.  By  the  start 
of  2002,  only  one  Japanese  compa- 
ny— Sharp — ^remained  in  the  industry 
Top  Three,  just  below  Korea's  Sam- 
sung and  a  notch  above  LG.Philips,  a 
Korean-Dutch  joint  venture.  Now, 
even  Japan's  latest  color  LCDs  for  cell 
phones  and  other  handhelds  have 
been  swept  up  in  price  wars. 

Display  prices  may  stabilize,  but  if 
the  dram  market  is  any  guide,  pres- 
svu"e  to  build  fresh  capacity  is  unlike- 
ly to  dissipate.  Sharp's  next  LCD 
plant  may  cost  $1.7  billion,  analysts 
say,  promising  as  much  as  four  times 
the  productixity  of  existing  factories. 
Korea  and  Taiwan  are  right  behind, 
with  six  or  so  plants 
in  the  works,  each 
costing  $1  billion- 
plus.  That's  welcome 
news  for  consumers. 
But  with  investment 
stakes  this  high  and 
the  field  so  crowded, 
the  bad  news  for 
producers  is  never 
more  than  one  short 
cycle  away. 
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Aston  is  Indus- 
tries Editor  in  New 
York. 
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DOUBLE 
POINTS. 

DOUBLE 
MILES. 


Points  never  expire. 


No  blackout  dates. 


Transfer  points 
between  accounts. 


Fastest  way  to 
Elite  status. 


3.200  locations  to 
earn  and  redeem. 


(Now  staying  with  us  is  even 

better  the  second  time  around.) 


INTRODUCING  THE  NEW  PRIORITY  CLUB®  REWARDS. 

Starting  with  your  second  stay,  earn  double  points  or  double  miles  with  the  new  Priority  Club 
Rewards  and  Visa.*  Simply  stay  with  us  between  April  1  and  May  31.  2002.  and  pay  with  your  Visa 
card.  See?  The  second  time  around  is  indeed  twice  as  nice.  To  register,  visit  prioritydub.com/doublerewards 
or  call  1-888-560-5660.  When  prompted,  enter  your  Priority  Club  member  number  and  promotion  code  5500. 


Its  easier.  Enjoy." 


Must  be  a  Priority  Club  member,  U.S.  resident,  and  must  register  member  number  in  advance  to  participate  in  ttiis  promotion.  Bonus  points  or  miles  will  be  awarded  on  every  qualifying  stay  wtien 
you  book  and  pay  with  a  Visa  card,  begmning  with  the  second  qualifying  stay  between  4/1/02  and  5/31/02  at  participating  hotels  throughout  the  U.S.  Please  allow  six  to  eight  weeks  following 
the  end  of  the  promotion  for  bonus  points  or  miles  to  be  credited  to  your  account.  You  must  be  a  miles  collector  with  a  preferred  alliance  in  order  to  collect  miles.  For  a  list  of  participating 
airlines,  further  offer  details,  and  Prionty  Club  terms  and  conditions,  visit  pnontyclub.com/doublerewards  or  call  1-888-21 1-9874.  A  stay  is  defined  as  one  night  or  consecutive  nights  at  the  same 
hotel,  regardless  of  frequency  of  check-in/check-out.  A  stay  is  qualified  when  paying  qualifying  rates,  which  include  most  business  and  leisure  rates.  Only  one  member  per  room  per  stay  will  be 
awarded  the  applicable  bonus  points  or  miles.  No  retroactive  points  or  miles  will  be  awarded  for  stays  prior  to  registration.  Subject  to  standard  Pnority  Club  program  terms  and  conditions. 
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HP  Blade  servers  are  here. 

Radical  simplicity.  Extraordinary 
flexibility.  HP  Blade  servers  are  about 
to  forever  change  the  way  you  look 
at,  manage  and,  yes,  even  maneuver 
through  your  data  center. 

They  are  complete,  ultra-dense 
servers  on  single  modular  cards  that 
come  with  a  choice  of  Linux,  Windows* 
or  HP-UX.  This  remarkable,  standards- 
based  design  allows  you  to  easily 
combine  server,  storage,  networking, 
appliance  and  management  blades 
in  a  38-slot  chassis,  then  reconfigure 
on  the  fly  to  keep  up  with  expanding 
or  contracting  workloads. 

Find  out  how  HP  Blade  servers 
can  change  the  face  of  your  business. 
Call  I.800.HPASKME,  ext.  246.  Or 
visit  www.hp.com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 


OAielfMoid  Company.  Hi  nghts  tesened. 
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Developments  to  Watch 


'ITED  BY  PAUL  RAEBURN 


INDOWS  YOU  CAN 
PLD  IN  YOUR  HAND 

day's     pocket     PCS     AND 

Ims  offer  all  the  comput- 
l  power  most  people  need 
a  handheld.  But  there  are 
nes  when  only  full-fledged 
indows  will  do.  An  engi- 
^r  might  need  to  run  a  cus- 
m  Windows  application 
lile  working  under  an  air- 
ane,  say,  or  a  doctor  might 
ed  to  carry  one  from  bed 
bed. 

Tiquit  Computers,  a  design 
tfit  in  Redwood  City,  Calif., 
LS  built  the  smallest  Win- 
»ws  computer  on  record. 
e  goal,  says  CEO  Ian 
asch,  is  to  run  all  existing 
indows  software  in  a  pack- 
;e  not  much  bigger  than  a 
pical  handheld. 
The  Tiquit  eightythree 
eighs  20  ounces,  including 
ittery,  and  measures  a  mere 
4  by  4  by  1.1  inches,  with  a 
in.  color  display.  For  input, 
fere's  a  small  56-key  key- 
bard,  similar  to  those  on 
jlackBerry  pagers,  and  a 
>uch  screen.  The  design  is 
^ed  on  a  Pentium-class  Na- 
bnal  Semiconductor  Geode 
rocessor  running  at  up  to 
X)  MHz  with  256  megabytes 
'  memory  and  a  10-gigabyte 
oshiba  hard  drive.  The  bat- 
;ry  gives  four  hours  of  life 
1  a  charge. 

Don't  rush  out  to  buy  one, 
lough.  As  a  10-person  de- 
gn  company,  Tiquit  needs  a 
artner  to  bring  the  proto- 
^e  to  market.  Blasch  esti- 
lates  the  price  would  come 
1  somewhere  between  a 
ocket  PC  handheld  and  a 
»w-end  laptop — or  around 
1,000.  Steve  Wildstrom 


CALMING 
THE  TREMORS 
OF  PARKINSONS 


RESEARCHERS     HAVE      LONG 

searched  for  a  better  way  to 
treat  a  central  feature  of 
Parkinson's  disease:  a  decline 
in  dopamine,  which  helps  con- 
trol movement.  Waning  levels 
of  that  key  brain  chemical 
produce  the  tremors  and  oth- 
er movement  disorders  char- 
acteristic of  Parkinson's.  But 
drug  replacements  such  as  L- 
dopa  can  become  less  effec- 


tive over  time,  and  trans- 
plants of  dopamine-producing 
fetal  tissue  are  often  rejected. 
To  solve  the  rejection 
problem,  researchers  at  Ti- 
tan Pharmaceuticals  of  South 
San  Francisco  have  come  up 
with  a  treatment  called 
Spheramine — a  tiny  gelatin 
grid  carrying  cells  from  the 
adult  eye's  retina  that  pro- 
duce dopamine.  Spheramine, 
which  is  implanted  into  the 
brain,  uses  cells  that  are  eas- 
ily cultured  in  a  lab,  ensuring 
a  plentiful,  standardized  sup- 
ply. And  the  grids  shield  the 


TURF  TOE  MAY  SOON  BE  A  THING 
OF  THE  PAST 

THE  PLASTIC  USED 

in  automobile 
bumpers  to  pro- 
tect cars  during 
crashes  now  has  a 
new  application — 
as  an  artificial  turf 
for  indoor  and  out- 
door sports  that 
could  help  reduce 
injuries.  Named 
XLTurf,  it  absorbs 
a  high  level  of  im- 
pact and  doesn't 
tear  people's  skin 
when  they  slide  on 
it,  reducing  contu- 
sions, abrasions, 
and  turf  bums.  And  unlike  natural  grass,  XLTurf  s  densi- 
ty and  traction  remain  practically  the  same  despite 
changes  in  weather. 

XLTurf,  used  so  far  mostly  in  soccer,  is  made  from  a 
polypropylene  plastic  manufactured  by  BASF  that  auto 
makers  have  used  for  more  than  10  years.  Because  it 
is  lightweight,  waterproof,  and  resilient,  it  is  ideal  for 
use  as  a  sports  turf.  "We  found  the  surface  to  be  softer 
and  safer  than  even  natural  grass,"  says  Frederic  Va- 
chon,  an  engineer  at  the  University  of  Quebec  in  Mon- 
treal. While  most  other  artificial  turfs  require  an  un- 
derlayer  of  sand  or  rubber  to  have  the  qualities  of 
grass,  XLTurf  can  be  attached  directly  to  a  cement 
foundation  with  Velcro,  making  maintenance  and  instal- 
lation cheaper. 

Manufactured  by  XLTurf  in  Montreal,  the  new  surface 
has  been  used  in  more  than  1,000  amatevu*  soccer  match- 
es at  Quebec's  ARS  Laval  Complex.  XLTurf  Vice-Presi- 
dent Richard  Goulet  says  the  company  is  now  getting 
inquiries  from  European  soccer  teams  and  American 
baseball  and  football  teams.  Darnell  Little 


cells  from  destruction  by  the 
body's  immune  system,  says 
Titan. 

In  an  early  clinical  trial, 
Spheramine  has  been  tested 
on  six  patients  for  more  than 
a  year.  On  Apr.  17,  at  the 
American  Academy  of  Neu- 
rology meeting  in  Denver, 
researchers  reported  that  all 
six  had  significant  improve- 
ment in  motor  function,  and 
three  showed  a  reduction  in 
tremors.  Thus  far,  say  the 
researchers,  the  therapy 
appears  to  be  safe  and  well 
tolerated.      Catherine  Amst 

COPIER, 

SPARE  THAT 

TREE 

BY   THE    END   OF   APRIL,   ALL 

1,100  Staples  stores  will  begin 
selling  a  high-quality  paper 
for  copying  machines  and 
computer  printers  that  is 
made  with  a  new  recycling 
process  using  no  new  wood 
and  no  chlorine. 

Vanguard  Recycled  Plus, 
manufactured  by  Living  Tree 
Paper  of  Eugene,  Ore.,  is 
composed  of  90%  post-con- 
sumer waste  paper  (the  stuff 
you  throw  in  your  recycling 
bin),  and  10%  hemp  and  flax 
fibers  for  strength. 

The  paper  costs  $6.99  per 
ream,  or  about  $2  more  than 
conventional  copier  paper. 
But  it's  thicker  and  can  also 
be  used  as  stationery,  says 
Carolyn  Moran,  Living  Tree's 
founder  and  president.  She 
started  the  company  in  1994, 
when  she  was  editing  an  en- 
vironmental magazine  and 
couldn't  find  recycled  paper 
of  high  enough  quality  to 
print  it  on. 

Owen  Davis,  a  spokesman 
for  Staples,  vouches  for  the 
paper's  quality  and  says  the 
company  will  promote  it  as 
an  environmentally  friendly 
alternative  to  conventional 
paper.  But  will  it  sell?  "I'm  a 
little  nervous,"  says  Moran. 
She's  hoping  consumers  ^\^ll 
show  Staples  that  recycling 
matters.  Paul  Raehum 
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The  Jack  Welch  era  is  history.  Suddenly 
running  GE  is  a  whole  new  ball  game  |i 


By  Diane  Brady 


:l^>:€ 


he  latest  crisis  for  Jeffrey  R.  Immelt 
came  as  they  all  have  in  his  short  tenure 
as  chairman  and  CEO  of  General  Electric 
Co.:  without  warning.  This  time,  it  was  a 
quarterly  earnings  announcement.  De- 
spite an  economy  that  Immelt  describes  as  the 
toughest  he  has  seen  in  20  years,  he  was  de- 
livering a  solid, 

:over  Story    LIL::3 

an  accounting 
change.  And  just  as  investors  had  demanded, 
he  was  offering  more  detail.  In  a  first  for  GE, 
Chief  Financial  Officer  Keith  S.  Sherin  would 
field  questions  from  analysts.  But  the  moment 
of  triumph,  as  it  ,j  \ 

has  so  many    ^^  '*" '       ' 

times   in   the 
past        seven 
months,  slipped 
away.  Instead  of  re- 
sponding with  cheers  and 
a  runup  in  the  stock  on  Apr.  11,  in- 
vestors bailed  because  of  fiat  rev- 
enues and  ge's  cautious  outlook. 
By  the  end  of  the  day,  shares 
ha^.  plunged  9.3%,  and  Chair- 
man Immelt  was  peeved, 


to  say  the  least.  "The  bottom  line  is  that  ^^ 
met  our  numbers.  We  absolutely,  positive! 
met  our  numbers,"  he  says.  To  buck  up  morak 
Immelt  phoned  top  managers  and  later  dashe^ 
off  a  company^\'ide  e-mail  reminding  employee 
of  ge's  strong  position  in  its  markets.  Imagin 
former  chief  Jack  Welch  having  to  do  that. 

Immelt's  rite  of  passage  as  chief  executi\' 
had  been  meticulously  planned;  it  was  to  bt 
Welch's  final  legacy  to  his  successor  Instead,  it 
has  been  one  of  the  most  tumultuous 
any  new  leader  has  experienced  in 
recent  times.  The  crises  be- 
gan on  day  two  of 
his  tenure  " 


[■ 

i 

J 
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when  terrorists  attacked  the  World 
Trade  Center.  The  events  of  September 
11  left  him  with  two  employees  killed,  a 
$600  million  hit  to  ge's  insurance  busi- 
ness, an  immediate  slowdown  in  its  air- 
craft engine  operations,  and  the  prospect 
of  vast  uncertainty  in  an  already  weak  economy. 

That  crisis  was  quickly  followed  by  anthrax  attacks  at  ge- 
owned  NBC,  the  implosion  of  Enron  Coip.,  and  accounting  scan- 
dals at  Tyco  International  Ltd.,  which  dramatically  diminished  in- 
vestors' trust  in  America's  corporations.  Those  who  once 
accepted  ge's  results  gratefully  and  without  question  turned 
overnight  into  ill-tempered  skeptics  who  seemed  to  see  the 
worst  in  every  announcement. 

Immelt  spent  almost  two  decades  apprenticing  for  the  job  of 
chairman  and  CEO  of  GE.  But  many  of  the  challenges  he  faces  are 

not  the  ones  he  pre- 
pared for.  His  hardest 
job  was  supposed  to  be 
churning  out  regular 
earnings  gains.  So  far,  he  has  managed  to  deliver  the  num- 
bers, but  the  tough  part  is  getting  investors  excited  about  the 
results.  In  almost  every  quarter  over  the  past  decade,  GE  has 
promised — ^and  delivered — profit  gro^\th  of  more  than  10%,  and 
every  year  the  stock  price  increased.  That  consistency  is  why  the 
company  has  been  one  of  America's  most  admired  and  Welch  the 
most  celebrated  CEO  of  his  generation. 

But  the  Welch  era  is  history,  a  glamorovis  artifact  of  a  corpo- 
rate world  that  no  longer  exists.  Nobody  ever  asked  the  notori- 
ously bombastic  chairman  to  explain  him- 
self. And  chances  are  he  wouldn't  have 
been  any  more  persuasive.  As  Immelt  re- 
cently told  a  group  of  customers,  "even 
Jack's  schtick  wouldn't  work  in  this  envi- 
ronment." Predictable  earnings  growth 
simply  is  no  longer  enough.  These  days,  it's 
aU  about  quality.  Even  the  predictability  it- 
self seems  suspect.  Suddenly  Immelt  is 
fending  off  questions  about  how  much  ge  depends  on  acquisitions 
and  noncash  income,  not  to  mention  other  accounting  issues. 
While  nobody  doubts  the  integrity  or  prowess  of  ge's  manage- 
ment, investors  are  suddenly  daunted  by  its  size,  complexity,  and 
business  mix.  ge's  veil  of  invincibility  has  been  lifted  (page  86).  On 
Apr.  11,  investors  saw  it  as  an  ordinary  company  facing  tough 
times  and  treated  it  as  such:  They  sold  the  stock. 

That  would  have  been  crushing  for  any  new  CEO.  But  it's  es- 
pecially hard  on  Immelt,  who  has  never  had  to  face  so  many 
skeptics.  By  December,  the  6-foot,  4-inch  former  fi:^temity  pres- 
ident and  Ivy  League  footballer  was  looking  a  little  frayed 
around  the  edges,  fatigued,  and  heavier  than  usual.  Friends 
say  the  46-year-old  Immelt,  who  started 
his  career  as  a  salesman  and  is  known  for 
his  sharp  wit,  is  more  circumspect,  even 
more  mature.  In  terms  of  experience,  "Jeff 
is  now  fifty-something,"  jokes  Vice-Chair- 
man Robert  C.  Wright,  the  head  of  NBC, 
In  quiet  moments,  while  sipping  the  Diet 
Coke  that  always  seems  at  hand,  Immelt  admits  that  the  criti- 
cism has  been  more  intense  than  he  had  imagined — and  his 
ability  to  covinter  it  less  effective  than  he  had  hoped.  Indeed,  he 
has  spent  twice  as  much  time  communicating  with  Wall  Street  as 
he  had  expected.  "I  hate  the  criticism,  but  it's  not  a  personal 
thing,"  he  says.  "I  get  up  the  next  day  and  say,  These  guys 
don't  get  it.'"  StiU,  he  adds:  "I'd  he  lying  if  I  didn't  say  I  felt 
stress.  But  it's  never  about  this  company.  It's  about  wanting  the 
world  to  see  and  to  touch  and  to  fci.-I  how  different  we  are." 

The  pressure  isn't  likely  to  slacken  .mytime  sooi >.  GE  stock  has 
been  slashed  by  almost  half  since  October,  2000,  ai.d  in  just  the 


WHAT  GE 

WATCHERS 

WANT  TO 

KNOW 


WHAT  THE 

NUMBERS 

SHOW 


ENRONITIS  The  accoi 
debacles  at  Enron  a 
shredded  the  veil  of  it 
bility  surrounding  Am< 
corporate  icons,  GE  fir 
foremost.  Increasingly 
skeptical  investors  are 
demanding  more  inforr 
about  GE'S  byzantine 
finances,  and  Immelt  hi 
begun  to  provide  it.  Sti 
GE'S  amazingly  consist^ 
earnings  growth  no  Ions 
commands  the  respect] 
used  to. 


SEPTEMBER  11  Immelt 
had  been  on  the  job  for  just 
one  day  when  the  Twin 
Towers  fell.  The  terrorist 
attacks  left  him  with  two 
employees  killed,  delayed 
jet-engine  orders,  a  $500 
million  insurance  hit,  and 
the  prospect  of  even  more 
economic  misery  ahead. 


HOW  REAL  ARE 
THE  COMPANrS 
EARNINGS? 

The  best  measure 
is  operating  cash 
flow,  which  tends 
to  run  in  sync  with 
earnings.  GE 
makes  most  of  its 
money  from  real 
products  and  serv- 
ices. Thanks  to 
strong  markets, 
however,  pension 
income  has 
provided  an  added 
boost  in  recent 
years. 


HOW  WILL  GE 
POST  BIG 
EARNINGS  GAINS 
WHEN  SALES 
AREFLAT7 

GE  points  to 
acquisitions,  cost- 
cutting,  and  other 
productivity  gains. 
But  it  needs  a 
pickup  in  the 
short-cycle  units  to 
balance  the  com- 
ing plunge  in  gas- 
turbine  orders.  If 
the  economy  stays 
weak,  that  might 
not  happen. 


DOES  THE  F 
COMPANY  F 
BUY  ITS  W#' 
TO  GROWn  f^ 

About  15%  c 
GE'S  earn ing;'P«'^ 
growth  came  ^^'■ 
acquisitions  \^^ 
year.  But  bec"^f 
these  are  on€  '^'^ 
events,  it  has*"^*" 
gobble  more  "^ 
panies  each  ''^= 

to  keep  uptH"'"' 

lieyi 


pace. 


GE*S  EARNINGS 
KEEP  CHUGGING  ALONG^ 
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EARNINGS  GE  posted  flat 
revenues,  a  decline  in  oper- 
ating cash  flow,  and  a  profit 
increase  of  17%  before 
taking  charges  for  account- 
ing changes.  Investors 
reacted  badly  to  the  news 
about  sales:  The  stock  fell 
9.3%  in  one  day.  Just  as 
troubling  was  the  fact  that 
GE  confirmed  that  growth  at 
its  Power  Systems  unit,  one 
of  the  company's  strongest, 
will  falter  in  2003. 


When  one  of 
ncial  community's 
mired  figures 
i  GE  of  inflating 

through  acquisitions 
iap  debt  rather  than 

organic  growth, 
ipany's  stock  fell  6% 

days. 
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past  six  weeks  the  company  has  lost  ahnost  $100  billion  in 
market  value.  Immelt  knows  how  much  that  hurts  the  40,000  GE 
employees  with  stock  options.  David  L.  Calhoun,  CEO  of  GE  Air- 
cr^  Engines  and  a  longtime  friend  of  Immelt's,  says  that  what 
particularly  galls  his  boss  is  that  "he  can't  satisfy  his  Mends  and 
associates.  He  can't  fix  it  for  them."  Outside  investors  aren't 
much  happier.  No  wonder  GE  expects  a  major  turnout  at  the  an- 
nual shareholders'  meeting  on  Apr  24,  even  though  it's  in 
Waukesha,  \^^s.,  where  GE  Medical  Systems  is  based. 

Immelt  has  tried  to  respond  quickly  to  the  new  environ- 
ment. When  investors  began  demanding  more  information  about 
ge's  operations,  Immelt  promised  that  the  annual  report  in 
mid-March  would  be  the  size  of  a  Manhattan  telephone  book,  if 
need  be.  It  wasn't  quite  that  hefty,  but  it  did  open  the  company 
up  to  unprecedented  scrutiny.  But  then  some  complained  that 
Mr.  Nice  Guy  was  bending  too  easily.  He  can't  win.  "Of  course 
we're  reacting,"  shouts  GE  Director 
Kenneth  G.  Langone,  co-founder  of 
Home  Depot  Inc.  "If  we  didn't  react, 
that  would  be  worse." 

The  trouble  is,  having  gotten  more 
disclosure  from  the  $126-billion  behe- 
moth, many  investors  don't  like  what 
they  see.  They're  asking  how  GE  can 
sustain  double-digit  earnings  amid 
lackluster  sales  growth  and  a  heavy 
reliance  on  a  few  units.  Even  if  GE's 
management  strength  and  business 
mix  does  allow  it  to  keep  growing  by 
15%  a  year,  how  long  would  it  be  be- 
fore Immelt  would  have  to  at  least 
consider  breaking  up  the  company? 
Within  15  year's,  GE  could  have  an- 
nual revenues  of  more  than  $1  trillion. 

In  the  ciirrent  cUmate,  GE  may  be 
vulnerable  to  criticism  about  its  fi- 
nances— indeed,  its  very  business 
model — for  a  while  longer.  But  Im- 
melt has  at  least  one  sympathetic 
booster  who  understands  about  bap- 
tism by  fire.  When  Welch  started  his 
tenure  in  1981,  he  faced  ferocious 
competition  fi-om  the  Japanese,  a  sour 
economy,  and  doubters  who  thought 
he,  too,  would  have  to  split  up  the 
company.  "There  are  all  kinds  of 
tough  periods,"  says  Welch.  "He  has 
got  better  results  than  I  had."  Indeed, 
many  of  ge's  peers  in  the  Standard  & 

Poor's  500-stock  index  are  expected  to  fare  much  worse.  The 
challenge  for  Immelt,  as  it  was  for  Welch,  is  to  steer  GE  through 
the  turmoil  and  find  new  ways  to  ignite  growth — ^in  sales,  earn- 
ings, and  stock  price.  Immelt  knew  he  would  have  to  defend 
himself.  He  never  thought  he  would  have  to  defend  GE.  Sud- 
denly, his  success  will  be  measured  in  ways  he  never  thought. 
The  real  education  has  begun. 

On  the  day  the  IWin  Towers  collapsed  in  New  York,  ge's  new 
chairman,  the  one  who  had  just  promised  to  make  GE  a  tech- 
nology leader,  was  stranded  in  Seattle  with  a  laptop  computer 
that  couldn't  break  through  the  company  firewalls.  It  didn't 
stop  him  for  a  minute.  After  working  the  phones,  he  made  his 
way  to  a  nearby  GE  sales  oflBce  to  log  on.  ge  Aircraft  Engines' 
Calhoun,  remembers  it  as  "five  cubicles  with  a  small  place 
downstairs  to  get  a  doughnut  and  Diet  Coke."  While  sales  reps 
may  have  been  surprised  to  see  their  new  chairman  trying  to  fig- 
ure out  the  fax  machine,  Immelt  was  in  his  element.  He  began 
to  assess  the  damage,  and  in  a  potentially  risky  move,  decided  to 
delay  a  Sept.  16  investors'  meeting  by  only  two  days.  "We 
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"It  would  he  DIFFERENT  if  the  stock  price  went  down 
because  we  didn't  meet  EXPECTATIONS" 
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knew  where  we  stood,"  says  Immelt.  "I  felt  it  was  impoitant  for 
us  to  get  out  and  make  our  statement." 

Despite  his  efforts  to  calm  investors,  ge's  stock  suffered. 
When  the  New  York  Stock  Exchange  reopened  six  days  after 
the  attacks,  GE  shares  dropped  almost  11%,  to  $35.15.  At  one 
point,  the  price  even  dipped  below  $29.  No  matter  how  confi- 
dent Immelt  looked,  there  was  no  disguising  the  fact  that 
ge's  earnings  would  be  affected.  Any  increase  in  military  sales 
wouldn't  offset  the  impact  of  insurance  claims,  pulled  ads, 
parked  planes,  or  a  more  protracted  recession. 

Then,  as  autumn 
progressed,  Enron  be- 
gan to  implode.  At 
first,  Immelt  and  his 
team  were  focused  on  GE's  financial  exposure — ^which  turned  out 
to  be  a  relatively  minor  $80  million.  But  investors,  stunned  by 
the  accounting  chicanery,  soon  turned  their  attention  to  other 
household  names  with  opaque  finances.  GE  was  an  obvious  target 
Where  Welch  might  have  tried  to  ignore  the  critics,  Immelt  de- 
cided to  appease  them.  After  consulting  Sherin  and  other  col- 
leagues, he  pushed  a  plan  to  disclose  more  data  to  investors. 

Meanwhile,  a  bigger  prob- 
lem was  brewing.  Tyco,  a  di- 
versified conglomerate  ex-  ,  -  r^T^ 
pressly  modeled  after  GE,                a^          -  .- 
was  having  troubles  of  its         WIUI^A      ^»       -.:_  ,/ 
own.  Long  inimored  to  rely 
on  accounting  gimmicks  to 
bolster  its  astonishing  earn- 
ings record,  the  stock  began 
to  crater  in  the  new  year. 
Mere  months  after  CEO  L. 
Dennis  Kozlowski  said  his 
company  could  one  day  sur- 
pass GE,  he  proposed  break- 
ing the  whole  thing  apart  to 
"unleash"  shareholder  value. 
Investors  didn't  buy  it  and 
dumped  the  stock.  Immelt 
seemed  offended  at  the  in- 
evitable comparisons.  "I  hate  even  being  mentioned  in  the  same 
sentence  as  Enron  and  Tyco,"  he  told  a  group  of  customers  in 
Atlanta — ^but  he  felt  forced  to  explain  why  ge  was  fiindamentally 
sound.  Vice-Chairman  Wright  says  he  wanted  to  shout:  "Wait, 
you're  not  part  of  our  familj':  Stop  showing  up  at  Thanksgiving!" 

But  the  damage  had  been  done.  Fear  and  skepticism  be- 
came the  order  of  the  day.  Even  vvith  ge's  expanded  annual  re- 
port n-^  fffst  conference  call,  investors  still  complain  they  don't 
have  enough  informatiofkto  decipher  ge.  What  are  they  looking 
for?  First,  investors  are  i^jmerved  by  the  bleak  short-term  out- 
look. Power  Systems,  the  1^  driver  of  growth,  faces  a  dovratum 
next  year  and  reported  .$47\million  in  termination  fees  in  the 
first  quarter  fur  canceled  ord^-  That  plus  tough  times  at  econ- 
omy-sensitive businesses  like  plasties.  Aircraft  Engines,  and 
Industrial  Systems  leave  man  A  wondering  how  ge  will  grow 
in  coming  years.  Beyond  that,  »s  reliance  on  fueling  growth 
through  acquisitions  has  become Vontroversial,  as  have  boosts 
from  pension  income  and  off-balan*e-sheet  entities.  And  there's 
some  worry  about  ge  Capital's  debt  |  level.  Immelt  has  repeatedly 
responded  to  these  concerns,  and  certainly  few  would  portray 
o'-^'s  collection  of  top-notch  businesses  as  a  house  of  cards.  Still, 
ge's  complexity  just  doesn't  sit  wel^  with  edgy  investors. 


■^®  '^  «^'  s^  ^^ 


COLLEGE  DAYS:  The  CEO-to-be  as  offensive  tackle 
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If  anything,  the  past  few  months  seem  to  have  embolde: 
Immelt.  As  ge  director  Scott  G.  McNealy,  chairman  and  ceo 
Sun  Microsystems  Inc.,  puts  it,  "you  feel  like  you  could  run 
him  with  a  Caterpillar  bulldozer  and  all  it  would  do  is  dent  t^j 
blade."  Immelt  even  looks  leaner  and  steelier.  He  has  becoi 
more  combative,  less  apt  to  revert  to  the  salesman's  desire  to 
commodate.  Consider  Immelt's  reaction  to  Bill  Gross,  manager 
Pacific  Investment  Management  Co.,  which  runs  the  worli 
largest  bond  fund.  Gross  sliced  6%  off  ge's  share  price  when 
issued  a  harsh  report  on  Mar.  20  that  wrongly  accused 
company  of  using  cheap  commercial  paper  and  stock  to  buy 
way  to  grovith — ^but  raised  valid  concerns  over  disclosure  anf* 
ge's  ability  to  pump  out  future  profits.  Immelt  had  Sherin  whi 
off  a  press  release  stating  the  facts  and  asked  \^ce-Chairma 
Dennis  D.  Dammerman,  the  head  of  GE  Capital,  to  call  th 
fund  manager  Dammerman  delivered  a  stinging  refutatioi; 
"We  were  pissed  off  that  the  report  was  so  factually  wrong  an* 
completely  out  of  the  blue,"  he  says.  Gross  responds  that  his  ke; 
concerns  are  dead-on,  that  GE  is  more  of  "a  finance  company  ihaJ^^ 
an  industrial  powerhouse." 

Just  as  that  crisis  passed,  more  trouble  emerged.  Humai 

Resources     Vice-Presiden 
William  J.  Conaty  says  tha 
when    his    new    boss 
seething,  he  "puts  that  foot  i 
ball  face  on — Uke  a  playe 
about  to  make  a  block,  wit) 
four-letter  words  sprinklet 
in  for  effect."  Immelt  had 
game  face  on  when  he  a] 
peared  on  CNBC  on  Apr.  1 
in  part  to  combat  an  articl 
in  TJie  New  York  Times  tha 
offered  a  scathing — ^and, 
melt  says,  inaccurate — a& 
sessment  of  ge's  accounting 
The  article  appeared  on  Sun 
day,  and  by  Monday  mom 
ing  ge  had  posted  a  detailec 
rebuttal  on  its  Web  site.  Ir 
his  T\^  app)earance,  the  genial  Immelt  was  nowhere  to  be  seen 
Instead,  he  looked  frustrated,  fed  up,  and  clearly  intent  or 
making  his  point.  After  the  broadcast,  he  said:  "It  would  be  dif- 
ferent if  the  stock  price  went  down  because  we  didn't  meet  ex- 
pectations. Shit.  I  hate  it  when  the  stock  goes  down.  The  stock 
is  my  job.  But  we're  doing  what  we  said  we  would  do." 

For  Immelt,  the  barrage  of  criticism  has  to  be  confusing,  at 
the  very  least.  Mostly,  he  has  only  known  success.  Bom  in 
Cincinnati  in  1956,  the  younger  of  two  brothers,  Immelt  adored 
his  mom  and  his  dad,  a  ge  Aircraft  Engines  veteran.  He  credits 
them  with  instilling  a  rock-hard  self-confidence;  they  used  to  tel 
him:  "You  can  do  anything  you  set  your  mind  to."  He  had 
sports  to  build  him  up,  too:  He  was  an  all-star  high  school  foot- 
ball and  basketball  player  and  offensive  tackle  at  Dartmouth  Col 
lege,  where  he  majored  in  math.  The  big  man  on  campus  then 
landed  at  Procter  &  Gamble  Co.  in  1978  with  office  mate  and  fel 
low  jokester  Steven  A.  Ballmer,  now  CEO  of  Microsoft  Corp. 
After  earning  an  MBA  from  Harvard  Business  School,  Immelt 
went  to  GE  headquarters  as  a  marketing  exec  in  1982. 

Immelt  was  singled  out  fix)m  the  start.  Dammerman  sent  his 
notes  on  the  bushy-haired  recruit  straight  to  managers  so  Im- 
melt's application  wouldn't  get  lost  in  the  mix.  At  the  very 
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"We  told  KPMG  Consulting: 
we  need  a  web-based 
enrollment  system  so  simple... 


Mark  Hammersmith 

CIO  Institutional  Business,  MetLife 


"...that  our  MetLife  customers  can  more  easily 
manage  their  financial  future. 

"The  MetLife  mission  is  to  build  financial  freedom 
for  our  customers.  KPMG  Consulting  worked  with 
us  to  design  and  build  an  on-line  system  faster 
than  we  had  thought  possible.  The  new  system 
gives  our  customers  a  single  site  for  enrollment, 
product  information,  and  performance. 

"Our  customers  and  our  own  employees  are 
very  happy  with  their  'new  freedom.'  Customer 
satisfaction  scores  are  up,  and  so  are  employee 
productivity  and  our  operating  earnings." 


Paul  McDonnell 
Managing  Director,  Financial  Services,  KPMC  Consulting 


"We're  delighted  that  we  surprised  MetLife  with 
how  quickly  we  were  able  to  help  them  design 
and  build  their  new  on-line  system. 

"But  we're  even  happier  that  the  system  helped 
them  become  an  even  more  successful  company. 

"After  all,  that's  the  reason  we're  in  business." 


YOU  CAN  HEAR  THEIR  STORY  @  www.kpmgconsulting.com/results 
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"There  are  all  kinds  of  TOUGH  PERIODS^"  says  a  sympathe 


least,  Dammerman  says,  "he  was  the  best  guy  I  saw  that  day." 
Susan  Petei-s,  who  now  heads  up  executive  development  for  Im- 
melt,  recalls  people  pegging  him  as  the  next  CEO  back  in  the 
mid-1980s  because  of  his  confidence  and  ability  to  perform. 

After  helping  organize  a  massive  recall  at  ge  Appliances  in 
1989,  though,  he  aknost  got  fired  a  few  years  later  from  his  po- 
sition as  head  of  Plastics  Americas.  Immelt  couldn't  get  prices 
up,  and  Welch  was  badgering  him  to  fix  the  situation.  The 
pressure  was  so  intense  that  Immelt  almost  came  to  blows 
with  a  senior  executive  at  General  Motors  Corp.,  one  of  his  most 
important  customers.  In  the  end,  after  rexiewing  Immelt's  plan 
to  improve  gm's  producti\ity,  the  carmaker  finally  agreed  to  a 

price  hike.  "There  were 
a  lot  of  bruised  feel- 
ings," says  Vice-Chair- 
man Gary  L.  Rogers, 
his  boss  at  the  time.  "Jeff  learned  that  while  it's  important  to  be 
customer-friendly,  sometimes  the  situation  requires  you  to  do 
things  that  aren't  going  to  delight  them."  Immelt  admits  the  en- 
tire year  toughened  him  up.  And  it  was  his  abUity  to  turn 
things  around  that  got  Welch's  attention. 

Immelt  is  determined  to  reshape  ge  for  the  next  generation. 
Between  battling  crises,  he  has  already  launched  several  ini- 
tiatives. His  immediate  push  is  to  slash  the  company's  admin- 
istrative and  support  staff,  now  a  full  40%  of  employees,  while 
making  the  fi-ont-line  workers  obsessed  with  helping  customers. 
That's  right — obsessed.  He  will  measure  managers  by  how 
much  they  improve  their  customers'  bottom  lines — something 
Welch  never  did — ^and  by  how  much  time  they  spend  in  fix)nt  of 
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their  customers.  He  wants  GE  to  take  the  Six  Sigma  quali  f  ■ 
program  and  other  innovations  deep  into  a  chent's  operation  '  '"' 
Add  to  that  more  globalization,  more  business  via  the  Web,  ar  *  '^f 
a  more  diverse  senior  staff.  In  short,  a  more  modem  GE.         P' 

Indeed,  GE  already  looks  different  in  at  least  one  respe<  ^^^ 
Since  Immelt  was  named  chairman-elect  in  late  1999,  50%  of  {  '  ™ 
senior  executive  hires  and  54%  of  new  corporate  officers  aj  ^^ 
women,  minorities,  or  foreign  employees.  He  has  put  teeth  in  ^^^ 
mentoring  programs  and  made  pals  like  Calhoun  directly  n  J  ^^^ 
sponsible  for  a  diversity  forum.  He  has  also  funneled  a  k  ^  ^ 
more  money  into  research  and  development.  i^' 

Immelt  hasn't  spent  a  day  more  than  necessary  at  compan  '^' 
headquarters  in  Fairfield,  Conn.  He  has  made  it  a  priority  t  ^^'^ 
keep  up  the  global  travel,  visiting  customers  and  employees;  h^^'^ 
even  devoted  21  full  days  for  the  annual  "Session  C"  assessmer  "^ 
of  top  talent,  which  ends  in  mid-May.  He's  out  of  the  ofBce  aW^ 
most  70%  of  the  time,  calHng  his  wife,  Andy,  and  15-year-o]  ■ 
daughter,  Sarah,  each  night  from  different  parts  of  the  worldJ' •' 

Given  the  more  demanding  environment,  Immelt  has  tume  ^^ 
frequently  to  a  coterie  of  senior  managers,  especially  his  thre  *  S' 
vice-chairmen,  for  advice.  They  weigh  in  on  everything  fror  F' 
company  image  to  financial  details — ^and  Immelt  listens  carefully  1^^ 
He  also  has  leaned  on  his  already  active  board  of  directors,  ask  *:'^ 
ing  them  to  sit  through  audit-committee  meetings,  visit  more  d  '^^ 
units,  and  become  even  more  committed  to  good  governance- 
Director  Shelly  Lazarus,  chairw^oman  and  CEO  of  Ogilvy  f^' 
Mather  Worldwide,  recalls  one  meeting  during  the  Salt  Lak 
City  Olympics  that  lasted  seven  hours.  They  discussed  ho\ 
much  transparency  was  useful  without  adding  costs  and  conl^ 


COMMENTARY 


By  Nanette  Byrnes 


WAS  JACK  WELCH'S  RUN  ALL  IT  WAS  CRACKED  UP  TC  RE? 


When  Jack  Welch  stepped  down  as 
CEO  of  General  Electric  Co.  last 
September,  he  bequeathed  many 
gifts  to  his  successor,  Jeff  Immelt. 
Among  them:  operating  companies  that 
are  No.  1  or  No.  2  in  their  market,  a 
deep  bench  of  executive  talent,  and  a 
stock  seen  as  near  bulletproof.  AU  in  all, 
an  enterprise  that  Goldman,  Sachs  & 
Co.  analyst  Martin  Sankey  calls  "a  pro- 
totype of  a  postindustrial  company." 

Welch  was  mythic,  and  under  him  GE 
had  become  so,  too.  After  all,  Welch's 
management  practices  and  strategic  in- 
sights have  become  the  stuff  of  B- 
school  case  studies.  Constant  improve- 
ment through  a  Six  Sigma  quality  push. 
The  notion  that  an  industrial  manufac- 
turer could  offer  low-margin  products 
as  a  base  for  building  high-margin  serv- 
ice businesses.  An  unparalleled  focus  on 
training  and  retaining  talent.  The  trans- 
formation of  a  U.  S.-focused  firm  into  a 
global  powerhouse.  These  are  all  lasting 
contributions  from  Welch. 

But  other  aspects  of  his  reign  are 


coming  under  sharp  reassessment.  More 
than  anything,  what  set  Welch  apart 
from  his  peers  was  his  uncanny  ability 
to  make  the  earnings  numbers  he  prom- 
ised investors.  Quarter  in,  quarter  out, 
GE  hit  the  mark.  In  the  past  10  years, 
the  company  says  it  has  only  missed 
twice.  But  in  the  seven  months  since 
Welch  left  GE,  people  have  begun  to 
question  that  performance.  Following 
blowups  at  Enron  and  Tyco  Internation- 
al and  revelations  that  even  blue  chips 
like  IBM  have  used  questionable  ac- 
counting to  make  their  numbers,  GE  has 
come  under  fire.  No  one  is  claiming 
fraud,  or  even  that  GE  broke  accounting 
rules.  But  critics  are  asking  one  very 
tough  question:  Was  ge's  great  perform- 
ance under  Welch  too  good  to  be  true? 

Welch,  of  course,  says  absolutely  not: 
"ge  has  a  multitude  of  businesses,  it 
has  strong  cash  flow,  it  has  enormous 
productivity."  Many  who  know  the 
company  well,  like  Sankey  (who  recom- 
mends the  stock  to  his  clients),  agree. 
Sankey  notes  that  quarterly  growth  in 
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ge's  cash  flow  from  operations  ext 
ing  progress  collections,  has  close 
tracked  its  net  income  over  the  p;  ^ 
three  years.  (Progress  collections 
installment  payments  that  GE  getd 
gas  txirbines  and  jet  engines.  Becj  Dl 
this  munber  fluctuates  widely,  ana  ^ 
and  GE  both  prefer  to  exclude  it  v  |be 
analyzing  cash  flow  or  comparing 
with  earnings.) 

That's  comforting  because  cash  |«t 
is  widely  perceived  to  be  the  hard  iff 
number  in  the  financial  statement 
monkey  with.  If  cash  is  growing  a 
comparable  rate  to  net  income,  it's 
sign  that  the  net  income  number  1 
been  fudged.  "In  the  annual  repor^ 
there  is  a  chart  that  shows  GE  exp 
ing  earnings  over  economic  cycles 
tween  10%  and  17%  since  1979.  N4l! 
down  years,  no  big  write-offs,"  Sai  i» 
says.  "That  kind  of  performance  r« 
fleets  business  management,  not  aijB 
counting  fiction." 

The  balance  sheet  also  stacks  iqf* 
is  one  of  only  eight  companies  in  t 
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t\ch.  Immelt  "has  got  BETTER  RESULTS  than  I  had" 


Ji  jon  or  tipping  off  competitors.  "Jeff  said,  *You  see  what  I'm 
I  jut,  and  now  I'm  asking  you  for  100%  conunitment  and 
i%  attendance,'"  says  Lazarus.  "He  made  everyone  sit  up 
light." 

Vhile  outsiders  may  be  pummeling  him,  Immelt  seems  to  be 
jit  with  the  rank  and  file.  In  a  March  survey  of  75,000  em- 
cees— expanded  from  15,000  the  year  before — more  than 
h  of  respondents  expressed  confidence  in  the  top  leadership. 
I'y  love  his  enthusiasm,  his  vision,  and  his  common-guy  touch, 
fer  all,  for  years  an  intimidating  celebrity  had  been  at  the 
n.  At  the  same  time,  employees  at  all  levels  are  quick  to  note 
t  the  new  chiefs  emphasis  on  radically  increased  customer  in- 
action and  reduced  back  rooms  is  already  having  a  profound 
)act  on  how  they  do  business.  Administrative  employees  are 
lambling  to  get  to  the  "front  Unes,"  while  salespeople  are 
rldng  to  convince  customers  to  spend  more  time  on  GE-in- 
fred  initiatives. 

'Fhen  again,  getting  closer  to  the  customer  isn't  as  easy  as  it 
nds.  One  appliance  distributor  snaps:  "I  already  see  enough  of 
se  guys."  And  David  P. 
yer,  chairman  of  radiology 
Mercy  Health  System  in 
rby.  Pa.,  thinks  ge's  famed 

Sigma  is  a  lot  of  hype. 

hasn't  been  wooed  by 
melt's  charms,  either.  Af- 

hearing  him  in  PhQadel- 
a,  Mayer  says:  "He  likes 
:ting  on  that  folksy,  good 


ol'  boy  routine,  but  he's  probably  pretty  intense  underneath." 
Sure  is.  But  Immelt  isn't  the  bully  that  Welch  was.  He's  so 
friendly,  so  decent,  and  so  focused  on  others  that  Dartmouth 
gave  him  an  award  for  character.  And  yet  he's  every  bit  the 
boss.  'This  is  not  just  a  job,"  he  says.  "This  is  a  passion.  This  is 
my  life."  As  with  Welch,  nothing  matters  more  than  delivering 
the  goods.  Immelt  wiU  slap  you  on  the  back  and  then  give  you 
a  little  shove.  Hell  fire  friends,  but  hell  do  it  in  as  nice  a  way  as 
possible — even  calling  after  they  leave  to  check  how  they  are  do- 
ing. And  he  is  already  approving  some  massive  layofife  to  get  the 
backroom  staff  down  to  a  more  manageable  size. 

Immelt  knows  that,  barring  a  scandal  or  huge  gaffe  on  his 
part,  he  could  be  running  GE  for  the  next  20  years.  "When  I  get 
knocked  by  one  of  these  guys,  I  don't  go  home  and  suck  my 
thumb,"  he  says.  "I  say,  'Look,  we're  going  to  be  better.  We're 
going  to  show  them  they're  wrong.'"  But  he  never  expected 
that  the  world  would  change  so  dramatically — that  admiration 
would  turn  to  skepticism  and  respect  give  way  to  distrust. 
He  may  be  leading  a  venerated  120-year-old  company,  but  in- 
vestors aren't  taking  anything  he 
says  for  granted.  Winning  them  over 
could  be  the  toughest  sales  job  of 
Immelt's  career.  ■ 


th  a  triple-A  debt  rat- 
rade  it's  had  for  21 
'hanks  to  its  industrial 
[)ns,  which  carry  negUgi- 

it  has  been  able  to 
ably  handle  the  debt 
by  its  finance  arm,  GE 

Concerns  that  it  was 
llependent  on  short-term  com- 

paper  have  been  addressed  by 
I  longer-term  obUgations,  includ- 
|511  billion  bond  offering  in 
I  An  Enron- style  meltdown 

be  less  likely. 

n  today's  market,  20  years  of 
I  growth  seems  more  a  cause  for 
m  than  celebration.  Partly,  GE  is 
g  from  a  more  critical  approach 
ng  all  companies'  earnings.  For 
jeneral  Electric  has,  along  with 
idustrial  giants  like  IBM  and  Lu- 
chnologies,  benefited  from  the 
ation  of  an  overfunded  pension 
d  a  bull  market.  The  result:  a 
1  earnings  booster  called  pension 

In  1999,  GE  gained  $1.4  billion 
ion  income,  or  16%  of  its  operat- 
nings.  No  one  minded  that  boost 
len,  and  there's  nothing  under- 

or  illegal  about  the  accounting, 
!se  days,  when  quahty  is  an 
loncash  earnings  look  bad. 


In  addition  to  gains  from  accounting 
wrinkles,  ge  has  also  benefited  from 
rules  that  have  kept  its  expenses  low. 
As  a  big  advocate  of  pay  for  perform- 
ance, Welch  transformed  ge  into  a 
large  issuer  of  stock  options.  Because 
stock  options  are  not  expensed  as  cash 
compensation  is,  this  too  resulted  in 
savings  of  hundreds  of  miUions  of  dol- 
lars and,  by  some  measures,  inflated 
income. 

This  isn't  the  first  time  GE  has  come 
in  for  criticism  of  its  accounting.  In 
general,  though,  the  company  has  been 
singled  out  far  more  often  for  its 
smart  management,  financial  disci- 
pline— and  its  ability  to  turn  account- 
ing and  tax  rules  to  its  advantage. 
"Shorts  and  skeptics  for  years  were  ig- 
nored. They  were  backwater  guys,  no- 
body was  particularly  paying  atten- 
tion," says  Lehman  Brothers  Inc. 
accounting  expert  Robert  Willens. 
But  since  Enron,  "these  guys  are  the 
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oracles.  These  are  the  people 
everyone's  Ustening  to." 

ge's  stock  price  makes  that 
clear.  On  Apr.  15,  ge  fell  to  a 
six-month  low  after  a  story  ap- 
peared in  The  New  York  Times 
questioning  the  quahty  of  its 
earnings  in  the  fiirst  quarter.  In 
late  1999,  the  heyday  of  Welch,  GE 
stock  traded  at  a  price-to-eamings  mul- 
tiple of  48,  well  in  excess  of  the  Stan- 
dard &  Poor's  500-stock  index's  p-e  of 
33.  Today,  that's  flipped,  with  ge  trad- 
ing at  a  discoimt  to  the  s&P  500. 

This  is  despite  the  fact  that  over  the 
same  period,  ge's  earnings  per  share 
have  grown  much  faster  than  the  s&P 
500's.  In  that,  accounting  consultant 
Thornton  L.  O'Glove  sees  a  sensible 
reconsideration  of  the  sustainability  of 
ge's  earnings  and  the  value  of  contrib- 
utors like  pension  income,  which  do 
not  generate  cash.  "The  market's  peel- 
ing off  layers  of  earnings  now,"  he 
says.  "[Investors]  are  asking  'Why 
would  I  give  a  high  multiple  for  a 
paper  item  that  doesn't  even  impact 
cash?'" 

That's  a  question  Jack  Welch  never 
had  to  face. 

With  Frederick  F.  Jespersen  and 
Diane  Brady  in  New  York 
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STILL  SPOOKED  BY  THE  MARKET 


m 
irfi 


Enron  Corp.'s  meltdown  touched  off 
a  wave  of  paranoia  about  Corpo- 
rate America's  accounting.  Months 
after  the  scandal  first  broke,  it  is 
still  casting  a  dismal  shadow  across  just 
about  every  other  public  company  with 
an  aggressive  growth  strategy. 

Market  players  can't  seem  to  shake 
that  creepy  feeling,  despite  the 
strengthening  economy.  Stocks  of  big 
companies  with  intricate  accounting — 
notably  those  with  lots  of  mergers  and 
acquisitions — are  particularly  hard  hit. 
An  index  of  20  such  companies  con- 
structed by  Bridgewater  Associates  Inc., 
a  Westport  (Conn.)  money  manager,  is 
down  19%  since  the  start  of  the  year. 
Worse,  the  stocks  are  selling  at  an  av- 
erage discoimt  of  15%  from  the  Stan- 
dard &  Poor's  500-stock  index. 

Brace  yourself  for  a  long  wait.  Given 
the  complexity  of  the  problem,  the  mal- 
ady will  linger  for  12  months,  if  not 
longer  Convulsions  in  shares  of  General 
Electric  Co.  and  IBM  in  early  April — 
over  questions  about  earnings  counted 
from  pension  plans,  acquisitions,  and  di- 
vestitures— are  but  recent  flareups. 

Experts  say  they're  still  seeing  hints 
of  exaggerated  earnings  that  the  market 
has  yet  to  catch.  Among  the  red  flags: 
schemes  that  may  inflate  sales,  earnings 


that  rely  on  overoptimistic  assumptions 
of  pension  plan  returns,  and  off-balance- 
sheet  activities.  Examples  of  the  kinds  of 
issues  likely  to  come  up:  aol  Time 
Warner  Inc.'s  previously  unconsolidated 
losses  in  joint- ventures  in  Europe  and 
Latin  America  and  Qwest  Commimica- 
tions  International  Inc.'s  revenue  from 
reselling  equipment  to  local  carriers  to 
whom  it  also  owes  money.  'This  is  not 
going  away  anytime  soon,"  warns  ac- 
counting specialist  Trevor  S.  Harris  of 
Morgan  Stanley  Dean  Witter  &  Co. 
"There  is  still  plenty  of  stuff  going  on." 
The  reaUty  is  that  accounting  prac- 

THAT  SINKING  FEELING 

The  stocks  of  companies  that  have  hard-to-follow 
financials  t)ecause  of  mergers  are  t>eing  battered 
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tices    are    too    complex    to    chan| 
overnight.  Players  embracing  the  ne 
religion  of  straightforward  nimibers  fir 
it's  not  as  easy  as  scheduling  a  confe 
ence  call  with  analysts  or  pouring  moi 
information  into  an  annual  report  as  c  j^j, 
did.  Even  professional  money  manage]  j,l 
are  scared  that  they  don't  know  enoug 
accoimting.  "Investors  are  just  startir  ^. 
to  come  to  grips  with  this,"  says  Davi  J 
Dreman  of  Dreman  Value  Managemei 
LLC.  Indeed,  more  than  400  institution;  j'^ 
investors  recently  packed  a  Manhatta  ^. 
ballroom  to  hear  a  dense  four-hour  lei  ^.y 
ture  on  accounting  from  Harris. 

Assuming  the  pressure  stays  on  an 
the  S&P500  companies  clean  up  the 
nvmibers,  their  earnings  will  be  lowe 
than  they  would  otherwise  have  beei 
And  that  could  be  a  big  drag  on  th 
market,  preventing  it  from  coming  bac 
as  strongly  as  the  economy.  In  this  mai 
ket,  stock  valuations  don't  provide  muc 
of  a  cushion  for  lower  earnings.  The  s& 
500  is  still  trading  at  22  times  estimate 
'02  earnings.  The  only  force  capable  c 
stopping  the  problems  without  more  paii 
Harris  says,  would  be  a  boom  that  migh 
cover  companies  as  they  switched  t 
more  conservative  financial  reporting. 

A  hoary  Wall  Street  axiom  says  tha 
any  topic  that  attracts  a  crowd  is  ol- 
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ws  and  already  4)riced  into  the  mar- 
t.  But  accounting  problems  are  dif- 
^ent.  They're  too  complex  to  be  cured 
nply  by  the  realization  that  they  are 
portant.  Harris  says  his  crash  course 
IS  but  a  start.  One  class  is  no  substi- 
te  for  the  years  of  experience  that 
iny  on  Wall  Street  still  lack  in  digging 
rough  financial  reports.  The  skill  rust- 
during  the  '90s  stock  bubble.  Then 
ices  climbed  so  fast  that  many  in- 
stors  didn't  believe  they  could  afford 
wait  and  read  reports  filed  with  the 
;curities  &   Exchange  Commission. 
ow,  many  wish  they  knew  how. 
Companies  will  take  time  to  change, 
0.  True,  the  sec  has  ordered  more 
sclosure,  but  chief  executives  and  di- 
ctors  are  still  trying  to  figure  out  ex- 
tly  what  they  must  reveal  and  how  to 
t  it  out.  Their  caution  is  understand- 
Jile:  Many  spent  the  last  decade  leam- 
Ig  to  fudge  their  numbers  to  keep  their 
lock  prices  up  and  their  cost  of  capital 
fown.  Now,  if  they  dare  to  tell  more 
lan  their  competitors,   they  worry 
leyTl  risk  hurting  their  stocks  and  find- 
g  the  credit  window  slammed  in  their 
Ices.  "We're  not  yet  to  the  point  where 
trporations  are  sure  honesty  is  the 
3st  policy,"  says  Gene  D'Avolio,  co-au- 
lor  of  a  Harvard  University  paper  in 
i5ptember  on  the  market  and  corpo- 
xte  accounting  games. 
Auditors,  though  motivated  by  the 
eath  throes  of  Arthur  Andersen,  are  at 
loss.  They  need  to  retrain  staff  so 
'8  key  not  only  make  sure  clients'  trans- 
f  htions  comply  with  generally  accepted 
"^bcounting  principles  but  also  ensure 
^'liat  those  transactions  make  economic 
"I'nse.  And  the  Financial  Accounting 
Standards   Board,   the   private   body 
•"hich  oversees  GAAP,  is  trying  to  do  in 
?:x  months  what  it  failed  to  do  in  20 
"ears:  tighten  up  the  rules  on  consoli- 
dated financial  reporting  to  stop  Enron- 
"Ike  off-balance-sheet  maneuvers,  fasb's 
^  ew  rules  are  yet  more  changes  for  the 
'larket  to  absorb.  "It  is  at  least  18 
^  lonths  before  things  settle  down,"  says 
(arris. 

'    Meantime,    the    market    will    get 

'  'hacked  as  news  of  accounting  prob- 

■ 'ms  hits  individual  stocks.  Some  will 

'  arn  out  to  be  overblown,  allowing 

'Imart  investors  to  pick  up  bargains. 

•thers  vdll  kill  off  failing  companies. 

ither  way,  the  volatility  vidll  weigh  on 

he  market. 

The  great  tragedy,  of  course,  would 
■e  if  accounting  flu  lingers  so  long  that 
:  turns  investors'  interest  away  from 
iable  companies  and  the  stock  market. 
?ut  it's  an  unavoidable  risk:  The  market 
vill  not  recover  durably  until  the  ill- 
less  is  purged. 

Henry  covers  corporate  finance. 


INSURANCE 


SANDY 
WEILL 


CAN  TOXIC  MOLD 

SPOIL  A  STOCK  OFFERING? 

The  risk  of  homeowner  lawsuits  may  hurt  Citi's  sale  of  Travelers 

surers.  Just  how  costly  is  the  big  ques- 
tion. Michael  G.  Paisan,  an  insurance  an- 
alyst with  investment  bank  Williams 
Capital  Group  thinks  toxic-mold  liabili- 
ties could  range  from  $10  billion  to  the 
$60  billion  paid  out  for  asbestos.  'Toxic- 
mold  suits  are  the  next  big  insurance  in- 
dustry problem,"  says  Paisan. 

Costs  are  hard  to  pin 
down  because  the  exact 
nature  of  the  mold  prob- 
lem is,  too.  Victims  have 
claimed  a  vdde  range  of 
symptoms,  from  rela- 
tively mild  sore  throats 
to  asthma  and  even  per- 
manent memory  loss. 
But  definitive  scientific 
research  is  slight.  The 
Centers  for  Disease 
Control  said  in  a  2001 
study  that  there  may  be 
some  link  between  mold 
and  respiratory  prob- 
lems, but  that  more 
study  is  necessary.  That 
has  not  been  forthcom- 
ing. Instead,  "a  lot  of  the 
scientific  study  is  being 
done  in  the  courtroom." 


Having  Ed  McMahon  knock  on  your 
door  used  to  mean  one's  dreams 
had  come  true.  Johnny  Carson's  for- 
mer sidekick  made  a  second  career  of 
handing  out  oversize  checks  to  winners 
of  the  Publishers  Clearing  House  sweep- 
stakes. But  this  month  McMahon  hand- 
ed something  much  less  welcome  to 
American  Equity  Insur- 
ance Co.,  a  subsidiary  of 
Travelers  Property  Casu- 
alty Corp. — a  $20  million 
lawsuit. 

It's  not  a  pretty  story. 
The  suit  alleges  that  a 
contractor  hired  by  Amer- 
ican Equity,  which  issued 
the  homeowner's  policy  for 
McMahon's  Beverly  Hills 
mansion,  didn't  properly 
repair  a  leak.  As  a  result, 
the  suit  claims,  a  toxic 
mold — stachybotrys  char- 
tarum — spread  through  his 
8,000-square-foot  house, 
making  McMahon,  79,  and 
his  wife,  Pamela,  seriously 
ill  and  killing  their  dog. 
American  Equity  did  pay 

for     cleanup,     but     the         ^  iQ-gallon  headache 

McMahons  claim  it  failed      says  Paisan 


GROWING  CONCERN 

Why  Texas  insurers'  have 


to  make  the  house  livable 
again.  Travelers  says  it 
has  already  paid  $500,000 
to  the  McMahons,  it  will 
continue  to  pay  covered 
expenses,  and  the  suit  is 
without  merit. 

Toxic  mold  could  harm 
more   than   homeowners 


GENEROUS  COVERAGE 

Until  Jan.  1,  standard 
homeowner  policies  cov- 
ered slow-leak  damage. 

RISING  CLAIMS*  In  Ql 

2000,  policyholders  filed 
883  mold-related 
claims.  By  Q2  2001, 


Despite  the  lack  of 
definitive  evidence,  some 
jurors  have  decided  that 
the  problem  is  for  real. 
A  Texas  jury  awarded 
$32  million  to  one  home- 
owner, Melinda  Ballard. 
Her  insurer.  Farmers 
Insurance,  is  appealing. 


like  McMahon.  The  creep-  they  filed  5,722.  Like     McMahon,     she 

ing  rot  could  taint  Travel-  |||ig£  LOSSES*  Mold  claimed  her  family  was 

ers— and  possibly  Sanford            .  in<;iirpr«;  <f;?7fi  ^  ^^i"S  poisoned  by  mold, 

"Sandy"   I.   Weill's   Citi-  r^^,,: '  '  .^  '    ZZ„^i.1  and  alleged  that  the  in- 

•^ ..             4.   rnu  i.)  million  from  January,  ^                      ,. 

group,  its  parent.  That s  onnn   *     i          pnni  surance  company  wasnt 

because  mold  is  fast  be-  ! .' ! paying  what  it  owed. 

coming  a  chronic  problem  'Figures  for  Allstate,  Farmers  Insurance,  McMahon  may  not  be 

for  the  insurance  industry  ^""^  ^'^*^  ^^™  able  to  persuade  a  jury 

•  .            •                          J                Data:  Texas  Insurance  Dept.  .        •       V-       a-n^^       -ii- 

as  suits  spring  up  around                                       ^  to  give  him  $20  million. 

the    country.    Citigroup  But  his  high-profile  suit 

spun  off  20%  of  Travelers  in  March —      could  generate  a  wave  of  similar  claims 

generating  $4  bilhon — and  plans  to  spin      in  California.  And  if  analysts  start  to 


off  all  but  10%  later  this  year.  Adverse 
mold  publicity  could  scare  investors 
away  during  the  secondary  offering.  Citi 
declined  to  comment. 

Mold  claims  could  be  costly  for  in- 


get  the  feeHng  that  more  moldy  news  is 
lurking,  Citi  may  not  get  such  a  big  lift 
from  seUing  Traveler's  stock  the  next 
time  around. 

By  Heather  Timmons  in  New  York 
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Finance 


COMMENTARY 

By  Geoffrey  Smith 

MUTUAL  FUNDS:  INVESTORS  ARE  STILL  IN  THE  DARK 


For  an  industry  that  handles 
$7  trillion  of  America's  sa\Tngs, 
the  mutual-fund  business  is  re- 
markably opaque.  Most  funds  tell 
shareholders  what  stocks  they  own 
only  twice  a  year.  Many  won't  an- 
nounce when  a  hot  manager  leaves 
or  say  why  they  keep  a 
money-losing  one.  As  for 
a  good  explanation  of 
why  a  fund's  fees  are 
so  high — one  of  in- 
vestors' biggest 
beefs — good  luck. 

Indeed,  the  industry 
has  an  impressive 
track  record  of  dodg- 
ing efforts  to  make 
it  more  responsive 
to  investors.  Case 
in  point:  Former 
Securities  & 
Exchange  Com 
missioner 
Arthur  Levitt 
Jr.'s  reforms, 
the  first  ma- 
jor ones  in  a 
decade,  which 
went  into  effect 
on  Jan.  31.  The 
main  goal  was  to  give 
independent  fund  direc 
tors  more  power  and  make 
them  more  accoimtable.  One 
key  new  rule  requires  fund 
boards,  which  ostensibly  repre- 
sent investors,  to  tell  the  sec  why 
they  renewed  a  fund  management 
company's  annual  contract.  A  second 
forces  directors  to  disclose  financial 
ties  to  the  fund  companies  and  their 
affihates. 

It's  already  clear  that  the  new 
rules  are  having  little  effect.  Dii-ec- 
tors  are  filing  boilerplate  explana- 
tions of  their  decisions  despite  specif- 
ic SEC  instructions  to  the  contrary. 
And  a  provision  for  which  the  indus- 
try lobbied,  to  exempt  from  disclo- 
sure payments  to  directors  of  less 
than  $60,000  a  year,  potentially  opens 
the  door  to  abuse.  The  sec  should 
close  that  loophole  and  force  direc- 
tors to  explain  their  decisions  better. 

But  the  bigger  problem  is  that  to- 
day's regulation  is  aimed  at  an  indus- 
try that  doesn't  exist  any  more. 


Fund  regulation  as  we  know  it  was 
bom  62  years  ago  with  the  Invest- 
ment Company  Act  of  1940.  It's 
based  on  the  assumption  that  each 
mutual  fund  operates  as  a  separate 
entity  with  its  own  board  of  direc- 
tors. Fund  companies  administer  the 
funds,  appoint  managers,  and  pro- 
pose fees  for  their  services  under  a 
contract  with  the  fund.  And  the 
board  decides  each  year  whether  to 
renew  the  contract. 

That  made  sense  back  then  when 

most  fund  companies  ran  one  or  two 

funds.  No  longer.  In  a  world  of  giant 

fund  families,  regulation  is  out  of 

kilter  with  the  economic  reality  of 

business.  These  days,  whatever 


rituals,"  says  Marianne  K  Smythe, 
an  attorney  and  former  head  of  in- 
vestment management  at  the  sec, 
who  now  represents  fund  companies. 

But  giving  directors  a  free  pass  on 
many  of  their  present  responsibilities 
is  as  absurd  as  not  reforming  ac- 
coimting  in  Enron's  w^ake.  Needed 
are  rules  focusing  on  the  fiind  fami- 
lies as  much  as  on  the  individual 
funds  they  operate.  That  means  giv- 
ing investors  information  that's  easy 
to  find  and  simple  to  understand. 

A  starting  point  would  be  to  put 
details  of  the  average  fees  a  fund 
charges  in  a  place  where  investors 
win  read  it:  in  big  type,  right  on 
their  regular  statements — just  like 


WHY  THE  RULES  NEED  REVAMPING 


THE  INTENT  OF  THE  RULES 

Independent  directors  ensure  that 
3s  fund  companies  charge 
vestors  are  fair. 


WHAT  REALLY  HAPPENS 

■  That  doesn't  mean  funds  have  to 
offer  the  lowest  possible  fees,  and 
many  don't. 


Directors  can  take  a  fund  away 
rom  the  company  that  runs  it  if 
performance  is  egregiously  bad. 


■  Shareholders  must  approve  the 
decision.  Rare  attempts  to  do  so  have 
turned  into  unsuccessful  legal  fights. 


The  board  monitors  fund 
business  closely. 


■  Directors  may  oversee  dozens  of 
funds,  making  it  likely  they'll  rubber- 
stamp  management  decisions. 


■  Independent  directors  avoid  conflicts 
of  interest  by  disclosing  payments  from 
the  fund  of  more  than  $60,000. 


■  The  exemption  is  too  large  and 
may  let  directors  do  significant 
undeclared  business  with  their  funds. 


the  formal  rules  may  say,  it's 
the  family  that  effectively  decides 
whether  to  open  or  close  a  fund,  what 
fees  it  will  charge,  and  who  wiU  man- 
age its  portfolio.  And  the  independent 
directors  are  often  on  the  boards  of 
so  many  of  the  funds  in  the  same 
family  that  it's  hard  to  distinguish 
them  from  full-time  employees. 

One  prominent  industry  figure  be- 
lieves that  the  sec  should  simply 
abandon  rules  such  as  the  director's 
approval  of  advisory  contracts  and 
the  mandatory  mailings  of  printed 
prospectuses  to  investors.  "The  SEC, 
the  fund's  adxiser,  and  the  fund's 
board  would  enhance  investor  protec- 
tion if  they  could  patrol  for  the  real 
abuses  and  not  waste  their  time  with 


the  health  warnings  on  cigarette 
packs.  How"  independent  fund  direc- 
tors can  be  contacted  should  be 
printed  on  statements,  too.  And 
w^hen  a  manager — hot  or  not — ^leaves, 
the  fund  family  should  be  required  to 
announce  it  promptly  and  repeat  it 
on  the  next  shareholders'  report. 

Aren't  these  steps  rather  basic? 
Yup.  But  the  industry  will  find  them 
harder  to  evade  than  earlier  reform 
efforts.  Once  investors  have  this  im- 
portant, albeit  simple,  information, 
they'll  be  better  able  to  judge 
whether  to  buy,  sell,  or  hold.  The 
market  will  take  care  of  the  rest. 


Smith 
Boston. 


covers  mutual  funds  from 
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COMMENTARY 


By  Wendy  Zellner 


WHArS  WEIGHING  DOWN  THE  BIG  CURIERS 


I 


t  wasn't  much,  but  for 

battered  Continental 

Airlines  Inc.  it  was  a 
ray  of  hope:  On  Apr.  15, 
while  the  company  report- 
ed a  $166  million  net  loss, 
it  also  noted  a  $25  milhon 
pretax  profit  on  improving 
traffic  and  revenues.  It 
was  Continental's  first 
monthly  profit  since  Sep- 
tember 11.  As  other  carri- 
ers report  big  first-quarter 
losses,  too,  they'll  likewise 
be  pointing  to  shreds  of 
good  news  as  the  industry 
slowly  rebounds  from  ter- 
rorism and  recession. 

But  despite  the  steady 
recovery,  it  will  take  much 
more  than  an  economic  re- 
bound to  bring  the  biggest 
carriers  back  to  vigorous 
health.  Rising  costs,  ex- 
panding low-fare  players 
such  as  Southwest  Airlines 
Co.  and  JetBlue  Airways 
Corp.,  and  thriftier  busi- 
ness travelers  may  all  put  a  serious 
damper  on  an  industry  that  has  nev- 
er been  known  for  rich  profit  mar- 
gins or  shareholder  returns. 

The  stark  question  facing  the  ma- 
jor, hub-and-spoke  carriers:  Is  their 
core  business  model  permanently 
broken?  Many  in  the  industry  fear  it 
is.  And  that  impHes  shrinking  net- 
works and  profits  over  time,  with 
some  players  eventually  going  the 
way  of  Pan  Am  and  Eastern.  "We 
could  still  be  around  in  15  years,  but 
just  be  a  mere  shadow,"  laments  a 
high-level  exec  at  one  of  the  three 
biggest  carriers.  Adds  American  Air- 
lines Inc.  CFO  Thomas  W.  Horton: 
"Given  the  losses  that  our  company 
and  the  other  big  airlines  are  sus- 
taining now,  we  certainly  have  to 
look  at  every  aspect  of  our  product 
and  cost  structure." 

With  business  travelers  increasing- 
ly unwiUing  to  pay  pricey  unrestrict- 
ed fares,  major  carriers  simply  can't 
cover  their  high  costs.  True,  produc- 
tivity as  measured  by  revenue  per 
employee  is  up  about  36%  since  1990. 
Problem  is,  compensation  is  up  46%, 
says  John  P.  Heimlich,  director  of 


Is  the  core  business  model  broken? 
If  so,  some  major  airlines  could 
go  the  way  of  Pan  Am 

DELTA  PILOT:  LABOR  COSTS  MAKE  UP  40%  OF  EXPENSES 


economic  and  market  research  at  the 
Air  Transport  Assn.,  the  industry's 
trade  group. 

That  leaves  airlines  with  little 
choice  but  to  go  after  labor  costs. 
They  account  for  about  40%  of  major 
carriers'  expenses,  compared  with 
about  10%  to  15%  for  fiiel,  the  indus- 
try's second-largest  expense.  Airlines 
can't  do  much  about  fuel  costs,  of 
course.  So  some  argue  that  labor 
costs  need  to  come  down  by  20%  or 
more  for  the  industry  to  return  to  fi- 
nancial health.  While  big  gains  could 
come  through  changing  inefficient 
work  rules,  that's 
unlikely  to  happen 
in  the  absence  of  an 
even  deeper  finan- 


AIRLIHES:  RECOVERING, 
BUT  HARDLY  HEALTHY 


cial  crisis.  The  fed- 
eral bailout  after 
September  11  only 
put  off  the  inevi- 
table. Yes,  the 
$4  bUhon  in  grants 
undoubtedly  saved 
some  carriers  fi^om 
bankruptcy,  but 
it  also  forestalled 
the  need  to  attack 
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fiindamental  problems. 
The  big  roadblock  re- 
mains the  unions — particu- 
larly the  pilots'  unions, 
which  can  readily  shut 
down  an  airhne.  But  don't 
look  for  quick  givebacks 
there.  "As  the  recovery 
proceeds,  the  pressure  is 
gradually  lifted  on  the 
unions  to  do  anything," 
says  airline  analyst  Philip 
A.  Baggaley  of  Standard 
&  Poor's.  Even  the  most 
beleaguered  carriers.  Unit- 
ed and  US  Airways,  may 
be  hard-pressed  to  get  re- 
Uef.  "Until  we  fundamen- 
tally change  the  balance 
of  power,  [major]  airlines 
are  never  going  to  do 
well,"  warns  one  airline 
executive. 

Distrustful  union  lead- 
ers, however,  say  misman- 
agement, not  labor  costs, 
is  to  blame  for  the  indus- 
try's predicament.  They 
point  to  such  blunders  as  United's 
aborted  merger  wath  US  Airways. 
The  blame  game  is  of  little  con- 
cern to  increasingly  penny-pinching 
business  travelers,  who  account  for 
the  bulk  of  major  airline  revenues. 
As  onHne  booking  sites  blur  the  dif- 
ference in  business  and  leisure 
fares,  business  travelers  are  getting 
smarter.  The  average  fares  paid  by 
business  travelers  last  year  fell  2%, 
the  first  decline  since  1994,  despite 
rising  unrestricted  fares,  notes 
American  Express  Co.  "I  don't  think 
we'll  ever  go  back  to  the  days  when 
somebody  walks  up 
to  the  ticket  counter 
and  plunks  down 
$2,400  to  fly  across 
the  country,"  says 
J.  George  Mikelsons, 
chairman  of  low-fare 
carrier  American 
Trans  Air  Inc.  If 
he's  right,  the  big 
carriers  are  in  for  a 
long  and  bumpy 
ride. 
With  Michael  Amdt 
in  Chicago. 
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A  SPEEDY  MAKEOVER 
AT  PENNEY'S 
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They  said  it  couldn't  be 
done  at  the  dowdy  chain. 
But  Allen  Questrom  has 
proved  them  wrong-so  far 

On    Apr.    14,    J. C.    Penney    Co. 
turned  100.  For  Penney,  it  was  a 
birthday   that   bordered    on   the 
miraculous.  Just  two  years  earlier,  it 
seemed  as  if  the  retailer  might  never 
make  it.  With  its  antiquated  procure- 
ment systems,  lack  of  a  clear  retailing 
message,  and  dowdy  stores,  Penney  had 
seen  years  of  falling  profits.  Squeezed 
between  savvy  discounters  such  as 
Wal-Mart  Stores  Inc.  on  one  side  and 
better-run  midprice  department  stores 
like  Kohl's  on  the  other,  it  was  written 
off  by  many  as  a  hopeless  dinosaur. 

Then  came  Allen  I.  Questrom.  The 
first  outside  CEO  in  the  company's 
history,  Questrom,  62,  arrived  in  Sep- 
tember, 2000,  with  a 
long  list  of  successful 
turnarounds  to  his  cred- 
it, including  such  high- 
end  shopping  spots  as 
Neiman  Marcus  and 
Barneys  New  York.  But 
could  he  work  his  mag- 
ic at  the  decidedly  mid- 
market,  middle-Ameri- 
can Penney — where 
they  don't  even  sell  the 
sort  of  high-fashion 
suits  Questrom  routine- 
ly wears  to  work? 

Evidently,  yes.  De-  --*.~«~~-.^- :- - 
spite  a  tough  retail  environment  last 
year,  Penney  racked  up  its  first  annual 
profit  increase  since  1998.  Net  income 
for  fiscal  2002,  ended  Jan.  31,  was  $98 
million.  That's  puny,  coming  on  $32  bil- 
Uon  in  sales.  But  consider  that  in  the 
previous  year  the  company  lost  $705 
million,  including  $488  million  in  re- 
structuring charges  for  layoffs  and  store 
closings  at  Penney  and  its  drugstore 
chain,  Eckerd  Corp.  Analyst  Daniel 
Barry  of  Merrill  Lynch  &  Co.  estimates 
Penney's  net  will  jump  to  $271  million 
this  year,  on  6%  higher  revenues — its 


J.C.  PENNEY  CLIMBS 
BACK  ON  THE  SHELF 
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We  need  to  be  able  to  offer  the  fix  will  stick.  Some  skepti 

kind  of  fashion  you  see  in  Neiman  still  aren't  sold  on  the  vi 

Marcus  at  Penney  prices"  ^^^y  ^^  department  store 
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first  real  sales  increase 
in  three  years.  Even 
more  encouraging:  Sales 
at  stores  open  at  least  a  year  rose  3.3% 
in  2001,  better  than  Sears  Roebuck,  Dil- 
lard's, or  May.  They  continued  to  climb 
in  the  first  quarter. 

Investors  are  upbeat.  Penney  shares, 
priced  at  8.75  in  December,  2000,  are 
now  about  21.  The  96%  total  return  over 
that  period  trounces  the  19%  rise  in  the 
Standard  &  Poor's  500  retailing  index. 
Bill  Nygron,  manager  of  the  Oakmark 
Fund,  whi'  li  bought  the  stock  after  Que- 
strom arri\  -.^d,  says:  "Penney  still  has  a 
long  way  U  go,  but  in  his  first  year, 
Questrom  ha^  made  great  progress." 


Even  after  its  recent  gain 
they  point  out,  Penney  averages  salt 
of  $133  a  square  foot,  vs.  $281  at  riv 
Kohl's.  New  York  retailing  consultai 
Howard  Davidowitz  gives  the  chain  on 
even  odds  at  long-term  survival:  "Pennt 
used  to  be  slow  on  fashions,  slow  c 
markdowns,  and  slow  to  move.  Penney 
going  in  the  right  direction  now,  bi 
they're  still  a  thousand  miles  behind." 
Questrom  is  determined  to  shake  o 
Penney's  dated  image,  a  process  he  e 
timates  will  take  another  three  to  foi 
years.  In  addition  to  the  cost-cuttir 
initiatives,  he  has  hired  a  cadre  of  ou 
siders  to  shake  up  the  insular  retails 
and  has  begun  remodeling  the  1,0'i 
Penney's — widening  aisles,  improvir 
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Your  company^s 

relationship 

with  BTjust  got 

stronger. 


What  you  may  not  appreciate  is  that  from 
April  2002,  with  the  unwind  of  Concert, 
our  joint  venture  with  AT&T,  you  are  now 
even  closer  to  BT. 

We  provide  you  with  the  largest  IP  network 
in  Europe  and  IP  network  connection  to 
all  the  key  commercial  centres  in  Europe, 
North  America  and  Asia. 

We  lead  the  market  in  deploying  the  first 
international  high  performance  network 
capable  of  supporting  voice,  data  and  image. 
We  run  more  corporate  IP  networks  over  this 
type  of  service  than  anyone  else. 


As  a  large  multi-site 
international  company,  you 
appreciate  the  value  of 
outstanding  global  customer 
service  and  account 
management. 

At  BT  (British  Telecom)  world 
class  service  has  always  been 
our  focus.  We  have  17  years 
experience  of  delivering 
one-point-of-contact  service 
to  people  and  companies 
with  ever-more  complex  global 
communications  needs. 


Our  unparalleled  networks,  combined  with  our  experience  in  delivering  solutions  and 
value  worldwide  through  our  account  teams,  make  us  unique  among  information 
and  communications  technology  providers. 


Your  company's  relationship  with  BTjust  got  stronger. 
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lighting,  and  installing  centi-alized  check- 
out counters.  Those  and  other  improve- 
ments cost  $332  million  last  year.  Pen- 
ney's  is  even  now  a  bit  fashion-foi-ward, 
with  hot  teen  fashions  such  as  Mudd 
and  l.e.i.  capri  pants.  "Last  j-ear  we 
demonstrated  that  we  can  bring  people 
back  into  our  stores,"  says  Questrom. 
"We  need  to  be  able  to  offer  the  kind  of 
fashion  you  see  in  Neiman  Marcus  at 
Penney  prices." 

The  stores  do  look  better  and  offer 
more  choice  these  days.  But  the  heart  of 
Questrom's  revolution  is  behind  the 
scenes — ^in  the  chain's  centralized  pur- 
chasing system,  completed  just  after  he 
arrived  in  February,  2001.  Formerly, 
each  Penney  store  manager  had  veto 
power  over  what  to  stock.  That  often 
resulted  in  poor  retailing  choices  and 
higher  purchasing  costs.  Now,  with  cen- 
^^  -^     tralized       purchasing, 

^f  y     Penney     gets     better 

■      i  Vf^       deals    from    suppliers 

II  I  and  holds  fewer  clear- 
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The  new 
look  at  the 
stores  includes  wider 
aisles,  better  lighting, 
and  updated  fashions 


ance  sales.  Penney  can  also  buy  new 
apparel  much  more  often.  And  it  has 
launched  its  first  national  marketing 
campaign:  All  stores  finally  stock  the 
same  goods.  Last  year,  as  most  retailere 
cut  marketing  budgets,  Penney  upped 
its  budget  by  11%,  to  $947  million. 

Wall  Street  would  love  to  see  Que- 
strom spin  off  Eckerd.  There's  little  syn- 
ergy with  the  2,641-unit  drug  chain, 
which  accoimts  for  about  one-third  of 
Penney's  sales.  But  first,  Questrom 
wants  further  improvement.  J.  Wayne 
Harris,  the  former  CEO  of  Grand  Union 
supermarkets  who  was  hired  18  months 
ago,  turned  Eckerd's  2000  operating  loss 
of  $76  milUon  into  a  $208  million  oper- 
ating profit  last  year  by  lowering  prices 
on  many  goods  and  improving  store  lay- 
outs. Eckerd  faces  suits  in  Texas  and 
Florida  alleging  it  overcharged  for  pre- 
scriptions. It  denies  the  charges,  and 
most  analysts  feel  that  even  if  Penney 
has  to  settle,  the  hit  will  be  manageable. 

Questrom's  turnaround  is  still  a  work 
in  progress,  and  no  one's  celebrating 
yet.  But  as  anyone  who  has  passed  a 
100th  birthday  will  tell  you,  if  you've 
got  your  health,  you've  got  everything. 
By  Stephanie  Anderson  Forest 

in  Dallas 


BOSSES 


A  NEW  KIND  OF 
MARLBORO  MAN 

Louis  Camilleri  is  more  diplomat  than  gunslinger 


In  late  January,  shortly  after  Louis  C. 
Camilleri  was  chosen  as  Philip  Mor- 
ris Cos.'  next  CEO,  he  stood  up  to 
addi'ess  a  standing-room-only  crowed 
at  its  Park  Avenue  auditorium  about 
his  new  job.  Despite  his  25  years  at  the 
company,  Camilleri  was  a  mystery  to 
many  in  the  room  and  thousands  more 
watching  by  satellite  telecast.  Over- 
shadowing him  was  the  blustery  and 
beloved  executive  he  was  replacing, 
Geoffrey  C.  Bible.  Yet  the  man  who  is 
taking  over  the  $73  billion  food  and  cig- 
ai'ette  behemoth  has  played  a  pivotal 
role  in  some  of  its  toughest  victories:  As 
chief  financial  officer,  CamiQeri  was  one 
of  the  earliest  proponents  of  the  $19 
billion  purchase  of  Nabisco  in  2000  and 
the  subsequent  public  offering  of  part  of 
its  cash  cow,  Kraft  Foods  Inc.  And  he 
led  the  team  that  negotiated  a  settle-. 
ment  with  attorneys  general  in  46  states 
over  medical  costs  posed  by  smokers. 

In  all  of  these  things,  CamiUeri,  47, 
has  deinonsti'ated  a  very  different  ap- 
proach from  that  of  his  predecessor.  A 
frequently  confrontational  Aussie,  Bible 
often  posed  with  a  lit  cigarette  for  the 
Philip  Moms  armual  repoil.  Camilleri, 
who  declined  to  be  interviewed,  has  a 
far  quieter  style.  Insiders  and  investors 
believe  he  is  the  right  man  for  an  era 
that  will  rely  more  on  diplomacy. 

Camilleri  must  prove  that  as  chief  ex- 
ecutive he  can  balance  the  dual  roles 
iiilicient  in  the  huge 
job  he's  taking  on: 
that  of  appeasing  a 
pubuc  that  remains 
an^ry  about  his 
cigarette  business, 
which       generates 

BORN  1955, 
Alexandria,  Egypt 

EDUCATION 

Attended  British 
boarding  schools 

frorn  age  9,  economics  degree  from 

University  of  Lausanne 
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61%  of  Philip  Morris'  operating 
earnings,  while  continuing  the 
company's  40-year  record  of  at 
least  15%  growi:h  in  annual 
per-share  earnings.  At  the 
Apr  25  annual  meeting  where 
he'll  officially  get  his  new  ti- 
tle— and  at  which  Philip  Mor- 
ris plans  to  change  its  name  to 
Altria  Group  Inc. — Camilleri 
no  doubt  will  hear  audience 
members  demanding  that 
Bible  respond  to  the  tragic 
tales  of  their  family  members 
who  smoked  and  died  of  can- 
cer. PhiUp  Morris  faces  1,500 
pending  law'suits  in  the  U.S. 
and  growing  antitobacco  ac- 
tivism around  the  w^orld.  "It's 
a  tough  job,"  says  Jane  Evans, 
CEO  of  Opnix  Inc.,  a  technolo- 
gy company,  and  a  member  of 
the  Pmlip  Morris  board  since 
1981.  'But  Louis  is  probably 
one  of  the  most  brilliant  indi- 
viduals I  have  ever  met." 

One  of  Carrulleri's  biggest  challenges- 
is  to  take  advantage  of  a  lull  in  the  to-  "!■ 
baeco  wars.  Last  year,  Philip  Morris  ^\ 
paid  $5.9  biUion  as  pait  of  its  1998  mas  nii 
ter  settlement  with  the  states.  The  dea  inn- 
will  continue  to  cost  the  company  bil-  live 
lions  in  future  years,  but  it  also  greatlji  ftn 
diminished  the  litigation  concerns  that  iK' 
hung  over  the  stock  in  the  1990s.  Philip  fieii 
Morris  wants  protection  at  the  federa  Bu 
level  and  has  lobbied  for  Food  &  Drug  ?" 
Administration  regulation  of  tobacco,  i 
That  could  pave  the  way  for  "safer" 
cigaiettes  that  it  has  in  the  w^orks. 

Despite  the  huge  costs  of  its  deal  V 
with    the    states,    the    company    hask 
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rived.  Bible  leaves  behind  a  U.S.  to- 
icco  business  that  had  2fi%  revenue 
•owth  over  the  past  two  years,  to 
54.8  billion.  The  agreement  gives  Philip 
orris  an  advantage  because  its  pre- 
ium-cigarette  customers  are  less  sen- 
Live  to  the  re.sulting  big  price  hikes, 
verall,  Philip  Morris  had  operating  in- 
ime  of  $1.5.7  billion  last  year,  up  6%,  on 
ivenues  of  $72.9  billion,  up  15%. 
But  there's  still  a  big  hammer 
inging  over  Camilleri's  head:  future 
dbilities.  Philip  Morris  has  shelled 
it  $.500  million  in  order  to  appeal 
le  Engel  class  action,  in  which  a 
lorida  jury  awarded  $74  billion  in 
unitive  damages  against  the  compa- 

'96;  becomes  CEO  on  April  25 

ES  Marlboro  Ultra  Lights;  a  smoker 
\e  was  17,  he  has  never  tried  to  quit 

Y  Divorced,  three  children 

CS  Big  motorsports  fan  and 
diver 


ny.  Individual  suits  loom,  too.  Wall 
Street  doesn't  consider  them  to  be  a 
significant  threat — analysts  point  out 
that  Philip  Morris  still  hasn't  directly 
paid  a  dime  on  any  of  the  myriad  in- 
dividual lawsuits  it  is  appealing.  But 
more  pop  up  each  year,  and  if  puni- 
tive damages  are  eventually  upheld, 
the  impact  would  be  catastrophic. 

To  squeeze  more  growth  out  of  his 
portfolio,  Camilleri  will  have  to  lean 
heavily  on  acquisitions,  especially  over- 
seas. Kraft  trails  competitors  such  as 
Nestle  and  Unilever  in  foreign  mar- 
kets— only  9%  of  its  sales  come  from 
developing  countries.  That's  why  it  has 
been  buying  small  food  companies  like 
the  Stollwerck  confectionary  in  Russia 
and  Poland,  which  helped  boost  Kraft's 
chocolate  sales  in  Central  and  F^astem 
Europe  to  more  than  11%  annually. 
Prudential  Securities  Inc. 
analyst  Robert  T. 
Campagnino  expects  to 
see  Camilleri  focus  on 
more  international  food 
deals  worth  $100  million 


to  $iOO  milli(jn.  Nancy  J.  De  Lisi,  whom 
(Camilleri  appointed  to  a  new  mcrgers- 
an(l-ac(]uisitions  post,  has  no  doubt  that 
he  will  match  Philip  Morris'  historical 
growth.  "Sit  down,  put  on  your  seat 
belt,  and  watch,"  she  says. 

Camilleri's  international  experience 
should  be  a  big  asset.  Born  in  Alexan- 
dria, Egypt,  to  Maltese  jjarents,  he  left 
that  country  at  age  five  after  the  Suez 
crisis  and  the  nationalization  of  all  for- 
eign assets.  His  father  lost  his  iron- 
and  steel-trading  business  when  he  (led, 
but  still  sent  Louis  to  boarding  school 
in  Britain  and  later  to  the  University  of 
Lausanne  in  Switzerland.  It  was  in  that 
country  that  he  launched  his  career  at 
Philij)  Morris,  two  years  after  graduat- 
ing vrith  a  degree  in  economics.  Mattel 
Inc.  CKO  Robert  A.  Eckert,  former  chief 
of  Kraft,  remembers  watching  (camil- 
leri at  a  retirement  party  four  years 

Balancing  act  at  Philip 
Morris:  Camilleri  must 
duck  flak,  boost  earnings 

ago  effortlessly  floating  among  the 
heads  of  the  company's  p]uro[H!an  oper- 
ations, speaking  different  languages,  fa- 
miliar with  each  executive's  business 
issues.  "I  remember  going  'Whoa!' 
Eckert  says. 

The  new  CEo's  .style  is  much  less  out- 
wardly boisterf)US  than  was  Bible's.  Still, 
he  has  developed  a  fierce  personal  loy- 
alty inside  the  c(jmpany.  Steven  C.  Par- 
rish,  senior  vice-president  for  corporate 
affairs,  tells  how  in  1995  he  and  Camil- 
leri were  preparing  to  address  the 
board.  Parrish  gave  a  trial  speech  in 
front  of  peers  that  included  a  slide  of 
p]urope.  Only  after  he  went  back  to  his 
seat  did  (Camilleri  come  over  and  whis- 
per: "Your  map  is  wrong."  Parri.sh  had 
included  ("zechoslovakia,  which  had  dis- 
solved into  the  (3zech  Refjublic  and  Slo- 
vakia. "It  would  have  been  .so  easy  for 
him  to  show  off  and  correct  me  in  front 
of  everyone,"  recalls  Parrish,  "but  that's 
not  the  way  Louis  does  things." 

He  knew  the  region  well:  As  head  of 
p]a«tem  Eurof>ean  fjperations  in  th(.'  ear- 
ly '90s,  Camilleri  secured  huge  market 
shares.  But  that  push  also  triggered  a 
backlash  that  has  many  countries  talking 
about  limiting  tobacco  ads.  Ah  cko, 
Camilleri  will  have  to  tread  carefully. 
The  last  thing  Philip  Morris  needs  now 
is  a  flashy  attention-grabber. 

By  Nanette  Byrnen  in  New  York, 
vnth  Julie  Fornter  in  Chicago  and 
Christop^t^r  Condon  in  Bud/ipeM 
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Media 


COMMENTARY 


By  Catherine  Yang 


MEDIA  MERGERS:  THE  DANGER  REMAIN 


-til 


Mi 


Iiami  T\'  viewers  are  learning  a  lot 
about  how  Big  Media  operates 
just  by  watching  local  sports  an- 
chor Jim  Berry.  Berry  appears  on  the 
10  o'clock  news  on  local  UPN  affiliate 
WBFS.  Then,  instead  of  calling  it  a  night, 
he  scurries  across  the  building  to  do 
another  newscast  on  wfor's  cbs  4 
News  at  11. 

Miami  sees  a  lot  of  Berrj'^  because  his 
boss,  media  giant  Viacom  Inc.,  owns 
both  stations  and  op- 
erates them  from  the 
same  facility.  When 
the  two  stations  came 
under  one  umbrella 
after  \^acom's  merger 
■with  CBS  Television 
Network  in  2000,  the 
UPN  affihate  didn't 
have  a  news  show. 
Now,  with  help  from 
WFOR,  it  has  launched 
a  program  at  half  the 
cost  of  starting  one 
from  scratch.  For  Via- 
com, ouTiing  two  sta- 
tions in  Miami  and  a 
third  in  West  Palm 
Beach  allows  it  to 
produce  more  pro- 
gramming at  lower 
cost  to  vdn  viewers. 

Five  years  ago,  Vi- 
acom couldn't  have 
two  stations  in  one 
market.  But  in  1999, 
the  Federal  Commvmications  Commis- 
sion relaxed  the  rules  barring  such 
combinations.  And  now,  a  gale  force  is 
gathering  to  blow  apart  a  wall  of  simi- 
lar restrictions  across  the  media  that 
have  limited  the  reach  of  broadcast,  ca- 
ble, and  newspaper  companies.  In  case 
after  case,  the  U.  S.  Court  of  Appeal.^  in 
Washingtoi.  has  thrown  out  long-stand- 
ing rules  or  sent  them  back  to  the  Fcc 
with  stem  instructions  for  revision. 

The  court's  deregulatory  tilt  is  a  big 
boost  to  FCC  Chairman  Michael  K.  Pow- 
ell, who  is  enthusiastically  taking  up 
the  charge.  He  is  eager  to  challenge 


hmits  on  both  the  size  of  broadcast  and 
cable  companies  and  the  ability  of  sepa- 
rate industries,  such  as  broadcast  and 
cable,  to  merge.  His  rationale:  The  ex- 
plosion of  new  forms  of  media,  such  as 
cable  and  the  Internet,  makes  the  rules 
obsolete.  Nobody  "is  going  to  admit  the 
media  space  in  2002  looks  like  it  did  in 
the  1960s  and  1970s,"  says  Powell. 

If  the  FCC  relaxes  or  axes  the  rules 
as  early  as  next  year,  regulators  could 


i^rs 


in\ 


unleash  a  massive  consolidation,  result- 
ing in  "a  tectonic  shift  in  the  land- 
scaj)e,"  says  New  York  media  consult- 
ant Peter  A.  Kreisky.  The  $40  bilhon 
AOL  Time  Warner,  for  example,  conceiv- 
ably could  own  its  existing  CNN  and 
HBO  cable  channels  and  Time  Warner 
cable  systems  even  as  it  snaps  up  the 
NBC  network  and  its  local  TV  affihates — 
and  a  few  newspapers  if  it  wanted. 
That's  a  nightmare  scenario  to  a  lot  of 
consumers,  already  worried  about  the 
growing  power  of  big  media  conglomer- 
ates to  snuff  out  independent  view- 
points and  charge  exorbitant  prices  for 


basic  services.  "This  is  as  big  a  c 
as  they  come,"  says  Blair  Levin, 
alyst  at  Legg  Mason  Wood  Walkf 
"The  government  has  always  imp 
antagonism  between  media,  but  t 
coming  to  an  end." 

Certainly,  if  the  industry's  ecorl«' 
have  changed,  companies  should  1 
mitted  to  join  forces  to  survive 

compete.  And  there'f^l 
denying  that  digita 
and  satellite  bn 
casters  can  novi  freb 
hundreds  of  chaftie. 
and  that  cybers 
a  vast  expanse 
carry  a  rainbowfce 
\iews.  But  Chai  \m 
Powell  and  his    npi 
regulators  shou 
get  too  carried 
with  this  argumlM 
In  a  deregulatec 
world,  if  a  big, 
pocketed  compa 
owTi  most — or  e  t 
all — of  the  mass 
ket  outlets  in  a 
mimity,  what  go 
an  infinity  of  ob; 
Web  sites  and  cjeati 
channels  in  the 
such  market  po\ 
After  all,  most  f  it' 
get  their  new^s  a  pr 
view^s  from  a  ha  ig 
of  TV  channels  tl  tedi 
can  afford  to  blitz  viewers  with  ac  erv 
yet  more  of  their  owm  fare.  m 

Media  executives  insist  they  n©  i 
consolidate  to  compete,  and  they,  i 
argue  that  the  emergence  of  new 
over  the  past  tw^o  decades  rendenhqi 
current  FCC  limits  outmoded.  "The 
that  there's  a  scarcity  of  voices  ou  k 
there  just  doesn't  fly  anymore,  if  i  k . 
did,"  says  J.  Stewart  Bryan  III,  c 
Richmond-based  Media  General,  v^\ 
owTis  26  local  TV  stations  and  25  d 
newspapers. 

But  without  restraints,  media  C( 
nies  will  naturally  seek  the  largest 


men 


m 


Despite  100  channels  and  the  Web,  softer  ownersh  If 
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and  advertising  base  possible.  As 
)  by  the  wayside,  media  compa- 
11  be  combining  right  and  left. 
:  experts'  predictions:  Walt  Dis- 

i..,  parent  of  the  ABC  Network, 
/  to  gobble  up  ABC  affiliates  from 
:chwork  of  companies  that  owns 
)f  them,  including  Hearst- Argyle, 
>cripps,  and  The  McGraw-Hill 
nies  (owner  of  BusinessWeek). 

newspaper  companies  like  Media 
il  will  covet  more  broadcast  sta- 
1  the  cities  where  they  publish, 
apers  lust  after  TV  stations  to  re- 
i  the  readers  and  ads  they  have 
ising  to  the  airwaves  for  the  past 
cades.  Already,  due  to  a  regula- 
iception,  Media  General  owns  the 
Tribune,  the  city's  top  TV  sta- 
FLA,  and  the  city's 

Web  site,  Tampa 
nline.  Last  year,  it 
iin  $6.4  million  in 

revenues  by  sell- 
vertisers  multime- 
kages.  Other  news- 
companies  will  want 
to  repUcate  that 


wouldn't  squeeze  out  independent  pro- 
grammers with  in-house  shows.  But 
the  courts  figure  that  when  digital 
cable  can  boast  hundreds  of  chan- 
nels, that's  less  of  a  danger.  So 
Comcast  Corp.  was  able  to  buy 
the  No.  1  cable  operator,  AT&T 
Broadband.  Smaller  players 
such  as  Cox  Communica- 
tions Inc.  and  Charter 
Communications  Inc.  will 
also  want  to  bulk  up. 

As  media  companies 
start  jockeying  for  posi- 
tion, the  FCC  will  have  its 
work  cut  out  for  it.  The 
agency  will  have  to  examine 
cities  like  Miami,  where  Via- 
com's duopoly  enabled  it  to 


POWELL'S  VISION 

I      The  FCC  chairman  is  considering  lifting 
a  host  of  media  ownership  rules. 
It's  a  move  that  could  lead  to  a  wave  of  consolidation 


TODAY'S  RULE 


POST-DEREGULATION 


broadcast  net- 
too,  want  desper- 
0  own  more  TV  sta- 
Local  TV  stations 
ted  a  hefty  39% 
ow  margin  in  2000, 
rage,  according  to 
merchant  bank 
s  Suhler  Stevenson 
Dciates.  At  the  same 
he  big  three  net- 
have  lost  more 
alf  their  viewers 
quarter  of  their  ad- 
ng  to  cable  over  the 
ecade.  abc,  with  af- 
covering  only  24% 
nation's  TV  audi- 
vUl  do  the  most  ag- 
/e  shopping,  but  the 
networks  and  sta- 
•oups  will  surely 
big,  as  well, 
for  cable,  the  courts 
:o  agree  with  com- 
that  the  current 
miting  them  to  30% 
nation's  pay-TV 
!^  is  too  tight.  The 
as  meant  to  ensure 
ig  cable  operators 


TV  OWNERSHIP 


■  No  company  can  own  TV  stations 
reaching  more  than  35%  of  the 
nation's  TV  audience. 


■  Big  conglomerates  that  own 
broadcast  networks,  such  as  Viacom 
and  Walt  Disney,  could  gobble  up 
more  local  TV  stations  in  big  cities. 


CABLE  OWNERSHIP 


■  No  cable  company  can  own 
systems  serving  more  than  30%  of 
the  nation's  pay-TV  subscribers. 


■  In  light  of  the  Comcast/AT&T 
deal,  more  midsize  cable  compa- 
nies, such  as  Cox,  Cablevision,  and 
Charter,  will  likely  combine. 


BROADCAST  AND  CABLE  COMBINATIONS 


■  No  company  can  own  both 
broadcast  and  cable  operators. 


■  A  big  cable  company  like  Com- 
cast could  buy  a  media  giant  like 
Disney,  which  owns  ABC.  Or  Viacom 
could  buy  a  system  like  Cablevision. 


BROADCAST  AND  NEWSPAPER 


■  Newspapers  can't  own  TV  and 
radio  stations  in  the  same  market. 


■  Newspaper  companies,  wrestling 
with  slowing  growth,  will  grab 
lucrative  local  TV  stations  in  the 
cities  where  they  publish. 


LOCAL  TV 


■  No  company  can  own  two  of  the 
top  four  stations  in  the  same  market. 
Owning  a  second  station  requires  a 
market  with  at  least  eight  outlets. 


■  Big  groups,  such  as  Sinclair 
Broadcasting,  will  snap  up  more 
stations  in  cities  where  they  need 
scale  to  compete  against  cable 


add  the  new  UPN  news  show  to  the 
market.  But  since  it  uses  the  CBS  staff 
and  the  network's  deep  pockets  to 
help  produce  it,  does  it  really  offer  a 
different  voice  to  the  local  mix?  And 
regulators  will  have  to  consider  the 
growing  chorus  of  critics  who 
say  that  as  fewer  and  big- 
ger companies  dominate 
TV,  radio,  and  newspa- 
pers around  the  coun- 
try, other  smaller  out- 
lets don't  stand  a 
chance  against  their 
clout.  The  increased  di- 
versity theory  "is  a 
straw  man,"  charges  me- 
dia consultant  Larry  Irving, 
a  former  Clinton  Administra- 
tion official. 

Meanwhile,  media  con- 
solidation is  well  under 
way,  even  without  mas- 
sive deregulation:  In  2001, 
311  deals  valued  at  $113 
billion  were  announced, 
the  highest  amount  for 
any  industry.  Scale  is  the 
name  of  the  game.  Al- 
ready, the  big  three  net- 
works are  aligned  with 
conglomerates  led  by 
Disney,  Viacom,  and  Gen- 
eral Electric.  The  aol 
Time  Warner  merger  only 
raised  the  stakes  for  big- 
ness. If  the  Fcc's  rules 
evaporate  altogether,  "we 
would  be  trading  some 
greater  profitability. . .  in 
return  for  undercutting 
the  very  pillars  of  sepa- 
rate media  owniership  that 
our  democracy  is  built 
on,"  says  Gene  Kimmel- 
man,  co-director  of  Con- 
sumers Union. 

It's  up  to  regulators  to 
decide  whether  more  con- 
solidation will  hurt  the 
range  of  viewpoints  avail- 
able to  the  public.  But 
they  need  to  tread  care- 
fully. Once  gone,  an  inde- 
pendent press  and  media 
won't  be  easily  recreated. 


With  Tom  Lowry  in 
New  York  and  Ronald 
Grover  in  Los  Angeles 


ig   <-auic   ujjcitxuuio  KXrUUKr   III  LiUt 

les  will  put  the  major  outlets  in  Big  Media's  hands 
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Social  Issues 


EDUCATION 


DOES  UNIVERSAL 
PRESCHOOL  PAY? 

Support  for  the  idea  is  growing,  but  the  tab  will  be  high 


^vo  years  ago,  Vice-President  Al 
Gore  declared  that  if  elected  Pres- 
ident he  would  spend  $50  billion  a 
,'ear  to  offer  pre-kindergarten  to 
the  country's  8.3  million  three-  and  four- 
year-olds.  With  the  U.S.  at  war  and 
George  W.  Bush  in  the  White  House, 
odds  are  that  Uncle  Sam  won't  be  paying 
to  send  toddlers  to  school  just  yet. 

But  just  in  the  past  month,  early  child- 
hood education  has  suddenly  moved  to 
the  political  front  burner  again.  In  early 
April,  Bush  announced  that  his  Adminis- 
tration would  begin  integrating  early  lit- 
eracy skills  into  the  curriculum  of  Head 
Start,  the  federal  program  that  senses 
poor  children.  He  also  earmarked  $45 
million  for  research  into  the  most  effec- 
tive techniques  for  teaching  young  chil- 
dren. Senators  Edward  M.  Kennedy  CD- 
Mass.)  and  Gteorge  V.  Voino\ich  (R-Ohio), 
meanwhile,  want  to  parcel  out  $1  billion 
per  year  over  five  years  to  bolster  state 
education  programs  aimed  at  kids  from 
infancy  to  age  five. 


J'APPREMDS 

The  U.S.  is  behii! 
nations  such  "  '^'■ 
guarantees  a  iiee  euu 
its  three-  to  five-vear-oid; 


Their  goal:  to  accelerate  a  move  already 
under  way  in  the  states,  which  have 
more  than  doubled  their  pre-kindergarten 
spending  in  the  past  decade,  to  $1.7  bil- 
lion, according  to  the  Childi'en's  Defense 
Fund,  a  Washington  (D.  C.)  group.  State 
pre-K  programs  now  ser\'e  three-quar- 
ters of  a  million  children. 

The  idea  of  exposing  very  yoimg  chil- 
dren to  letters  and  numbers  has  been 
gaining  momentum  because  of  the  ongo- 
ing school-reform  movement.  As  experts 
search  for  ways  to  improve  kindergarten 
through  12th  grade  (K-12),  they  have  be- 
come increasingly  convinced  that  many 
kids  don't  stait  school  prepared  to  learn. 
This  \iew  has  been  bolstered  by  research 
shovving  that  children  absorb  many  basic 
cognitive  sldUs  between  the  ages  of  three 
and  five.  Transforming  day  care  into  pre- 
school takes  advantage  of  these  crucial 
years,  especially  for  poor  children,  who 
are  most  likely  to  fall  behind  in  school. 
"You  simply  can't  talk  about  closing  the 
achievement  gap  without  talking  about 
pre-K,"  says  Andrew 
Rotherham  of  the 
Progressive  PoUcy 
Institute,  a  centrist 
think  tank. 

Pi'oponents  point 
out  that  most  other 
developed  countries 
guarantee  an  educa- 
tion to  their  three-  to  five- 
year-olds.   France,   Bel- 
givmi,  and  Italy  provide 
free  preschool  to  everj'- 
one  in  this  age  group,  in- 
cluding immigrants,  who 
often  lag  other  children. 
"A  lot  of  children  [in  the 
U.  S.]  are  starting  school 

J  behind  their  peers,  and  in 
many  cases  they  never  catch 
up,"  says  Isabel  V.  Sawhill,  a 
senior  fellow  at  the  Brookings 
Institution. 
Most  of  the  hard  evidence 
demonstrates  that  poor  kids 
see  the  most  enduring  gains 
from  preschool.  Middle-class 


i-::A 


kids  who  attend  pre-K  show  higher  co^ 
nitive  skills,  including  math  and  languag  ^ 
abilities,  as  well  as  better  social  skill! 
says  a  1999  study  by  a  team  of  10  r( 
searchers  from  the  University  of  Nort  i^ 
Carolina  and  three  other  imiversities  ^w 
But  by  age  eight,  which  is  as  far  as  th  tof 
study  goes,  most  middle-class  kids  wit  ^.e. 
no  preschool  have  narrowed  the  gap.  A 
a  result,  it  isn't  clear  just  how  valuabl  if^w 
widespread  preschool  would  be  for  ever  t^t! 
American  toddler.  "The  data  on  hov 
much  kids  benefit  is  not  very  encoura§ 
ing,"  says  David  F.  Salisbury,  an  educj 
tion  expert  at  the  libertarian  Cato  Ir 
stitute,  which  opposes  publicly  funde^ 
pre-K. 

Nonetheless,  pre-K  is  gaining  popu 
larity  in  part  because  so  many  house 
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STARTING  SCHOOL 
AT  AGE  THREE 

Universal  preschool  education  is  on 
the  political  front  burner  again 

mmmmmmmmmmmmmmmmmmamaaaeii' 

NUMBER  OF  CHILDREN  There  are 
8.3  million  three-  to-  five-year-olds  in 
the  U.  S.,  many  of  whom  get  little 
formal  exposure  to  reading  or  numbers. 

COST  Preschool  would  run  $4,000  to 
$5,000  a  year  per  kid,  or  $33  billion  to 
$42  billion  if  every  child  were  enrolled 
in  a  voluntary  program.  Head  Start  costs 
roughly  $6,600  a  year. 


BENEFITS  Studies  show  that  early 
learning  helps  poor  children,  which 
experts  say  is  evidence  that  middle- 
class  kids  would  benefit  as  well, 
although  less  so.  Poor  three-  to-  five- 
year-olds  who  get  high-quality  basic  ed- 
ucation consistently  score  about  five 
percentage  points  higher  on  school  tests 
through  age  21  than  those  who  get  no 
early  schooling.  Only  30%  repeat  a 
grade,  vs.  56%  of  those  with  no  school- 
ing. And  some  35%  attend  college  by 
age  21,  vs.  14%  of  other  poor  kids. 

WHO'S  ON  THE  BANDWAGON  Presi- 
dent Bush  wants  to  spend  $45  million 
to  study  the  best  early-childhood 
teaching  techniques.  Senators  Kennedy 
and  Voinovich  have  proposed  a  $1  bil- 
lion-a-year  plan  to  fund  state  early 
education  programs  for  all  kids  under 
five.  The  Committee  for  Economic 
Development,  a  business  group,  is 
pushing  a  national  preschool  program 
for  all  three-  to  five-year-olds. 
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ember.  Most  centers  are  private,  and 
eir  quality  varies  widely.  A  recent 
udy  in  four  states  found  that  70%  pro- 
de  mediocre  care,  while  one  in  eight 
so  inadequate  as  to  actually  endanger 
ildren's  health  or  safety. 
Still,  the  hodgepodge  of  nursery 
hools  and  child  care  that  working  fam- 
es now  use  provides  a  platform  on 


which  a  more  comprehensive  preschool 
system  could  be  bmlt.  Rather  than  ex- 
panding K-12  schools  to  include  pre-K, 
existing  day-care  centers  could  be  up- 
graded, says  Walter  S.  Gilliam,  an  edu- 
cation expert  at  the  Yale  University 
Child  Study  Center.  Most  of  the  state 
initiatives  have  involved  improving  ex- 
isting programs  rather  than  attempting 
to  start  new  public  preschools.  Only  one 
state,  Georgia,  now  offers  universal  pre- 
K — but  only  to  four-year-olds. 

Another  key  building  block  for  early 
childhood  learning:  lifting  teacher  skills. 
Currently,  fewer  than  half  of  the  states 
have  minimum  requirements  for  instnic- 
tors  in  child-care  centers.  Low  salaries 
are  a  big  hurdle,  too:  Day-care  employees 
earn  about  $16,000  a  year,  often  less  than 


a  parking  lot  attendant.  The  result:  a 
30%-plus  annual  turnover  rate,  vs.  13% 
or  so  for  K-12  teachers,  who  are  paid 
more  than  twice  as  much.  A  universal 
preschool  system  would  make  more  mon- 
ey available  for  instructor  pay. 

The  point  on  which  there's  strong  con- 
sensus is  that  disadvantaged  kids  profit 
firom  early  learning.  As  it  is,  Head  Start 
serves  more  than  900,000  poor  three- 
and  four-year-olds.  But  the  part-day  pro- 
gram that  focuses  on  health  care  and  nu- 
trition along  with  education  is  chronical- 
ly underfunded.  The  $6.5  billion-a-year 
budget  means  it  can't  accommodate  three 
of  five  eligible  children.  But  those  who  do 
get  in  come  out  ahead.  Only  30%  of  four- 
year-olds  whose  mothers  are  on  welfare 
could  count  to  20  out  loud  or  write  their 
name  correctly,  according  to  an  Apr.  16 
study  of  kids  in  California,  Connecticut, 
and  Florida.  By  comparison,  53%  of  Head 
Start  children — a  comparable  demo- 
graphic group — could  count  to  20,  and 
66%  could  write  their  first  names. 

Programs  that  offer  more  education 
than  Head  Start  reap  even  better  re- 
sults. The  most  thorough  study,  called 
the  Carolina  Abecedarian  Project  (after 
the  ABCs),  followed  111  disadvantaged 
North  Carolina  kids  for  21  years.  Half 
were  enrolled  in  a  high-quaUty  educa- 
tional program  fi:*om  infancy  to  age  five, 
while  the  control  group  got  only  nutri- 
tional supplements.  All  the  children  at- 
tended comparable  public  schools  from 
kindergarten  on.  The  result:  Those  who 
attended  preschool  were  less  likely  to 
drop  out  of  school,  repeat  grades,  or 
bear  children  out  of  wedlock.  By  age  15, 
less  than  a  third  had  failed  a  grade, 
vs.  more  than  half  of  the  control  group. 
At  age  21,  the  preschoolers  were  more 
than  twice  as  likely  to  be  attending  a 
four-year  college. 

The  big  question  about  preschool,  of 
course,  is  where  to  find  the  money.  A 
universal  program  could  be  done  for  less 
than  Gore's  $50  billion  proposal.  But  it 
still  would  run  up  to  $42  billion  a  year, 
according  to  a  new  study  by  the  Com- 
mittee for  Economic  Development,  a 
New  York  City-based  group  of  blue-chip 
corporations.  The  price  tag  could  be  low- 
er if  some  of  the  cost  were  borne  by 
middle-class  families,  many  of  whom  al- 
ready are  paying  for  day  care. 

Still  to  be  debated  is  whether  pre- 
school is  the  best  use  of  public  funds  for 
kids  who  aren't  from  poor  families.  No 
one  has  done  a  cost-benefit  analysis  to 
see  if  middle-class  kids  would  be  helped 
more  by,  say,  extra  money  for  K-12 
schools  instead.  In  the  meantime,  though, 
it's  clear  that  as  long  as  learning  official- 
ly starts  only  in  kindergarten,  millions 
of  children  will  fall  behind  before  they 
even  reach  the  schooUiouse  door. 

By  Alexandra  StatT  in  Washington 
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High-speed  connections,  just  about  anywhere:  Wi 


ames  J.  Whitney  has  an  insatiable  appetite  for 
the  Net.  The  Chicago-based  consultant  travels 
three  days  a  week  with  two  laptops  in  tow. 
But  he  never  brings  along  any  cables  or  cords. 
Instead,  he  sniffs  out  wireless  networks  that 
let  him  connect  to  the  Web  at  wicked  speeds. 
For  $30  per  month,  he  can  check  his  e-mail 
before  boarding  at  Chicago's  O'Hare  Interna- 
tional Airport.  When  he  touches  down  in  San 
Francisco,  the  same  fee  covers  Net  access  at  the  Omni  Hotel. 
On  a  recent  visit  to  the  Bay  Area,  Whitney  parked  outside 
Moscone  Convention  Center,  logged  on  via  another 
untethered  Net  connection — this  time  for  free — and 
chatted  online  with  colleagues  in  Bangkok.  Even  at 
the  office,  he  rarely  uses  ^vires.  "Oftentimes,  a  jack 
isn't  convenient,"  says  Whitney,  an  info-tech  con- 
sultant with  Forsythe  Solutions  Group  Inc.  "It's  all 
about  freedom." 

How  does  he  do  it?  Whitney  is  one  of  2  million 
people  worldwide  using  a  new  kind  of  network  called 
Wu-eless  Fidelity,  or  Wi-Fi.  It's  nothing  like  the  mobile 
wii-eless  phone  systems  most  people  use,  which  still 
offer  rudimentary  Internet  connections  about  half  as 
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fast  as  today's  PC  modems.  W^-Fi  networks  can  hit  11  megabi  lebui 
a  second,  nearly  200  times  faster  than  a  dial-up  modem.  Tha  |>i,  t 
speedy  enough  to  handle  everything  fi"om  large  e-mail  attac  talii 
ments  to  videoconferencing,  provided  the  Wi-Fi  antenna  lysj 
connected  to  a  broadband  link  such  as  a  cable  modem.  The:  Des 
networks,  covering  just  a  few  thousand  square  feet  each,  a  tk 
increasingly  popular  in  homes.  And  they're  popping  up  l  |is 
the  thousands  at  "hot  spots"  in  offices,  hotels,  cafes,  and  parl<  tx 
Wi-Fi  is  spreading  fast.  By  next  year,  more  than  5.4  millic  'ion, 
people  worldwide  are  expected  to  use  the  technology  regula  tfs  ( 
ly,  according  to  researcher  Gartner  Group  Inc.  The  number  mr);. 
networks  available  to  Web  surfers  is  expected  1 1^ 
top  15,000  by  the  end  of  2003,  up  from  1,100  la  Ue 
year.  And  those  are  just  the  pubUc  networks.  s\i 
Consumers  and  companies  large  and  small  ai  \^'- 
deploying  hundreds  of  thousands  of  such  networks  ; 
sites  around  the  globe.  Microsoft  Corp.  is  fueling  tl-  pte 
movement  by  weaxdng  software  into  its  operatir 
systems  that  alerts  users  when  they  come  withi 
range  of  a  Wi-Fi  network.  Wireless  equipment  vei|[|,ij, 
dors  Cisco  Systems  Inc.  and  Agere  Systems  In 
have  made  Wi-Fi  innovation  a  top  priority.  An  ]. 
computer  makers  such  as  Apple,  Compaq,  and  De  ^ 


'Oks  like  a  communications  breakthrough 


I  re  building  Wi-Fi  radios  into  notebook  and  handheld  pes.  By 
!l  (X)4,  more  than  45  million  business  laptops — two-thirds  of  the 
c  )tal  in  use — ^will  be  Wi-Fi-capable.  "We're  seeing  it  explode," 

lys  Joe  Peterson,  a  general  manager  at  Microsoft. 
?:    Despite  its  startling  growth,  Wi-Fi  must  overcome  big 
i'lurdles  before  it  Uves  up  to  its  promise.  The  most  challeng- 
r|ig  is  security.  The  technology's  radio  signals  easily  penetrate 
t  le  waUs  of  businesses  and  homes  where  the  networks  reside: 
'rom  the  concourse  outside  the  American  Airhnes  Admi- 
al's  Club  at  O'Hare,  you  can  log  on  to  the  club's  Wi-Fi  net- 
work. And  the  limited  range  of  the  networks  means  they're 
vaUable  in  only  tiny  pockets,  mostly  in  major  cities.  Until  Wi- 
'i  networks  offer  better  security  and  far  more  extensive 
ervice,  their  use  will  be  limited  mostly  to  niche  groups  like 
lobile  professionals  and  tech  geeks. 

Wi-Fi  may  face  regulatory  obstacles  as  well.  Most  Wi-Fi 
ystems  operate  in  an  unregulated  portion  of  the  frequency 
pectrum  that's  used  by  cordless  phones,  baby  monitors,  and 
Bcrowave  ovens.  But  Sirius  Satellite  Radio  and  XM  Satellite 
wadio  Holdings  Inc.  have  asked  the  Federal  Communica- 
ions  Commission  to  clamp  down  on  the  technology,  claiming 
Vi-Fi  signals  interfere  with  their  broadcasts.  While  FCC 
'hairman  Michael  Powell  has  cautioned  that  Wi-Fi  could 


eventually  cause  a  "meltdown"  of  overtaxed  frequencies,  the 
commission  has  no  inunediate  plans  to  regulate  it.  Wi-Fi  is  a 
"resounding  success  story,"  says  Julius  E.  Knapp,  deputy 
chief  of  the  Fcc's  Office  of  Engineering  &  Technology. 

Indeed,  Wi-Fi  has  the  potential  to  reshape  the  workplace — 
and  dramatically  boost  productivity,  too.  Workers  can  take  lap- 
tops to  meetings,  the  cafeteria,  the  warehouse,  or  the  parking 
lot.  The  result:  Employees  with  access  to  Wi-Fi  stay  online  an 
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average  of  105  additional  minutes  a  day,  according  to  London- 
based  NOP  Research  Group.  Merrill  Lynch  &  Co.  is  sold  on 
the  idea.  The  investment  bank  now  deploys  Wi-Fi  at  every 
new  location  it  opens.  "It  untethers  employees  from  the 
desktop,"  says  Aron  Miodownik,  Meirill's  technology  strategy 
chief.  Better  yet,  Miodownik  says  Wi-Fi  has  made  his  group 
20%  more  productive.  "You're  making  real-time  decisions  by 
logging  on  to  the  Web  right  in  a  meeting,  rather  than  having 
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IfWi-Filiftsa 
worker's  output  by 
a  minute  or  two  a 
day,  says  Biren- 
baum,  "youVe  paid 
back  the  cost" 


to  hold  another  meeting  once  you  have  the  data,"  he  says. 
Wi-Fi's  early  appeal,  though,  was  about  as  far  from  Merrill 
suits  as  you  can  get.  Instead,  its  roots  are  steeped  in  coun- 
terculture. Think  Napster.  Think  hackers.  Some  Wi-Fi  afi- 
cionados hunt  down  unprotected  networks  that  anyone  can 
use  to  surf  the  Web  surreptitiously.  In  tech  havens  Uke  New 
York  and  Silicon  Valley,  these  laptop-toting  enthusiasts  put 
$50  antennas  into  their  computers  and  ride  around  town 
sniffing  out  corporate  networks.  They  then  post  maps  \vith 
the  locations  at  Web  sites  like  Freenetworks.org. 

Other  Wi-Fi  networks  have  been  built  much  like  an  old-fash- 
ioned barn-raising.  They  start  by  leasing  a  high-speed  phone  or 
cable  line,  which  can  cost  anywhere  from  $40  to  $200  a  month. 
They  plug  that  line  into  a  $175  wireless  base  station.  Tack  on 
a  $100  antenna,  and  anyone  within  a  few  himdred  feet  can  get 
online — all  they  need  is  a  computer  equipped  with  a  receiver 
card.  "People  need  to  be  shaken  out  of  the  mind-set  that  the 
only  ones  who  can  provide  communications  are  the  phone 
companies,"  says  Matt  Westei-velt,  co-founder  of  Seattle  Wire- 
less, an  early  community  network  gi-oup.  "We're  trying  to 
say  that  people  can  build  it  themselves, 
so  let  them  do  it"  (page  108). 

The  grassroots  movement  is  bringing 
speedy  Net  access  to  people  who 
wouldn't  get  high-speed  service  any 
other  way.  About  30  families  in  the  hiUs 
of  Sonoma  County,  Calif.,  Uve  too  far 
from  the  nearest  phone  switch  to  get  a 
high-speed  digital  subscriber  Une  con- 
nection. So  they're  building  one  them- 
selves. The  neighborhood  group  plans  to  lease  a  $200-a-month 
DSL  line  from  Sonic.net  Inc.,  an  Internet  service  provider  in  Se- 
bastopol,  five  miles  away.  Then  they'll  use  a  powerful  antenna 
to  shoot  that  signal  to  a  relay  on  a  hill  neai^  them  and  dov.Ti 
into  their  neighborhood,  creating  a  Wi-Fi  network  for  everyone 
to  share.  The  system  is  expected  to  be  up  and  running  by 
June.  "There  is  a  saying  that  people  don't  do  something  iinless 
it's  for  hope,  fear,  or  greed.  In  this  case,  it's  mostly  hope,"  says 
Peter  RoweU,  an  independent  software  consultant  vv^ho  lives  in 
the  area.  "It  has  brought  out  the  best  in  eveiyone." 

Wi-Fi  isn't  just  a  freebie  phenomenon.  Nearly  half  a  dozen 
carriers  such  as  Boingo,  hereUare  Communications,  and  iPass 
are  looking  to  cash  in  by  offering  paid  service.  Some  of  these 
companies,  like  WiFi  Metro,  operate  thefr  own  networks. 
Others,  like  Boingo,  are  consolidating  small,  independent  net- 
works into  nationwide  systems.  Boingo  users  pay  $75  a  month 
for  a  password  that  allows  them  to  tap  into  Wi-Fi  hot  spots 
around  the  country  (page  106).  Even  Starbucks  Corp.  is  get- 
ting in  on  the  act:  The  company  offers  Wi-Fi  access  in  600  of 

its  coffee  shops 
for  $30  a  month 
and  plans  to  roll 
the  service  out  to 
4,000  stores  by 
the  end  of  2003. 
All  of  this  gives  traditional  telephone  and  cable-TV  compa- 
nies the  jitters.  Wi-Fi  threatens  the  growth  of  dsl  and  cable- 
modem  service  because  it  allows  dozens  of  people  to  share  a 
single  hne.  While  some  small  isPs  like  Sonic.net  and  New 
York-based  Bway.net  allow  cUents  to  set  up  Wi-Fi  systems, 
wireless  community  networks  should  not  assume  they're 
liome  free.  Heavyweights  such  as  Verizon  Conmiunications 
Inc.  and  AT&T  Broadband  forbid  it  and  can  cut  off  customers 
who  share  their  connections  with  others. 

That  hasn't  happened  yet,  but  big  carriers  have  stalled  to 
cruise  the  streets  of  big  cities  monitoring  Wi-Fi  networks. 
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They've  found  a  surge  in  activity  during  the  past  two  month  » 
and  say  they  may  soon  get  tough  on  Wi-Fi  operators.  "We  ar  k  [ 
taking  it  seriously,"  says  Sarah  Eder,  a  spokeswoman  a  t* 
AT&T  Broadband  headquarters  in  Denver.  One  option:  charg  kSd 
ing  customers  for  how  much  they  use  the  network,  whic  linti 
would  make  connection-sharing  far  less  attractive.  '•  ^ 

Cell-phone  companies  should  be  looking  over  their  shoul  We ' 
ders,  too.  As  growth  in  voice  calling  slows,  carriers  an  {itii 
counting  on  Net-access  revenues  to  boom.  Cellular  kingpin  lion 
such  as  Verizon  Wireless  Inc.  and  Cingular  Wireless  ar(  ?titli 
spending  bilHons  on  licens- 
es and  equipment  for  next- 
generation  systems.  They 
want  to  cash  in  on  a  data 
market  that  researcher 
Sanford  C.  Bernstein  & 
Co.  projects  will  grow  to 
$5  bilhon  in  2003,  up  from 
$1.2  billion  this  year. 

Wi-Fi's  mini-Nets  could 
put  such  investments  at 
risk.  Hot  spots  are  much 
cheaper  to  build  than  3G 
wireless  phone  systems. 
Their  connection  speeds  are 
far  faster  than  anything 
the  cell-phone  companies 
will  offer  anytime  soon. 
And  while  they  aren't  as 
extensive  and  don't  offer 
the  mobility  of  cell-phone 
networks,  they  cover  a  lot 
of  public  places  like  air- 
ports and  hotels. 

Some  carriers  are  v\as- 
ing  up  to  the  threat.  Voice- 
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lows  users  to  plufj  a  single  I " 
speed  Internet  connection  /'!p 
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eve  it  could  dramatically  BOOST  PRODUCTIVITY 


ream  Wireless  Inc.  has  launched  its  own  Wi-Fi  system, 
lich  powers  networks  for  Starbucks  and  others.  "There  are 
ar  trends  that  we  can't  ignore,"  says  Cole  J.  Brodman, 
iceStream's  senior  vice-president  for  product  development, 
rint  Corp.  has  invested  in  Boingo.  And  within  a  year, 
&T  Wireless  plans  to  offer  Wi-Fi  as  a  complement  to  its 
)bile  voice  and  data  services.  For  example,  an  executive 
ght  use  her  cell  phone  to  check  headlines  while  she's  in  a 
0  on  the  way  to  the  airport.  But  to  surf  the  Web,  she 
ght  boot  up  her  laptop  at  the  airport  lounge  and  use  a 


faster  ^^^-Fi  connection.  "We  don't  see  Wi-Fi  as  so  much  of  a 
threat  as  an  opportunity,"  says  James  C.  Grams,  senior  vice- 
president  for  mobile  multimedia  services  at  AT&T  Wireless. 

The  biggest  opportunity  may  be  at  home.  By  2004,  some 
4.2  million  U.S.  homes  will  have  wireless  networks — mostly 
Wi-Fi — ^up  from  835,000  last  year,  according  to  researcher  In- 
ternational Data  Corp.  Why?  The  main  impetus  today  is  to 
share  a  Net  connection  among  family  members  and  get  online 
from  the  bedroom,  den,  or  kitchen  without  running  wires. 
Consumer-electronics  manufacturers  such  as  Sony  Corp.  and 
Philips  Electronics  are  planning  to  integrate  Wi-Fi  technolo- 
gy into  stereos  and  TVs  so  people  will  be  able  to  view  stream- 
ing video  or  listen  to  MP3  music  files  anywhere  in  the  house. 
One  of  those  who  already  has  a  Wi-Fi  network  installed  is 
Larsh  M.  Johnson,  chief  technical  officer  at  eMeter  Corp.,  a 
Redwood  City  (Calif.)  startup  that  provides  metering  servic- 
es to  utilities.  Johnson  says  he  often  checks  e-mail  in  the 
kitchen  and  books  flights  from  the  living  room  while  watching 
a  ball  game.  "It's  a  lot  easier  if  you  can  drag  your  laptop  to 
the  couch  and  hop  online,"  he  says. 

There's  plenty  of  Wi-Fi  opportimity 
at  work,  too.  Consider  Wells'  Dairy 
Inc.,  an  ice-cream  maker  in  Le  Mars, 
Iowa.  The  dairy  discovered  wireless 
by  accident  in  1999  when  a  sales  office 
needed  to  expand  its  computer  net- 
work to  accommodate  more  workers 
but  didn't  have  the  necessary  gear  on 
hand.  So  network  engineer  James  D. 
Kirby  sent  a  wireless  kit  to  the  sales- 
people, who  set  it  up  in  a  snap.  Now,  dozens  of  extra  work- 
ers can  access  the  company's  local-area  network.  Now,  every 
Wells'  office  is  equipped  with  Wi-Fi  networks,  which  serve 
900  employees — nearly  half  the  workforce.  Workers  carry 
their  laptops  everywhere,  and  even  printers  are  hooked  up 
wirelessly  to  the  network  and  placed  on  carts  that  can  be 
wheeled  to  different  locations.  "For  the  last  year  and  a 
half,  I  have  not  been  in  a  meeting  where  people  didn't 
have  their  laptops,"  Kirby  says.  Wireless  saves  Kirby's  staff 
up  to   10  hours  a  week  in  technical  support  time  be- 


SWEET  SAVINGS 

Kirby  set  up  Wi-Fi 
for  ice-cream 
maker  Wells' Dairy 
and  helped 
workers  save  time 
on  tech  support 
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expected  to 
i-Fi  service  by 
1  2004,  up 
30  today. 


AIRPORTS 

Wi-Fi  will  be  installed 
in  limited  areas  of 
nearly  150  airports 
worldwide  by  the 
end  of  this  year. 
That  number  should 
approach  300  by 
yearend  2004.  And 
at  least  25  of  those 
will  offer  Wi-Fi 
service  in  virtually 
every  concourse, 
gate,  and  lounge. 


Data:  Gartner  Group 


RESTAURANTS  AND 
COFFEE  SHOPS 

In  cities  like  Seattle 
and  San  Francisco, 
coffee  shops  offer  Wi- 
Fi  so  customers  can 
surf  the  Net  as  they 
sip  lattes.  Restau- 
rants are  expected  to 
build  12,000  nets  by 
yearend  2004,  up 
from  about  500  to- 
day. The  payoff: 
Customers  stay  longer 
and  spend  more. 


CORPORATIONS 

Business  users  in 
North  America 
currently  account  for 
nearly  90%  of  all 
Wi-Fi  users  world- 
wide. Some  two- 
thirds  of  the  world's 
1,000  biggest  com- 
panies are  expected 
to  use  Wi-Fi  networks 
by  yearend  2004,  up 
from  30%  today. 


SHOPPING  MALLS 

Gap  has  equipped  its 
stores  nationwide 
with  Wi-Fi  so  workers 
can  check  inventory 
or  verify  prices  from 
the  showroom  floor. 
By  2004,  the  nation's 
largest  malls  are  ex- 
pected to  install  near- 
ly 2,000  networks,  so 
customers  can  check 
e-mail  or  Web  sites 
while  they  shop. 
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cause  workers  don't  have  to  maintain  as  many  data  lines. 
That's  the  kind  of  story  Wi-Fi  equipment  makers  love  to 
hear.  Vendors  such  as  Cisco  and  Agere  are  selling  the  tech- 
nology as  a  way  for  corporations  to  cut  costs  and  boost  pro- 
ductivity. The  cost  of  wireless  gear,  installation,  and  support 
comes  to  about  $500  per  year,  or  $1  to  $2  a  day,  for  each  user, 
according  to  Cisco,  the  world's  largest  maker  of  viareless 
equipment  for  enterprises.  Assuming  the  average  corporate 
employee  costs  $100,000  to  $300,000  a  year  in  salary  and 
benefits,  a  company  can  recoup  its  $500  investment  by  squeez- 
ing just  a  few  extra  minutes  of  work  a  day  out  of  each  one, 
Cisco  says.  "If  you  believe  you  can  increase  an  employee's 
productivity  by  1  to  2  minutes  a  day,  you've  paid  back  the 
cost  of  wireless,"  says  Larry  Birenbaum,  general  manager  of 
Cisco's  Ethernet  Access  Group. 

Some  organizations  don't  believe  the  productivity  increase 
is  worth  the  security  risk.  At  Lavirence  Livermore  National 
Laboratory,  a  California  facility  for  developing  nuclear 
weapons,  a  handful  of  workers  started  using  Wi-Fi  gear 
without  authorization.  While  no  classified  information  was 
lost,  officials  at  the  lab  shut  it  down  for  fear  that  security 
would  be  compromised.  "The  technology  is  moving  faster 
than  our  ability  to  keep  up  with  it,"  says  Theodore  C.  Michels, 
acting  chief  information  officer  at  Livermore. 

Equipment  vendors  argue  that  Wi-Fi  is  becoming  secure 
enough  for  most  businesses.  Cisco,  Agere,  and  Symbol  Tech- 
nologies are  feverishly  building  systems  they  say  keep  the 
network  door  slammed  shut.  That  they  say  high-end  gear — 
used  by  corporations — now  comes  with  complicated  encryp- 
tion keys,  which  change  for  every  person  and  every  session, 

and  authentica- 
tion features  that 
only  let  in  users 
with  the  proper 
ID.  "We  truly  be- 
lieve that  securi- 
ty is  becoming  a  nonissue,"  says  Cisco's  Birenbaum. 

One  way  companies  can  squeeze  extra  minutes  from  em- 
ployees is  by  keeping  workers  busy  on  the  road.  Luxury 
hotels  that  cater  to  business  travelers  recognize  that  guests 
don't  care  much  for  pokey  dial-up  Internet  connections  in 
their  rooms.  Some  600  U.  S.  hotels  offer  vdreless  networks  to- 
day, a  number  that  Gartner  expects  will  grow  to  5,800  by 
yearend  2004.  In  chasing  business  travelers,  vvdreless  access 
provider  Wayport  Inc.  has  carved  a  niche  in  hotel-based  Wi- 
Fi.  It  serves  more  than  400  U.S.  hotels,  providing  the  cus- 
tomer support  and  taking  a  shce  of  the  revenue.  "Hotels 
are  coming  to  us  to  help  deploy  Wi-Fi  so  they  can  get  more 
heads  in  beds,"  says  Wayport  Chief  Executive  Dave  Vucina. 
Even  tiny  businesses  are  riding  the  wave.  Access  providers 
like  Surf  and  Sip  Network  and  WiFi  Metro  are  teaming  up 
with  shop  owners  to  offer  Wi-Fi  to  customers  in  cafes:  Gart- 
ner expects  12,000  of  these  coffee-shop  networks  by  yearend 
2004,  up  from  about  500  today  At  Dolores  Park  Cafe  in  San 
Francisco,  laptop-toting  patrons  surf  the  Net  while  slurping 
mango  smoothies.  The  service  attracts  telecommuters  with 
disposable  income,  says  owner  Rachel  Herbert.  And  they 
stay  longer.  Because  they  can  read  e-mail  while  dining,  cus- 
tomers who  once  spent  $5  for  a  quick  lunch  are  sticking 
around  and  dropping  $10.  Wi-Fi  has  boosted  sales  by  3%, 
Herbert  says — "a  nice  added  bonus  at  the  end  of  the  month." 
For  many  users,  the  Wi-Fi  movement  is  bringing  bonus 
value  all  month  long.  Businesses  from  the  quaint  Dolores  Cafe 
to  the  17-story  Omni  San  Francisco  realize  Wi-Fi  can  captivate 
new  customers  and  boost  revenues.  They  know  the  technology 
can  win  over  everyone  from  high-tech  homebodies  to  itinerant 
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execs  like  James  Whitney.  "I  want  to  be  work-enabled 
matter  where  I  am,"  Whitney  says.  That  means  connecting 
Wi-Fi,  the  method  of  choice  for  Net  nomads  everywhere. 

By^  Roger  O.  Crockett  in  Chicago,  ivith  Heather  Gre 
in  New  York,  Andy  Reinhardt  in  Paris,  and  Jay  Gree 
in  Seattle 


WI-F1 101 


Tfierc  are  two  uai/s  into  Wi-Fi  World.  The  firsl  is  to 
build  your  own  system,  uhich  costs  Just  a  feu-  hundred 
dollars  and  is  no  more  complicated  than,  say  program 
m  in  (J  your  VCR  or  assembling  a  child's  bicycle.  It's  not 
a  trivial  exercise,  but  with  a  little  diligence,  it  can  be 
done.  Tfie  other  option  is  to  subscribe  to  a  serrice. 


HOW  TO  SET  UP  A  HOMEMADE  WI-FI  NETWORK 


DGET  A  HIGH-SPEED  CONNECTION  You'll 
need  fast  Internet  access,  such  as  DSL  or  a 
cable  modem.  Since  you  will  be  sharing  the 
line,  and  potentially  the  cost,  with  other 
users,  spring  for  a  high-end  offering  that  costs  about 
$70  a  month  and  is  at  least  20  times  as  fast  as  a  reg- 
ular 56K  modem. 

BBUY  A  BASE  STATION  Plug  the  DSL  or  ca- 
ble modem  into  a  Wi-Fi  base  station,  which 
is  available  at  computer  retailers  for  about 
$175.  The  base  station  is  a  radio  that  cre- 
ates a  high-speed,  two-way  wireless  connection  with 
computers  within  a  few  hundred  feet. 

BBUY  ANTENNAS  To  connect  to  the  Wi-Fi  netl 
work,  each  computer  must  be  equipped  with 
an  antenna  that  slips  into  a  PC  slot  on  its 
side.  They  are  available  from  computer  stores] 
for  as  little  as  $50. 

B  INSTALL  THE  SOFTWARE  The  software  that| 
comes  with  your  antenna  lets  you  connect  to 
the  network.  If  you  travel  with  your  laptop,  it 
allows  you  to  link  for  free  to  thousands  of 
other  Wi-Fi  nets  that  are  popping  up  in  offices,  homes,] 
and  cafes.  You'll  also  be  able  to  tap  into  commercial 
networks  for  about  $5  a  day. 


HOW  TO  BUY  WI-FI  SERVICE  FROM  A  COMPANY 


BUY  A  Wl^l  ANTENNA  These  are  identical 
to  antennas  used  in  homemade  networks.  Pof 
one  into  your  PC  slot,  and  you  can  access 
thousands  of  Wi-Fi  networks  in  hotels,  air- 
and  cafes  worldwide. 


ports, 


SELECT  A  COIMPANY  Options  include 
VoiceStream  Wireless,  which  has  a  network 
of  thousands  of  Wi-Fi  hot  spots,  many  in 
Starbucks  coffee  shops.  Other  services  in- 
clude Boingo,  hereUare,  and  WiFi  Metro,  which  cost 
between  $20  and  $75  monthly. 
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Sacagawea:  interpreter,  scout,  lead  manager. 


ack  when  the  Pacific  was  a  distant  dream  and 
le  lands  between  it  and  the  Mississippi  were  an 
'ncharted  wilderness,  Sacagawea  led  Lewis  and 
I'lark  through  the  Louisiana  Purchase  to  the 
past  of  Oregon.  She  was  the  one  who  read  the 
gns.  Spoke  the  language.  Understood  the 
eople.  Knew  the  territory. 


Our  territory  is  the  capital  markets,  and  no  one  is 
better  at  guiding  clients  through  it.  •  We  were  the 
top-performing  bookrunner  of  200 L^  •  Guided 
clients  on  deals  valued  in  excess  of  $20  billion. 
•  And  maintained  our  #1  ranking  in  after-deal 
IPO  support.  '  When  you  set  out  to  conquer  new 
territory,  take  the  right  guide  to  lead  the  way. 


Guides  for  the  journey.'     JIT^  bflilCOrP 

Piper  Jaffray® 
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IN  HOT  PURSUIT 
OF  THE  WI-FI  WAVE 

Can  Boingo  Wireless,  from  the  founder  of  EarthLink,  turn  hot  spots  into  money? 

f 
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ror  Sky  Dayton,  it  seems  the  surf  is  always  up— 
whether  on  the  beach  or  on  the  Internet.  Dayton  helped 
pioneer  the  Web  in  1994  when  he  started  EarthLink 
Inc.,  now  the  third-largest  Internet  serxnce  pro\ader. 
And  five  years  ago,  he  learned  to  ride  the  waves.  "He  took  the 
sport  up  Ndth  a  vengeance,"  says  business  partner  Jake 
Winebaum,  a  former  Walt  Disney  Co.  exec.  "He's  as  intense 
and  fearless  in  surfing  as  he  is  in  business."  Da^lon,  30,  often 
works  firom  8  a.m.  to  midnight — ^yet  still  breaks  off  when  the 

surf  gets  gnarly 
in  Malibu. 

He'll  need  all 
the  intensity  he 
can  get  as  he 
tries  to  build  a 
business  on  Wi-Fi,  short  for  wireless  fideUty.  Four  months 
ago,  Dayton  stalled  his  new  company,  Boingo  Wireless  Inc., 
to  capitalize  on  the  sKce  of  ^^^reless  spectrum  that  allows  peo- 
ple to  tap  into  the  Net  from  anywhere  to  retrieve  e-mail  and 
surf  the  Web  at  lightning  speed. 

He  launched  Boingo's  Net  access  service  on  Jan.  21,  charg- 
ing from  $7.95  for  one  day  of  use 
to  $74.95  for  a  month.  Boingo 
software  on  notebook  computers 
lets  you  easily  connect  to  the 
Web  when  you're  within  range 
of  a  Wi-Fi  hub.  The  Santa  Moni- 
ca (Calif.)-based  company  is  forg- 
ing deals  with  dozens  of  opera- 
tors of  local  Wi-Fi  hot  spots  in 
hotels,  airports,  and  elsewhere 
to  create  a  natiomAide  net.  The 
company  splits  the  proceeds  with 
the  network  operators. 

For  Boingo  to  live  up  to  its 
buzz  as  the  most  promising 
startup  in  the  Wi-Fi  world,  Day- 
ton needs  to  Avin  over  a  host  of 
partners.  He  has  an  audacious 
plan  to  boost  the  number  of  hot 
spots  that  can  be  reached 
through  Boingo  from  about  500 
today  to  5,000  by  yearend.  Ex- 
panding Boingo's  reach  will  help 
bring  in  the  second  set  of  part- 
ners he  needs:  big  phone  com- 
panies and  Internet  service 
providers,  which  are  expected  to 
bundle  Wi-Fi  with  cell-phone  or 
Net-access  plans.  So  far,  Boingo 
has  a  deal  with  only  one  major 
telco.  Sprint  Corp.,  which  pro- 
vided some  of  Boingo's  $15  mil- 
lion in  startup  capital.  Mean- 
while, Dayton  faces  competition 
from  the  Kkes  of  Joltage,  a  New- 
York  startup  that  launched  Wi-Fi 
service  on  Mar.  22.  Dayton's 
EarthLink  pedigi-ee  may  have 
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SKY  DYLAN  DAYTON 


BORN  Aug.  8,  1971,  in  New  York. 

UPBRINGING  His  father,  Wendell,  a  sculptor, 
and  mother,  Alice,  a  poet,  lived  in  a  bare-bones 
Bowery  loft  before  moving  to  L.A.  when  Dayton 
was  a  toddler.  They  encouraged  him  to  fear- 
lessly pursue  his  interests. 

EDUCATION  In  1988,  he  graduated  from 
the  Delphian  boarding  school  in  Sheridan, 
Ore.,  which  uses  teaching  methods  based  on 
Scientology. 

FIRST  JOB  Shortly  after  high  school,  he  opened 
a  coffee  shop  in  L.A.,  Cafe  Mocha,  instead  of  go- 
ing to  college.  "Being  an  entrepreneur  is  like  get- 
ting several  MBAs,"  he  says. 

FAMILY  Married  to  Arwen,  a  science-fiction  nov- 
elist, author  of  Resurrection  and  Sovereign's 
Hold.  They  have  one  son,  Finnius  Alexander,  14 
months,  and  a  second  child  is  due  in  May. 


given  him  a  head  start  in  the  race,  but  it  doesn't  guarar 
he'U  win.  "Boingo's  not  a  slam  dunk,"  says  Hmothy  P.  Baji 
a  consultant  with  market  researcher  Creative  Strategies 
Luckily  for  Dayton,  his  track  record  at  EarthLink  la 
him  meetings  with  just  about  any  potential  partner.  In 
cember,  Dajlon  inked  an  alliance  with  Wayport  Inc., 
Austin  (Tex.)  company  that  had  already  built  more  than 
Wi-Fi  systems  in  Hilton  hotels  and  other  public  places, 
pitch:  The  two  could  grow  the  Wi-Fi  market  faster  toget 
than  alone.  "Sky  has  proven  himself  before,  and  he  le: 
credibility  to  Wi-Fi,"  says  Wayport  ceo  Dave  Vuciaa. 

The  way  Dajlon  sees  it,  his  confidence  as  an  entrepren 
is  a  reflection  of  his  free-spirited  upbringing  near  Los  An 
les.  His  mother,  a  poet,  and  father,  a  sculptor,  encouraged  1 
to  pursue  his  passions.  When  they  discovered  him  draw 
aiiplanes  on  his  bedroom  wall  as  a  toddler,  they  didn't  yell 
him.  Instead,  they  urged  him  on.  "I  ended  up  with  a  huge 
plane  mural,"  Dajlon  says.  He  also  was  raised  a  Scientolog 
which,  he  says,  "teaches  you  how  to  shed  baggage  in  your 
and  see  the  big  picture." 

Although  Dayton  inherited  the  laid-back  manner  of 

bohemian  parents,  he  always  1 
a  competitive  streak.  "He  us 
to  race  on  skateboards  and  pi 
racquetball,  and  he'd  work  hi 
self  so  hard  he'd  pass  out  ti 
ing  to  win,"  recalls  school  { 
Adam  Walker,  now  president 
DoUarWorks  Inc.,  a  consumer 
nance  company.  Dayton  grad 
ated  from  high  school  at  17  a 
decided  to  forgo  college  to 
his  hand  at  business.  "Being 
entrepreneur  is  like  getting  se 
eral  mbas,"  says  Dayton.  Ju 
two  years  out  of  high  school, 
started  a  coffeehouse  and  grap 
ic-design  firm — both  successful- 
before  launching  EarthLink 

He  might  have  benefited  frx) 
some  schooling  in  business  b 
sics.  E Companies,  the  starti 
incubator  he  founded  in  19i 
with  Winebaum,  failed  to  tui 
out  hits  from  the  10  or  so  con 
panies  it  launched  with  a  tot. 
of  $20  million.  It's  now  a  hoi 
company  for  four  surviving  o 
spring,  including  Boingo.  Da; 
ton  admits  eCompanies  thre'| 
money  at  half-baked  ideai 
"What  I  learned  is  that  just  be 
cause  you  have  a  great  ides 
that  doesn't  mean  the  world' 
ready  for  it,"  he  says.  We'll  soo 
find  out  if  the  world  is  read 
for  Boingo. 

By  Arlene  Weintrau 
in  Santa  Monica,  Cal% 
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YOU  SAY  YOU  WANT 

A  WIRELESS  REVOLUTION? 

Grassroots  groups  see  bandwidth  for  the  taking.  Funny,  but  the  Net  providers  don't 


Juan  Carlos  Sobrino  isn't  your  typical  rebel.  The  New 
Yorker  lives  a  quiet  life  in  Lower  Manhattan  with  his 
wife  and  eight-month-old  daughter.  But  18  months  ago, 
he  and  a  bunch  of  friends  who  were  hanging  out  in  a 
local  cafe  after  being  laid  off  at  dot-coms  decided  it  would  be 
fun  to  set  up  a  wireless  network  using  the  new  Wi-Fi  stan- 
dard that  was  getting  a  lot  of  buzz  in  tech  circles.  Sobrino  put 
an  antenna  on  the  second  floor  of  his 
apartment  building  and  pointed  it  at 
the  cafe  300  feet  down  the  block. 

Now,  dozens  of  his  ftiends  enjoy 
high-speed  Internet  access  all  day 
long — for  free.  Only  Sobrino  pays. 
He  ponies  up  the  $80  monthly  fee 
for  a  high-speed  Net  connection  in- 
stalled in  his  home  that  makes  it 
possible  for  everyone  to  get  online — 
unbeknownst  to  his  carrier.  "It's 
neat,  hke  the  Web  when  it  was  just 
a  small  group  of  people,"  says 
Sobrino,  31,  who  is  now  a  tech  con- 
sultant. "And  it  circumvents  that 
whole  group  of  people  who  are 
charging  for  connectivity." 

Sobrino  isn't  plastering  billboards 
with  "Free  the  Wireless  Web"  slo- 
gans— ^yet.  But  he  is  part  of  a  grass- 
roots movement  of  techies,  social  activists,  and  suburban- 
ites that  is  sweeping  the  airwaves  from  Leesburg,  Va.,  to 
Laramie,  Wyo.  No  one  knows  exactly  how  many  people  are 
piping  into  Wi-Fi  for  free,  but  75  U.  S.  community  wireless 
networks  are  listed  onKne,  up  from  25  late  last  year. 

Wi-Fi  is  populist  technology — simple  to  install  and  inex- 
pensive. Off-the- 
shelf  equipment 
and  the  Wi-Fi 
radio  band,  a 
piece  of  spec- 
trum where  any- 
one can  transmit  wireless  signals  for  free,  make  it  easy  to  set 
up  a  network — costing  as  little  as  $250 — that  scores  of  others 
can  use.  And  there's  no  Umit  to  the  home  brew  techniques 
used  to  cut  even  those  minor  costs.  People  have  fashioned  an- 
tennas out  of  Pringles  cans,  while  others  have  strapped  lap- 


Special  Report 


WIRELESS     INTERNET 


tops  \\dth  antennas  to  the  handlebars  of  bikes  and  roan" 
Manhattan  looking  for  Wi-Fi  hot  spots.  In  San  Francisco 
small  group  of  techies  is  setting  up  high-powered  homema 
antennas  on  20  mountaintops  that  will  provide  free  or  low- 
wireless  connections  throughout  the  Bay  Area. 

For  many,  the  technology  takes  a  backseat  to  politics.  T 
founders  of  the  year-old  NYCwireless  network,  for  example, 

civic-minded.  The  nonprofit  organi 
tion  wants  to  provide  free,  high-spe 
wireless  Net  access  in  local  pari 
At  the  other  end  of  the  spectrum 
18-month-old  Seattle  Wireless,  an 
archist  bunch  that  wants  to  wre 
control  from  the  telcos  and  mec 
companies.  The  group  is  creating 
independent  local  wireless  netwo: 
carrying  e-maU,  chat  sites,  and  so^ 
phone  calls.  "We're  saying  the 
way  of  building  networks  isn't  t 
way  it  has  to  go,"  says  Seattle  Wii 
less  co-founder  Matt  Westervelt 

That  attitude  is  putting  the  gras 
roots  networks  on  a  coUision  cour 
with  cable  companies  and  teleco 
carriers.  While  many  groups  beUe 
it  makes  sense  to  share  bandwid 
no  one  is  using,  the  practice  violat' 
some  broadband  service  contract 
Verizon,  AT&T  Broadband,  and  Cor 
cast  say  sharing  bandwidth  outside 
the  home  is  piracy.  So  far,  Sobrir 
hasn't  had  any  run-ins  with  his  ser 
ice  provider. 

StiU,  the  grassroots  networks  ha\ 
side.  The  Federal  Communicatior 
Commission  says  it  has  no  plans  to  regulate  the  technolog 
And  some  small  broadband  providers,  including  New  Yorl 
based  Bway.Net  Inc.,  hope  to  attract  more  subscribers  by  o 
fering  contracts  that  allow  people  to  share  their  DSL  or  cabli 
modem  service.  And  then  there  are  people  like  Sobrino,  wh 
simply  want  to  spread  the  free  vdreless  gospel.  "I  like  thj 
we  let  other  people  use  the  bandwidth,"  he  says.  Wi-Fi  pai 
tisans  worldwide  feel  the  same  way. 

By  Heather  Green  in  New  Yor 


SURF  cin 

One  New  York 
group  is  aiming 
for  free  Net  access 
in  local  parks 

a  few  forces  on  their 


IT  TAKES 
A  COMMUNITY 

Wireless  netivorks  are  catch- 
ing fire.  Tliese  are  being  set 
up  by  grassroots  groups  that 
want  to  get  on  the  Net  by 
sharing  local  connections. 
He  res  a  sampling: 


THE  ALTRUISTS 

NYCwireless,  started  last 
May,  wants  to  make  wire- 
less access  to  the  Net  as 
broadly  available  as  elec- 
tricity. As  a  registered 
nonprofit,  NYCwireless  is 
working  with  businesses 
and  city  parks  to  set  up 
wireless  public  hot  spots 
that  any  New  Yorker  can 
use  for  free. 


THE  ANARCHISTS 

Since  September,  2000, 
Seattle  Wireless,  a  group 
of  400  engineers  and 
other  techies,  has  been 
trying  to  reduce  the 
stranglehold  of  telecom 
and  cable  companies. 
How?  By  creating  a  met- 
ropolitan-area Wi-Fi  net- 
work that  people  can  use 
for  free. 


THE  EDUCATORS 

The  Bay  Area  Wireless 
Users  Group,  was  formed 
in  December,  2000,  as  a 
clearinghouse  for  Wi-Fi 
issues.  Now,  the  group  is 
setting  up  antennas  on 
mountaintops  in  the  Bay 
Area  to  show  that  Wi-Fi 
can  cover  a  large  area  at 
minimal  cost,  in  this 
case  about  $40,000. 
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Mobile,  Alabama  grew  so  fast  it  needed  to  streamline  city 

services.  A  Xerox  outsourcing  team  put  all  their  documents 

online,  boosting  efficiency  and  lowering  costs. 

There's  a  new  way  to  look  at  it. 


.earn  more:  www.xerox.com/learn  For  a  sales  rep:  1-800-ASK-XEROX  ext.  LEARN 

?002  XEROX  CORPORATION  All  rights  reserved  XEROX.*The  Document  Company*  and  There's  a  new  way  to  look  at  it  are  trademarks  of  XEROX  CORPORATION 
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WHEN  NEARLY  HALF  THE  FORTUNE'  1000  ARE  YOUR  CLIENTS.  YOU  TEND  TO  STAND  OUT. 


When  leading  companies  need  a  wireless  partner  to  keep 
things  moving,  they  turn  to  us.  With  over  20  million  subscribers 
nationwide,  it's  no  wonder  that  businesses  rely  on  Cingular 
to  provide  services  such  as  business  calling  plans,  corporate 
e-mail,  interactive  messaging,  and  CRM  solutions.  Maybe  it's 


time  you  noticed  the  shape  business  is  taking  to  express  itself. 
Give  us  a  call  at  1-866-281-7551,  or  visit  us  on  the  internet  at 
www.cingularcom/business.  Also,  feel  free  to  download  our 
"orange"  paper.  Executive  Guide  to  Enterprise-Wide  Wireless 
Data  Strategies,  when  you  visit  our  website. 

Xcinqular- 
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A  World  of  Opportunity 
Outside  the  U.S. 

Foreign  markets  hold  bargains-maybe  the  best  in  30  years 


BY  LEWIS  BRAHAM 


z 
o 


o 
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For  the  past  decade,  investors  have  had  lit- 
tle reason  to  buy  stocks  of  non-U.  S.  com- 
panies. During  the  bull  market,  far  more 
money  could  be  made  at  home,  and  when 
the  bears  took  hold,  most  foreign  markets 
fell  victim,  too.  But  the  next  decade  could 
be  quite  different.  Stock  valuations  in  most 
foreign  markets  are  now  significantly  lower  than 
in  the  U.  S.  and  earnings  potential  is  often  just  as 
good  abroad  as  it  is  at  home.  Any 
weakness  in  the  long-strong  U.  S.  dollar 
will  make  nondollar  investments  all  the 
more  rewarding. 

Sure,  foreign  stocks  have  been  cheap- 
er than  U.S.  equities  for  a  long  time, 
but  now  the  valuation  gap  is  extreme. 
As  of  Mar.  31,  the  Standard  &  Poor's 
500-stock  index  had  a  trailing  one-year  average 
price-to-eamings  ratio  of  27.4  (excluding  write- 
offs), vs.  18.1  for  the  20  major  foreign  markets 
tracked  by  the  MSCI  Europe,  Australasia,  and  the 
Far  East  ex-Japan  Index.  {BusinessWeek  excludes 
Japan  because  of  its  11-year  economic  malaise 
and  extremely  depressed  earnings.) 


Think  of  it  this  wj  rray, 
Non-U.  S.  stocks  sell  Eria 
a  34%  discoimt  to  U.  \:m 
stocks.  During  t  »ie 
1990s,  the  discount  a  Gfrm 
eraged  9%;  in  the  198(  nan 
foreign  markets  trad(  -m 
at  a  6%  premium  to  t)  ir.v  h 
U.  S.  "Foreign  marke  "t  im 
are  the  cheapest  I^  Epaa 
seen  them  relative  jgge 
the  U.S.  in  30  years  it ti 
says  Ben  Inker,  direct  lii 
of  asset  allocation  i  s  res 
Grantham,  Mayo,  Vj  iden 

Otterloo  (gmo),  a  Bostc  tre 

money-management  firm.  Nor  is  the  valuatit  c 
gap  much  smaller  looking  ahead.  GMO's  estimate  k  1 
2002  operating  p-e  for  the  s&P  500  is  25.4;  f(KS 
MSCI  EAFE  ex-Japan,  it  is  17.2 — a  32%  discount  enbi 
Investors  have  long  felt  that  foreign  comp.'*OT( 
nies  deserved  lower  valuations  because  their  eaninot 
ings  growth  was  slower  and  less  consistent.  lime  The 
have  changed.  "A  couple  of  years  ago  you  coul  t! 
look  at  U.  S.  companies  and  say,  Wow,  the  ean  i 
ings  are  great!'"  says  Steven  Bleiberiarke 
chairman  of  global  equity  strategy  i  ir. 
Credit  Suisse  Asset  Management  iin 
New  York.  "But  the  U.S.  premium  ii. 
earnings  growth  has  largely  evaporated  y 
Indeed,  return  on  equity,  an  impoi^nt 
tant  measure  of  corporate  profitabiht; »" 
shows  foreign  companies  closing  th  ve 
gap.  During  the  1990s,  ROE  on  the  s&P  50inh 
peaked  at  17.3%,  but  it  has  fallen  to  13.9%.  Foi  t 
eign  ROE  went  up  and  dowTi,  too,  to  a  lesser  d«  i 
gree,  and  it's  now  12.9%.  Historically,  the  gap  i  «re' 
these  numbers  has  been  wide.  Since  1974,  s&  - 
500  stocks  have  averaged  a  14.1%  roe,  vs.  11.1^  t 
for  the  MSCI  EAFE  ex-Japan  index. 


I 
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There's  still  a  case  to  be  made  for  U.  S.  stocks. 

•oponents  argue  that  earnings  here  are  at  re- 

ssion  lows  and  will  come  back  strongly,  thanks 
the  Federal  Reserve's  aggressive  interest- 

te  cuts.  This  may  be  so  in  the  short  run.  "The 

S.  will  have  a  temporary  pop  from  the  rate 

ts,  but  that  will  cause  inflation  to  rise,  which  is 

d  for  equity  markets  in  the  long  term,"  says 
gar  van  Tuyll,  global  strategist  at  Pictet,  a 

bneva-based  money-management  firm.  Thus, 

,n  Tuyll  is  underweighting  U.S.  stocks  and 

erweighting  Europe.  "Europe  has  less  inflation 

ik  because  it  was  less  aggressive  in  lowering 

tes,  which  are  now  3.25%,  vs.  the  U.  S.'s 

^5%,"  he  says.  The  higher  European  rates  also 

ow  more  leeway  to  ramp  up  future  growth 

th  rate  cuts. 

Where  are  the  best  foreign  opportunities?  In 
Ifcent  months,  the  strongest  rallies  have  been  in 

lerging-market  stocks,  which  sport  the  cheap- 

t  valuations  in  the  world  (page  114).  These 

lude  many  Asian,  Latin  American,  and  East- 

ti  European  nations.  Developed  nations  are 
^,0  attractive.  Stocks  in  Italy,  Spain,  and  Britain 
■ve  average  p-e's  of  16.8,  17.7,  and  19.3,  re- 

ectively.  Smaller  markets  such  as  Austria, 
1  brw^ay,  and  Ireland  trade  at  p-e's  of  below  15. 

i..ustria  is  our  favorite,"  says  Inker.  "It's  cheap, 
'.  [5  ignored,  and  its  companies  are  well-run.  We 
ti  50  like  Norw'ay,  Gennany,  and  Australia." 
a  [Germany's  trailing  21.4  p-e  is  somewhat  high- 
ill  than  those  of  other  European  countries,  but 
i(l  earnings  are  understated.  That's  because  Gter- 
tl  my  had  a  maximum  capital-gains  tax  rate  of 
e  %  until  January.  To  avoid  the  tax,  German 
'Umpanies  tend  to  undervalue  their  assets  and 

'  aggerate  liabilities, 
^lith  the  tax  gone,  they 
ti  11  likely  do  some  seri- 

s  restructuring.  "The 
'iliden  value  locked  up 
:<  the  German  economy 
i(  considerable,"  says 
:( [irk  Tinker,  a  global  eq- 
fii;y  strategist  at  Com- 
1  ^rzbank    in    London. 

low  companies  can  sell 
noncore  businesses." 

The  situation  is  ex- 

tly  the  opposite  in  the 
S.,  where  the  stock 

arket  rewarded  com- 

nies  that  overstated 

rnings  and  understat- 
liabilities.  "The  coun- 

/  that  uses  stock  op- 

ms  to  compensate  its 

ecutives  most  aggres- 

/ely  is  the  U.  S.,"  says 

rah  Ketterer,  manager 
the  Causeway  Inter- 

tional  Value  Fund.  "So 

ere's  a  temptation  to 

erstate    earnings    to 

t  the  stock  price  up. 

le  accounting  in  other 


Foreign  Companies  Are  Cheaper... 
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countries  tends  to  be  more  conservative." 
Some  global  investors  take  a  bottoms-up  ap- 
proach: They  buy  the  stocks,  not  the  market. 
Michael  Welsh,  portfolio  manager  of  Oakmark 
International  Fund,  thinks  Continental  banks 
are  attractive.  "Europe's  banks  are  about  25% 
cheaper  than  U.S.  ones,"  he  says.  "And  their 
growth  prospects  are  better  because  the  Euro- 
pean financial-services  industry  is  less  devel- 
oped, and  banks  there  are  beginning  to  restruc- 
ture." His  favorites  include  Italy's  Banca 
Popolare  di  Verona,  Banque  Nationale  de  Paris, 
and  Sweden's  Svenska  Handelsbanken. 

The  best  values  are  in  small  to  nudsize  com- 
panies. "You  find  more  opportunities  as  you  move 
down  the  capitalization  ladder,"  says  Ketterer. 
"There's  a  big  valuation  gap  between  mid-cap 
stocks  in  the  $2  bilUon  to  $10  billion  range  and 
large  stocks  above  $10  billion."  That's  because 
many  global  money  managers  want  to  own  big 
liquid  stocks,  while  small-caps  tend  to  be  locally 
owned.  Such  ownership  makes  small-caps  bet- 
ter diversifiers  for  U.S.  investors,  as  they  re- 
spond more  to  local  rather  than  global  trends. 

Smaller  companies  also  tend  to  be  better  run 
than  larger  companies,  as  management  often  has 
a  big  personal  stake  in  the  business.  In  Japan, 
for  instance,  "small  companies  tend  to  be  of  a 
better  quality  and  more  focused"  than  antiquat- 
ed behemoths,  which  are  saddled  with  too  much 
debt  and  money-losing  subsidiaries,  says  HSBC 
Securities  equity  strategist  Gary  Evans.  Oak- 
mark's  Welsh  counts  Meitec,  a  Japanese  tempo- 
rary employment  company  with  a  $1.1  biUion 
market  cap,  among  his  top  10  holdings.  "The 
company  is  run  by  smart  people  who  do  share 

buybacks  and  focus  on  fi- 
nancial returns,"  he  says. 
"That's  relatively  imcom- 
mon  in  big  Japanese 
stocks." 

The  Japanese  market 
itself  remains  a  giant 
question  mark.  "Most 
Japanese  executives  con- 
tinue to  be  indifferent  to 
shareholders  after  an  11- 
year  bear  market,"  says 
Gilman  Gunn,  portfolio 
manager  of  Evergreen 
International  Growth 
Fund.  "It's  pathetic."  Yet 
some  managers  think 
Japan  is  ripe  with  oppor- 
tunities. "Japan  could  be 
the  best-performing  mar- 
ket going  forward,"  says 
Pictet's  van  Tuyll.  "The 
country  is  driven  by  ex- 
porters, which  are  very 
sensitive  to  the  world 
economic  cycle.  As  the 
global  economy  recovers, 
their  earnings  will  im- 
prove dramatically." 
With  any  overseas  in- 


How  The 

M^ijor  Markets 

StackUp 

STOCK  MARKET 

PRICE-EARNINGS  RATIO* 

AUSTRAUA 

_1_9.3 

AUSTRIA 

m 

BELCiuM 
14.5 

BRiTAIN 
_19._3 

CANADA 
_19._3 

DENMARK 

27.5 


FINLAND 

20.8 

FRANCE 

21.1 


GERMANY 

21.4 


HONG  KONG 

19.1 


IRELAND 

13.7 

ITALY 

16.8 


JAPAN 

_3U 

NETHERLANDS 

18.1 


NEW  ZEALAND 

18.; 

NORWAY 

13.3 

PORTUGAL 

_1_9._8 

SINGAPORE 

_2q._9_ 

SPAIN 

17.7 


SWEDEN 

28.4 


SWITZERLAND 
23.0 

UNITED  STATES 
27.4 

*Based  on  12  mos.  trailing 
earnings,  except  for  U.S , 
which  is  12  mos.  trailing 
earnings  excluding  write-offs 

Data:  Grantham.  Mayo,  Van  Otterloo 
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BusinessWeek  livQstor 


Traveling  in  St^e 


BusinessWeek  rates  mutual  funds  based  on  their  ^ 

five-year,  risk-adjusted  returns.  These  funds  each  earned  an  A,  the  top 
rating,  when  rated  against  other  foreign  funds. 

TOTAL  RETURN* 

FUND  (SYMBOL)  "~ 


QTR. 


1-YR 


3-YR. 


5-YR. 


GENERAL  FOREIGN  FUNDS 


ARTISAN  INTERNATIONAL  ARTIX 

0.9% 

-2.6% 

7.3% 

12.3% 

FIDELITY  DIVERSIFIED  INTERNATIONAL  FDIVX 

2.5 

1.0 

6.0 

9.2 

ING  INTERNATIONAL  VALUE  NIVAX 

4.1 

-0.8 

9.0 

11.8 

NATIONS  INTERNATIONAL  VALUE  A  NIVLX 

4.4 

-0.5 

10.3 

12.9 

UMB  SCOUT  WORLDWIDE  UMBWX 

-0.3 

-2.0 

1.3 

7.8 

1                                 SMALL-CAP  FOREIGN  FUNDS                                  1 

FIRST  EAGLE  SOGEN  OVERSEAS  SGOVX 

9.3% 

15.1% 

16.9% 

10.4% 

ING  INTL  SMALL  CAP  GROWTH  A  NIGRX 

2.7 

-8.5 

8.4 

15.3 

OAKMARK  INTL.  SMALL  CAP  \**  OAKEX 

10.2 

20.6 

11.9 

8.7 

PUTNAM  INTERNATIONAL  VOYAGER  A  PNVAX 

11.8 

-3.6 

10.4 

14.7 

SCHRODER  CAR  INTL  SMALLER  CO.  INV.  SSCIX 

4.1 

-9.2 

9.9 

10.7 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes  for  time  periods  ending  Mar.  31,  2002. 
Three-  and  five-year  returns  are  annualized.   **Rating  B+,  8usinessWeek%  second-highest  rating 

Data:  BusinessWeek,  Standard  &  Poor's 

vesting,  currency  is  part  of  the  equation.  For 
nearly  10  years,  the  U.  S.  dollar  has  soared 
against  most  currencies.  That  meant  U.S.  in- 
vestors suffered  when  the  value  of  their  foreign 
holdings  dropped  because  the  securities  were 
denominated  in  local  currencies.  But  they  benefit 
when  the  greenback  falls.  GMo's  Inker  thinks  a 


dollar  decline  will  add  two  percentage  po: 
per  year  to  the  overseas  returns  for  U.  S, 
vestors  over  the  next  decade. 

Forecasting  currency  movements  is  even 
er  than  predicting  stock  prices.  But  dollar-wat 
ers  say  the  trends  are  not  the  greenbac 
friends.  First,  the  U.S.  current  account  defii 
which  measures  how  much  imports  exceed 
ports  in  currency  terms,  is  now  $417  billion, 
most  in  history.  That  deficit  has  been  largi 
offset  by  foreign  investors  buying  dollars  in  o: 
to  acquire  U.  S.  securities,  especially  bonds.  S: 
the  U.S.  lowered  rates  sharply  last  year, 
eign   investment   flows   have 
slowed.  "Why  would  you  buy 
an  asset  with  a  low  yield  and 
the  potential  for  a  capital  loss 
when  rates  rise  again?"  asks 
Avinash  Persaud,  London-based 
head  of  global  research  at  State 
Street  Bank. 

At  the  same  time,  demand  for  foreign  equit 
has  picked  up.  In  the  past  three  months,  mon 
flowing  into  European  equities  from  the  U 
and  other  coimtries  has  been  two  to  three  timi 
that  of  the  foreign  money  moving  into  U. 
stocks,  Persaud  says.  If  both  trends  persist,  tl 
dollar  will  have  nowhere  to  go  but  down.  "Wh( 
Americans  want  to  invest  more  abroad  and  fo 
eigners  want  to  invest  at  home,  the  doUar  w 
slide  and  that  will  exaggerate  the  better  retun 
overseas,"   says   George    Greig,   manager 
William  Blair  International  Growth  Fund.  Tl 
smart  thing  is  to  get  there  before  everyone  els 

With  Brian  Bremru  ||||| 


GLOBAL 
INVESTINI 


No  Longer 
Down  and  Out 

Many  emerging  markets  have  regained  their  shine 


BY  FREDERIK 
BALFOUR 


Ifter  nearly  five  years  as  investment  pariahs, 
emerging  markets  from  Eastern  Europe  to 
Asia  and  even  parts  of  Latin  America  are 
hot.  South  Korea's  Kospi  index  has  soared 
nearly  77%  in  the  past  12 
months  and  is  up  29%  tlis  year. 
Jakarta  and  Kuala  Lumpur 
have  risen  45%  and  39%  in  the 
past  year,  while  Mexico's  Bolsa 
is  ahead  16%  in  dollar  terms  so 
far  in  2002.  Russia  is  outrun- 
ning them  all:  The  Russian 
Trading  System  index  jumped 
91%  last  year  and  is  up  43% 
so  far  this  year.  In  stark 
contrast,  the  Dow  Jones  indus- 
trial average  is  flat  over  the 


past  12  months,  and  the  Nasdaq  lost  8.1^ 
Despite  the  dramatic  ran-up  seen  by  the  feist 
emerging  bourses,  they  have  plenty  of  steam  lei 
Emerging-market  stocks  are  still  a  bargain  sin( 
many  companies  are  just  at  the  beginning  of  the; 
earnings  cycle,  so  profits  are  growing.  Pric^ 
ings  ratios  based  on  2002  earnings  estimates 
16  for  emerging  Asia,  15.6  for  Eastern  Europe, 
for  Russia,  and  7  for  Indonesia.  Mexico  also  look 
inexpensive,  trading  at  about  12  times  2003  ean 
ings.  "Emerging  markets  today  are  trading  at  ai 
exceedingly  large  discount  vs.  their  developec 
market  peers,"  says  Carlos  Asilis,  J.  P.  Morga 
Chase's  global  head  of  emerging-markets  equit; 
strategy.  "Earnings  are  strong,  so  the  market 
are  still  very  cheap." 

But  aren't  these  the  very  markets  where  in 


Prospects 


'  Basea  on  2000 
earnings 

Data:  Bloomberg 
Financial  Markets 


COUNTRY          COMPANY/INDUSTRY  (SYMBOL) 

STOCK      PRICE- 
PRICE  EARNINGS* 

BRAZIL       Aracruz/Pulp  Products  (ARA)  $20.98 
Petrobras/Oil  (PBR)               25.45 

38.6 
6.3 

INDONESIA  PT  Telekom/Telecom  giK) 

9.62 

12.0 

MEXICO       Cemex/Cement  (CX) 

Femsa/Beverages  (FMX) 

32.30 
47.35 

9.0 
14.7 

RUSSIA       Vimpel  Commyielecom  (VIP) 

27.75 

23.8  _ 

SOUTH        iShares  MSCI  Korea/  22.63    NA 

KOREA        Exchange  Traded  Fund  (EWY) 

Kookmin  Bank/Banking  (KB)     44.9      12.7 
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vestors  have  been  burned  by  successive  crises? 
Yes,  but  improvements  in  corporate  governance, 
stronger  banking  systems,  flexible  exchange  rates, 
and  a  dramatic  reduction  in  corporate  debt  have 
reduced  risk.  Sure,  these  markets  have  potential  to 
produce  white-knuckle  rides,  but  anybody  who 
rode  the  tech  roller-coaster  the  past  two  years 
should  have  the  stomach  for  volatility. 

Where  is  the  smart  money  heading?  Asia's 
emerging  markets  top  everyone's  list,  thanks  to 
improving  local  economies,  upbeat  earnings 
prospects,  and  low  stock-price  valuations.  Also, 
robust  domestic  spending  helps  cushion  them  fix)m 
the  U.  S.  economy's  ups  and  downs.  This  is  most 

true  in  South  Korea,  

where  the  economy  KWW^PWT^^^^H  FUND/ 
gained  3%  last  year 
despite  a  double-digit 
drop  in  exports. 
Chauig  In  Whan,  pres- 
ident of  KTB  Asset 
Management,  says 
earnings  at  Korean 
companies  could  rise 
50%  to  80%  in  local 
currency  terms  this 
year.  Samsung  Elec- 
tronics, the  world's 
largest  memory-chip 
maker  and  a  leading 
electronics  manufac- 


the  price  and  the  book  value,  says  Rosgen. 

Eastern  Europe  and  Russia  also  have  captured 
attention.  Better  corporate  governance,  low  valu- 
ations, and  a  consumer  buying  binge  is  leading  to 
strong  earnings  growth.  Further  potential  is  seen 
in  the  prospects  of  Russia  joining  the  World  TVade 
Organization  and  EU  membership  for  Turkey, 
Poland,  the  Czech  Republic,  and  Hungary.  Richard 
Schmidt,  portfolio  manager  of  J.  R  Morgan  Flem- 
ing Asset  Management's  global  emerging  mar- 
kets, favors  Hungary  and  Russia,  which  offer 
higher  earnings  and  lower  risk.  "That's  the  sort  of 
double-whammy  we  fund  managers  love,"  he  says. 

Apart  from  Argentina's  woes  and  political  in- 
stability in  Venezuela,  Latin  American  markets 
look  appealing.  No  country  looks  better  these 
days  than  Mexico,  thanks  to  strong  oil  prices,  an 
economy  becoming  increasingly  integrated  with 
that  of  the  U.  S.,  and  the  lowest  interest  rates  in 
20  years.  Standard  &  Poor's  recently  increased 
the  country's  credit  rating  to  investment  grade.  Al- 
though Mexico's  expected  growth  of  1.9%  in  2002 
is  less  robust  than  Asia's,  the  Mexican  Bolsa  has 
room  to  build  on  its  16%  rally  so  far  this  year. 
"The  potential  is  fairly  striking,"  says  Todd  Ed- 
wards, emerging-markets  strategist  at  bbva  Se- 
curities in  New  York.  "But  it  will  be  a  one-  to 
two-year  process,  so  it's  time  to  get  in  now." 

Perennial  favorite  Wal-Mart  de  Mexico  is  even 
more  so  now:  It  just  announced  10%  real  same- 
store  sales  growth  in  March  and  is  continuing  to 
gain  market  share.  While  not  cheap,  it's  about  as 
blue  chip  as  they  come:  Its  estimated  p-e  ratio  for 
2002  is  28.9,  and  for  2003  it's  23.6.  Better  buys 
may  be  Cemex,  the  cement  producer,  and  Femsa, 
a  beverage  company. 

As  for  BrazD,  investors  are  wary  of  political  fire- 
works heading  into  October's  presidential  elec- 

TOTAL  RETURN* 


Fund  Route 

BusinessWeek 
rates  mutual  funds 
based  on  their  five- 
year,  risk-adjusted 
returns.  These 
funds  each  earned 
an  A,  the  top  rat- 
ing, when  rated 
against  other 
emerging-market 
funds. 


SYMBOL 

QTR. 

l-YR. 

3-YR. 

5-YR. 

DREYFUS  EMERGING 
MARKETS  DRFMX 

12.3% 

22.5% 

14.8% 

4.7% 

EVERGREEN  EMG.  MKTS. 
GR.A  EMGAX 

13.5 

19.7 

5.4 

-0.3 

OPPENHEIMER  DEVELOPING 
MKTS.  A  ODMAX 

14.0 

11.1 

20.0 

8.3 

T.  ROWE  PRICE  INTL.  EMG. 
MKTS.  STOCK**  PRMSX 

11.1 

14.8 

9.8 

-0.5 

SSGA  EMERGING 
MARKETS**  SSEMX 

12.5 

18.0 

5.8 

-1.9 

turer,  could  see  profits 
double  from  last  year's  $2.2  billion.  Samsung  stock 
makes  up  22%  of  iShares  MSCI  Korea,  a  U.  S.  ex- 
change-traded fund. 

Other  Asian  markets  also  look  attractive. 
Markus  Rosgen,  a  regional  equity  strategist  at 
ING  Barings  Markets  in  Hong  Kong,  says  debt-to- 
equity  levels  for  the  400  companies  he  tracks  are 
down  to  35%,  from  65%  at  their  1998  peak.  The 
U.S.  average  is  more  than  100%.  Even  more 
striking  is  the  "phenomenal  difference"  between 


*Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes  for 
time  periods  ending  Mar.  31,  2002.  Three-  and  five-year  returns  are  annualized. 

*Rating  B-i-,  BusinessWeel^s  second-highest  rating 

Data:  BusinessWeek.  Standard  &  Poor's 


tions.  But  the  country's  big  commodity-based  com- 
panies, fix)m  iron-ore  producer  CVRD  to  pulp-maker 
Aracruz  to  oil  giant  Petrobras,  are  seen  benefiting 
from  a  global  economic  recovery. 

Although  risks  have  been  toned  down,  emerging 
markets  remain  volatile.  But  the  earnings 
prospects  and  low  prices  make  them  attractive 
to  those  who  can  hang  on  for  the  payoffs. 

With  Moon  Ihlwan,  David  Fairlamb,  Geri 
Smith,  and  Catherine  Belton 
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A  Bargain-Hunter 
Scans  Europe 

Fund  manager  Robert  Lyon  knows  value 


Global 
Competitors 

ICAP  Euro  Fund's 
top  10  holdings 

6R0UPE  BRUXELLES 
LAMBERT  8.2%* 

BP  7.8 

NESTLE  7.8 

NOVARTIS  7.6 

BAE  SYSTEMS  7.3 

ROYAL  PHILIPS       7,1 
ELECTRONICS 

6LAX0SMITHKLINE  4.6 

LIBERTY  MEDIA      4.4 

DIAGEO  4.4 

BARCLAYS  4.3 

'Percentage  of  the  fund  as  of 
Mar.  31 

Data:  Institutional  Capital 
Investing  Forum 


Robert  Lyon  usually  holds  only 
about  20  stocks  at  a  time  in  his 
ICAP  Euro  Select  Equity  Fund. 
But  Lyon,  a  strict  value  in- 
vestor, makes  them  count:  The 
$21.2  million  fund  has  returned  6.9% 
a  year  since  its  inception  at  the  end 
of  1997  and  beaten  its  benchmark  in- 
dex each  year  since  1998.  At  the 
Chicago  offices  of  iCAP  PLC,  Busi- 
nessWeek's Brian  Hindo  got  Lyon's 
take  on  investing  in  Europe. 


What  are  the  advantages  of  buying  stocks  In 
Europe  vs.  the  U.S.? 

First,  the  price-earnings  ratio  on  European 
stocks  is  at  about  a  30%  to  40%  discount  to 
U.  S.  stocks — as  big  as  it  has  been  in  the  last  30 
years.  Second,  the  euro  at  870  to  the  dollar  is  a 
competitive  plus.  You  can  won  by  having  compa- 
nies able  to  export  more.  Investors  \\dll  make 
more  money  in  Europe  in  the  next  12  months 
than  they  will  in  the  Standard  &  Poor's  500- 
stock  index. 

Do  you  target  specific  countries  when  you 
compile  your  European  portfolio? 

We're  the  opposite  of  the  traditional  global  in- 
vestor. Historically,  people  would  try  to 
pick  the  best  currency  block  or  the  best 
country.  Generally,  we're  looking  for  a 
gi-eat  global  competitor  We  think  Nestle 
is  the  best  food  company  in  the  world 
and  that  Diageo  is  by  far  the  best 
drinks  company.  They  could  be  in 
France,  or  they  could  be  in  Botswana.  We  would 
like  to  own  their  stock. 

What's  the  fund's  biggest  holding? 

It's  a  Belgian  company  called  Groupe  Brux- 
elles  Lambert  (gbl),  which  is  really  a  holding 
company  and  has  big  investments  in  two  French 
companies.  Total  Fina  Elf  and  Suez  Lyonnaise 
des  Eaux.  It  also  holds  a  25%  interest  in  Ber- 
telsmann, the  private  German  media  conglom- 
erate. Along  with  the  25%  interest,  it  got  the 
right  to  force  Bertelsmann  to  have  a  public  of- 
fering no  later  than  2005.  Our  \aew  is  that  Ber- 
telsmann is  worth  between  $25  bilUon  and  $35 
billion.  When  Bertelsmann  does  go  pubUc,  prob- 
ably sometime  in  the  next  two  years,  we  would 
expect  GBL  stock  to  increase  by  at  least  50%,  if 
not  more. 


CONTRARIAN 

Unlike  other 
Lyon  is  choc 
ing  defensiv 
stocks 


Are  you  optimistic  about  a 
pickup  in  Europe's  economy? 

Not  reaUy.  Most  strategists 
favor  more  cychcally  sensitive 
companies,  anticipating  that  eco- 
nomic improvement  in  the  U.  S. 
win  filter  through  Europe  and  lead  to  a  reborn 
Our  view  is  that  recovery  in  Europe  will  not 
that  strong  and  a  lot  of  those  stocks  have  alrea 
moved  up.  We're  favoring  defensive  sectors  li 
consumer  staples. 

How  do  you  break  down  Europe  on  a  country-by 
country  basis? 

Germany  and  France  are  really  falling  sho: 
There  has  been  a  lot  of  backtracking 
terms  of  their  willingness  to  lower  tax( 
enhance  transparency,  and  encoura 
shareholder  democracy.  Britain  a) 
Scandinavia  are  well  ahead  of  Fran 
and  Germany.  The  ItaUans  are  maid; 
some  more  capitalist-type  noise,  which 
also  creating  a  lot  of  labor  unrest.  Spain  h 
been  a  pretty  steady  grower  all  along.  Britain 
expected  to  slow  down  but  isn't  really  slowi 
that  much.  It  would  be  nice  if  Germany  g 
roUing,  but  I  don't  see  that  happening. 

What  about  the  euro? 

The  euro  is  probably  a  cheap  currency.  Acac 
mic  models  [put  its  value  at]  fix)m  950  to  $1.10.  < 
the  other  hand,  the  euro  is  stiU  a  synthetic  a 
rency.  There's  no  United  States  of  Europe.  [T 
U.  S.  is]  one  country,  and  it  is  the  sole  superpo 
er  That's  worth  100  or  150.  Hopefully,  the  eu 
won't  go  any  lower.  It  doesn't  seem  to  have  be 
efited  [European  countries']  trade  situation.  Th 
have  a  current-accoimt  surplus  with  the  U. 
but  the  euro  doesn't  seem  to  be  a  huge  compe 
tive  weapon  for  them. 
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Everything  You  Need  to  Know 
About  Business  Aviation . . . 


1 


. . .  from  those  who  know  it  best 

Since  1958,  business  aircraft  owners  and  operators  have  relied  on  Aviation  Week's  Business  &  Commercial 
Aviation  for  providing  unique  "how-to"  operations  and  nnanagennent  infornnation  that  helps  them  get  the  most 
from  their  company's  aircraft.  Now  that  same  information  is  only  a  click  away  on  AviationNow.com. 

The  editors  of  Business  &  Commercial  Aviation  are  combining  their  expertise  to  introduce  newcomers  to  the 
vibrant,  growing  world  of  business  aviation.  You'll  find  answers  to  key  questions,  such  as: 

■  Is  a  business  aircraft  right  for  our  business? 

■  Should  we  charter,  purchase  or  be  a  fractional  owner? 

■  What  are  the  cost  implications? 

■  How  do  we  get  started? 

To  learn  how  to  make  business  aviation  work  for  you,  go  to  AviationNow.com/BusinessAviation 
or  follow  the  link  from  BusinessWeeii.com. 
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THE  ROAD  TO  THE 
GOVERNOR'S  MANSION 

With  Democrats  holding  the  tiniest  advan- 
tage in  the  Senate  and  RepubUcans  nar- 
rowly controlling  the  House,  all  eyes  are 
on  the  congressional  races  this  year.  But  to  me, 
the  gubernatorial  contests  make  for  a  more  in- 
teresting storj'.  In  21  of  the  36  states  where  the 
statehouse  is  up  for  grabs,  a 
woman  could  be  elected 
governor,  according  to  ^ 
Rutgers  University's  ^ 
Center  for  American 
Women  &  Politics. 

Today,  women  run 
five  states:  Jane  Dee 
Hull    in    Arizona, 


BY  TODDI  GUTfgR 

hers@businessweek.com 

After  paying  their 
dues  as  lieutenant 
governors,  state 
attorneys  general, 
and  state 

legislators,  a  cadre 
ofwomen  is  ready 
to  climb  to  the 
next  rung 


Governors  are  chief  executives  in  their  stat* 
Much  more  so  than  congressional  members,  gc 
emors  gain  direct  managerial  experience,  wi 
responsibilities  for  drafting  budgets,  hiring  ai 
firing,  and  negotiating  tough  contracts.  That  e 
plains  in  part  why  four  of  the  past  five  Pre 
dents — George  W.  Bush,  Bill  Clinton,  Rona 
Reagan,  and  Jimmy  Carter — moved  to  the  Whi 
House  after  inhabiting  the  governor's  mansioi 

Ha\ing  women  in  these  highly  visible  pub 
roles  could  open  more  than  poUtical  doors.  Ma: 
think  it  will  spill  over  into  the  corporate  wor 
"If  there  are  more  women  leading  states,  then 
will  be  easier  for  people  to  consider  women  lea 
ing  companies,"  says  Marie  Wilson,  pres- 
ident of  The  White  House  Project, 
a  nonprofit  group  in  New  York 
that  fosters  women  in  leader- 
ship roles.  Townsend,  who  is 
Maryland's  Ueutenant  gover- 
nor, agrees.  "People  look  to 


STATE 


ARIZONA 


HAWAII 


MARYLAND 


MASSACHUSETTS 


MKMGAN 


Ruth  Ann  Minner 
in  Delaware,  Jane 
Swift  in  Massachu- 
setts, Jeanne  Sha- 
heen  in  New 
Hampshire,  and 
Judy  Martz  in  Mon- 
tana. Of  those  five, 
Delaware  and  Mon- 
tana don't  have  a 
governor's  race  this 
year.  But  "the  odds 
are  there  will  be 
more  than  five 
women  governors 
by  the  end  of 
2002,"     predicts 

Washington-based  independent  pohtical 
analyst  Stuart  Rothenberg.  "I'd  look 
for  an  increase  of  at  least  one  or 
two."  Those  he  thinks  stand  a  good 
chance  of  ■winning:  RepubUcan  Linda 
Lingle  in  Hawaii,  and  Democrats  Jen- 
nifer Granholm  in  Michigan,  Kathleen 
Kennedy  TowTisend  in  Maryland,  and 
Janet  Napohtano  in  Arizona. 

Why  are  there  so  many  women  candidates 
now?  After  paying  their  dues  in  public  service  as 
lieutenant  governors,  state  attorneys  general, 
and  state  legislators,  an  experienced  cadre  of 
women  is  ready  to  assimie  higher  levels  of  po- 
litical office.  A  critical  mass  of  women  gover- 
nors could  have  even  more  impact  on  the  poUti- 
cal and  corporate  arenas  than  the  highly  visible 
female  members  of  Congress  have  had.  Cur- 
rently, 13  senators  and  60  representatives  are 
women.  While  they  have  brought  women-  and 
family-related  issues  to  the  fore,  rarely  do  they 
get  the  last  word  in  making  policy.  Their  work  in 
committees  and  consensus-building  plays  to  their 
perceived  gender  strengths,  but  it  also  feeds 
"the  overall  public  perception  that  women  can 
legislate,  but  they  can't  lead,"  says  Gail  Schoet- 
tler,  a  former  Ueutenant  governor  of  Colorado. 


Gubernatorial  Aspirants 


CANDIDATE  (PARTY) 


Janet  Napolitano  (D) 


Betsey  Bayless  (R) 
Carol  Springer  (R) 


Linda  Lingle  (R) 


Kathleen  Kennedy  Townsend  (D) 


Shannon  O'Brien  (D) 


Jennifer  Granholm  (D) 
Alma  Wheeler  Smith  (D) 


CURRENT  POSITION 


Attorney  General 


Secretary  of  State 
State  Treasurer 


Businesswoman 


Lieutenant  Governor 


State  Treasurer 


] 


Attorney  General 
State  Senator 


their  leaders  as  role  models,  and  t. 
more  frequently  they  see  a  womai 
face  looking  back,  the  more  th« 
will  be  comfortable  and  even  e 
pect  to  see  women  in  the  boar 
rooms,"  she  says. 
Another  benefit:  "Women  tend 
appoint  other  women,  which  creates 
network  of  skflled  women  who  cross  ov 
into  the  private  sector,"  says  Candi 
Straight,  an  investment  banker  and  RepubUc 
who  is  running  for  county  executive  in  Ess- 
County,  N.J.  She  cites  former  New  Jersey  Gc 
emor  Christine  Todd  Whitman,  the  first  Nt 
Jersey  governor  to  appoint  a  female  chief  of  st: 
and  chief  justice  of  the  state  Supreme  Court. 

The  10%  of  the  nation's  governors  who  are  1 
male  is  much  higher  than  the  0.1%  of  CEOs  of  t 
500  companies  who  are  women.  But  as  Wilson  i 
serts,  we  can  begin  to  focus  on  agenda  rath 
than  gender  as  more  women  assimie  leadersb 
positions  in  the  pubUc  and  private  sector. 
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Land  China's  high  flyers 

Since  1986,  BusinessWeek/China  has  certainly  spread  its  wings. 

Now  available  inflight  on  China  Eastern  and  Singapore  Airlines, 

circulation  has  soared  to  reach  over  85,000  business  leaders  of  today. 

Advertise  with  us  and  book  your  brand  a  ticket  to  success. 
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IS  JETBLUE 
FLYING  T 


§1$ 


HIGH? 


BY  ROBERT  BARKER 

rb@businessweek.com 

Passengers  love 
this  airline's 
cheap  fares,  and 
investors  embraced 
its  IPO.  But  a  close 
look  at  its  numbers 
makes  its  stock 
price  appear 
lofty  indeed 


For  all  the  enmity  airlines  have  sown  in  our 
hearts,  upstart  JetBlue  Airways'  soaring  ini- 
tial public  offering  of  stock  in  April  was  a 
sight  to  behold.  People  just  love  two-year-old 
JetBlue.  "You  can't  beat  it,"  Anthony  Gigliotti,  a 
four-time  JetBlue  passenger  from  Harrison,  N.  Y., 
told  me  the  other  day  as  he  checked  his  bags  at 
Orlando  International  Airport  before  a  flight 
home.  "The  service,  the  planes,  the  courtesy — 
everything  is  great." 

Such  warm  sentiments 
helped  to  make  JetBlue  the 
hottest  IPO  in  two  years.  First 
expected  to  go  public  at  $23  a 
share,  underwriters  led  by 
Morgan  Stanley  wound  up  do- 
ing the  deal  at  $27.  From 
there,  the  pubhc  took  over, 
lofting  the  stock  nearly  to 
$48.  The  IPO  enriched  anyone 
who  got  in  early,  including 
venture  units  of  some  big 
banks,  a  George  Soros  part- 
nership, and  even  such  no- 
table individuals  as  former 
New  York  Knicks  exec  (and 
JetBlue  director)  Dave  CUMBIHG:  JetBlue 
Checketts  and  Morgan  Stan- 
ley  airUne  analyst  Kevin  Murphy.  The  day  of 
the  deal,  Murphy  found  himself  $1,029,795  richer. 

Can  you  get  rich  on  JetBlue,  too?  I  hate  to  ar- 
gue with  a  company  selling  a  good  thing,  and  lots 
of  fliers  told  me  that  JetBlue's  classy  service 
and  cheap  fares  are  terrific.  But  what  the  num- 
bers say  (ceo  David  Neeleman  isn't  talking)  is 
this:  At  a  recent  price  near  $45  a  share,  Jet- 
Blue's shares  are  susceptible  to  acrophobia. 

That's  true  despite  JetBlue's  admirable  record 
in  2001,  its  first  fuU  year  of  operation.  It  collect- 
ed $320  million  in  revenue  and  netted  $39  million. 
In  an  industry  where  profits  are  as  common  as 
the  California  condor,  JetBlue's  black  ink  is  no 
small  showing.  Yet  there's  less  black  ink  here 
than  meets  the  eye.  First,  JetBlue's  share  of 
the  $5  billion  in  post-September  11  compensation 
Uncle  Sam  paid  to  the  airline  industry  raised 


pretax  income  by  $18.7  million.  Next,  a  one-tir 
tax  maneuver  saved  $14.7  million. 

As  JetBlue  pursues  its  plan  to  expand  from 
Airbus  A320s  to  83  by  2007,  it  will  spread  i 
fixed  expenses  over  sales  to  more  paying  p 
sengers.  But  two  key  costs,  maintenance  and  i 
surance,  are  sure  to  rise  sharply.  Heavy  maint 
nance,  which  JetBlue  has  avoided  so  far  becau 
its  fleet  is  nearly  new,  will  rise  "significantly," 
warns.  As  for  insurance,  premiums  this  year  a 
running  $10  million  more  than  JetBlue  expecte 

If  JetBlue  can  grow  fast — and  profitably 
enough,  a  few  extra  millions  for  insurance  woi 
mean  much.  But  to  gauge  how  far  JetBlue  mu 
travel  to  meet  investors'  hopes,  it  helps  to  cor 
pare  it  to  its  model.  Southwest  Airlines  (tabk 


vnll  expand  from  2i  planes  to  83  by  2007 


JetBlue  Takes  Off 


STOCK 
COMPANY  (SYMBOL)                          PRICE* 

MARKET 
VALUE 

FREE 

TOTAL        NET       CASH 

REVENUES  INCOME    FLOW 

EBITDA*' 

NET  DEBT 
aOTAL  DEBT- 
CASH) 

JETBLUE  AIRWAYS  (JBLU)     $45.21 

$1,851 

$320      $39   -$123 

$37 

$215 

SOUTHWEST  AIRLINES  (LUV)  18.53 

14.208 

5,555      511       487 

949 

-438 

In  millions,  except  per-share  figures.  Operating  data  for  year  ended  Dec.  31,  2001;  net  debt  reflects 
latest  disclosures. 

*As  of  Apr.  15,  2002  **Earnings  before  interest,  taxes,  depreciation,  and  amortization 

Data:  Company  reports,  BusinessWeek 


With  a  29-year  head  start.  Southwest  is  muc 
bigger.  It's  stronger,  too,  with  a  formidable  ba 
ance  sheet.  Southwest  could  pay  off  its  tot; 
debt  and  still  count  $438  million  in  cash.  Even  a 
ter  $998  million  in  capital  projects  last  year, 
had  $487  million  left  over  in  free  cash  fiow. 

Now  look  at  JetBlue.  Capital  spending  laj 
year  outran  cash  flow  by  $123  million.  Net  debt^ 
total  debt  minus  cash,  after  the  IPO — is  abou 
$215  million,  $84  million  of  which  is  due  in  2001 
Through  2004,  it's  set  to  buy  $1.5  billion  in  nei 
jets,  most  of  which  still  must  be  financed. 

So,  how  is  the  market  valuing  these  two? 
handy  yardstick  for  companies  with  similar  bus 
ness  plans  yet  dissimilar  capital  structures  i 
called  "enterprise  value."  That's  their  stock-markc 
capitalizations  plus  net  debt.  Southwest's  comes 
$13.8  billion.  That  works  out  to  less  than  15  time 
last  year's  EBITDA,  or  earnings  before  interest 
taxes,  depreciation,  and  amortization.  In  contrast 
at  $45  a  share,  JetBlue's  enterprise  value  is  $2  bi 
lion,  or  55  times  its  2001  EBITDA. 

Does  this  mean  JetBlue  can't  grow  and  profl 
per?  Not  at  all.  Just  don't  confuse  an  airline  moe 
everybody  loves  with  its  soaring  stock.  Chance 
are,  it  wiU  only  leave  you  feeling  blue. 
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On  April  IS'*"  our  founder  and  friend,  Ruth  Fertel,  passed  away. 
Today,  heaven  must  be  a  very  hospitable  place. 

Hospitality  is  what  Ms.  Ruth  stood  for,  and  it  remains  her  legacy. 

Her  vision  set  the  quality  standard  for  prime-aged  steak  houses.  Her  friendship  was  a  priceless  gift. 
Her  ability  to  turn  something  simple  into  a  memorable  experience  defied  standards. 

In  1965,  then  a  single  mother  of  t\vo,  Ms.  Ruth  mortgaged  her  home  to  buy  a  small  steak  house 

in  New  Orleans  called  "Chris  Steak  House,"  to  which  she  later  added  her  name.  A  university  lab 

technician  by  trade,  she  reached  the  pinnacle  of  the  restaurant  industry,  achieving  international 

success  and  receiving  honors  too  numerous  to  mention. 

But  it  was  the  friends  she  made  along  the  way  that  Ms.  Ruth  considered  her  greatest  reward. 

And  it  is  we,  her  friends,  who  will  miss  her  deeply. 

Ms.  Ruth  always  said,  "Do  what  you  love  and  love  what  you  do." 
Whenever  we  do,  Ms.  Ruth,  we'll  think  of  you. 


Thank  you  for  making  your  employees  feel  like  family. 
And  millions  more  feel  at  home. 

-en 

RUTH    FERTEL 

1927  -  2002 

FOUNDER  OF  RUTH'S  CHRIS  STEAK  HOUSE 
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GILLETTE'S  NEW  EDGE 

When  Gillette  (g)  came  up  at  a  recent  din- 
ner with  Street  pros,  one  fund  manager 
snapped:  "Gillette?  Nobody  cares  about 
that  dog."  Once  a  blue-chip  darling,  Gillette 
quickly  became  an  outcast  after  it  began  falling 
short  of  analysts'  expectations  in  1999.  Bloated 
inventories  and  spiraHng  costs  hurt  sales  and 
earnings.  Gillette  shares  peaked  at  64  in  early 
1999  and  then  tumbled  to  24  by  2001.  They 
have  picked  up  strength  this  year,  rising  to 
34.85  on  Apr.  17.  The  Street  is  still  down  on  the 
razor  king.  Only  5  of  the  17  major  analysts 
who  track  Gillette  rate  it  a  buy. 

But  several  smart-mon- 
ey players  have  been  snap- 
ping up  shares.  One  early 
bulHsh  backer  is  Kevin 
Lane,  chief  market  strate- 
gist at  Technimentals  Re- 
search Group,  who  was 
among  the  first  to  warn 
about  negative  stock  action 
in  Tyco  International  and 
IBM.  Now  he  is  bullish  on 
Gillette — on  technical  and 
fundamental  grounds.  He  sees  strong  accumulation 
trends  that  suggest  to  him  that  the  stock  wiU 
hit  45  in  six  to  nine  months.  And  Lane  says  re- 
structuring and  management  changes  have 
brought  severe  cost-cutting  that  should  win  Street 
converts.  The  dollar,  he  adds,  "is  weakening,  which 
will  benefit  Gillette  greatly,"  since  more  than  half 
of  sales  come  from  overseas.  William  Steele  of 
Banc  of  America  Securities,  who  rates  Gillette  a 
buy,  says  record  fourth-quarter  cash  flow  clearly 
shows  progress  in  its  financial  turnaround.  Steele 
sees  Gillette  earning  $1.16  a  share  in  2002  and 
$1.32  in  2003,  vs.  200rs  99(2.  The  stock  is  trading 
at  26.5  times  the  2003  estimate;  its  price-earn- 
ings ratio  in  1999  was  55.5.  Ken  Nugent  of  Value 
Line  says  Gillette  benefits  from  the  continuing 
success  of  its  MACH3  and  Venus  razors  and  the  re- 
launch of  Duracell  batteries.  He  notes  another 
reassuring  sign:  Gillette  ads  have  reappeared. 

JUST  IDLING  AT 
DAIMLERCHRYSLER 


BY  GENE  a  MARCIAL 

Keen  backers  say 
Gillette's  rough 
patch  may  be  over. 
DaimlerGhrysler 
seems  to  be  stuck 
in  the  slow  lane. 
And  diabetics  give 
TheraSense  tests 
a  thumbs-up 
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long  with  other  carmakers,  Daim- 
lerGhrysler (dcx)  saw  its  stock 
perk  up  on  Apr.  16  when  General 
Motors  unexpectedly  lifted  its  own  earn- 
ings forecast  for  2002.  DaimlerGhrysler 
jumped  2.62,  to  47.40,  as  traders  reacted 
to  the  piece  of  good  news  from  Detroit. 
But  except  for  a  few  major  investment 
banks,  including  J.  P.  Morgan  Chase  and 
Merrill  Lynch,  most  of  the  95  analysts 
who  follow  DaimlerGhrysler  w^orldwide 
have  a  sell,  neutral,  or  market-under- 


"I 


perform  rating  on  the  stock.  Chances  are  t 
the  sour  sentiments  will  linger — despite  Da 
lerChrysler's  projections  that  it  will  turn  a  p 
it  in  2002's  first  quarter. 

"Our  primary  concern  is  the  more  competit 
U.S.  market  and  its  dire  impact  on  eaminj 
says  Efraim  Levy  of  Standard  &  Poor's, 
downgraded  the  stock  fi-om  "hold"  to  "avoid.' 
soft  world  economy  and  sales  that  are  bac 
heavily  by  promotions  will  cut  profits,  he  says 

Two  other  concerns:  DaimlerGhrysler  mi 
exercise  its  option  to  buy  the  remaining  66^ 
Japan's  debt-laden  Mitsubishi  Motors.  With  Da 
lerChrysler  "struggUng  to  improve  its  Chryf 
unit,  it  would  be  prudent  to  wait  for  profits 
improve  before  buying  the  rest  of  34%-ow] 
Mitsubishi,"  says  Levy.  DaimlerGhrysler  is 
facing  a  $3  billion  lawsuit  filed  by  9%  stakehi 
er  Tracinda,  controlled  by  Kirk  Kerkorian 
U.  S.  District  Court  in  Delaware  has  thrown 
the  company's  motion  to  reject  the  suit.  D; 
lerChrysler  says  it  will  appeal. 

Anthony  Pandolfi  of  Value  Line  warns  that 
stock  "offers  a  below-average  appreciation  po' 
tial."  With  high  costs  and  a  weak  auto  mari 
"DaimlerGhrysler  has  a  long  way  to  go  befor 
gets  better  results,"  says  Pandolfi.  Acquiring  str 
gling  Mitsubishi,  he  adds,  will  help  little. 

SET  TO  THRIVE 
AT  THERASENSE 


PLENTY  OF  GROU^ 
TO  REGAIN 


Investors  are  treating  TheraSense  (ther)  as  i 
were  a  biotech  with  no  product  in  sight, 
fact,  the  company  makes  a  glucose-monitor 
system  for  diabetics,  an  almost  painless  one  t 
draws  little  blood — from  fingertip,  thigh,  up] 
arm,  or  back  of  the  hand.  It  has  strong  app 
among  diabetes  patients,  says  Arch  Smith,  a  s 
ior  analyst  at  U.S.  Bancorp  Piper  Jaffray,  • 
lead  underwriter  in  the  company's  IPO  last  yt 
He  foresees  strong  sales 
and  earnings  groAvth. 
TheraSense,  says  Smith,  has 
the  "profile  of  a  classic 
growth  stock,  yet  isn't  val- 
ued as  such."  Its  Free-Style 
monitoring  system  is  sold 
in  the  U.S.,  Europe,  and 
Japan.  TheraSense,  says 
Smith,  is  the  "cheapest 
growth  stock  in  our  small- 
cap  diversified  universe."  It 
rose  fix»m  14  on  Apr.  2  to  21.13  on  Apr.  17,  but 
still  below  a  high  of  26  in  December.  Smith  Si 
it's  worth  30.  He  sees  TheraSense  earning  5< 
share  in  2002  on  projected  sales  of  $201.5  milli 
leaping  to  82<Z  in  2003  on  estimated  sales  of  $i 
million,  vs.  a  loss  in  2001  on  sales  of  $71  millio 


OCT.  15,  Ci     APR.  17,  02 
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Data:  Bloomberg  Financial  Mark 


BusinessWeek  online 


Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tues( 

afternoons  at  www.businessweek.com/today.htm.  And  see  1 

Fridays  at  1:30  p.m.  est  on  CNNfn's  The  Money  Gang. 


124  BusinessWeek  /  April  29,  2002 


± 


Only  Ericsson  lets  you 

grow 

your  network 

any  way  you  want 


i 


Ericsson  has  the  industry-wide 

insight  and  resources  to  give 

you  true  freedonn  in  developing 

your  business. 

Offering  you  customized  solutions 

that  allow  your  network  to 

develop  as  markets  demand. 

We  provide  solutions  and  integrate 

systems  across  all  standards, 

to  ensure  a  network  is  the  best  in 

its  class.  Another  reason  why 

the  world's  most  powerful 

telecommunication  companies,  like 

Cingular  Wireless,  Deutsche 

Telekom  and  NTT  DoCoMo,  Inc., 

choose  Ericsson.  Again  and  again. 

www.ericsson.com 
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COMMENTARY 

In  an  Apr.  17  appearance  before  a 
congressional  committee,  Fed  Chair- 
man Alan  Greenspan  repeated  what 
many  corporate  executives  have  been 
saying  all  along:  The  recovery  remains 
shaky.  Investors  sold  shares  on  those 
remarks.  For  the  week,  however,  the 
Nasdaq  climbed  2.5%,  while  the  Dow 
Jones  Industrial  average  and  the  S&P 
500  fell  1.6%  and  0.4%,  respectively. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc 


S&P  500  1126.1  -0.4 

Dow  Jones  Industrials  10,220.8  -1.6 

Nasdaq  Composite  1810.7  2.5 

S&PMidCap400  550.3  1.2 

S&P  SmallCap  600  256.1  1.6 

WilshireSOOO  10.642.5  -0.1 

SECTORS 

BusinessWeek  50*  700.6  -1.5 

BusinessWeek  Info  Tech  100**     370.2  1.6 

S&P/BARRA  Growth  568.7  -1.1 

S&P/BARRA  Value  554.6  0.3 

S&P  Energy  224.0  -0.4 

S&P  Financials  369.3  -0.2 

S&P  REIT  100.8  -3.0 

S&P  Transportation  209.2  -0.9 

S&P  Utilities  149.8  -0.2 

GSTI  Internet  90.0  1.2 

PSE  Technology  653.5  2.1 
•Mar.  19.  1999  =  1000       "Feb.  7,  2000  =  1000 
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Wk.  ad 


S&P  500  Dividend  Yield                     1.39%  1.401 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)    59.8  60.4 1 

S&P  500  P/E  Ratio  (Next  12  mos.)*       20.5  20.2 

First  Call  Earnings  Surprise*              2.17%  4.581 

•First  Call  Corp. 

TECHNICAL  INDICATORS       Apr.  16  Wk.  ag( 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1134.8  1137.5 

74.0%  71.0°. 

0.76  0.78 

3.66  3.45 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Gold  Mining  14.1 

Managed  Health-Care  9.7 

Health-Care  Facilities  8.7 

Commercial  Printing  8.4 

Steel  8.1 


Metal  &  Glass  Containers  77.7 

Trucking  67.7 

Computer  Stores  53.6 

Footwear  50.4 

Trading  Cos.  &  Distribs.  48.1 


Application  Software  -20.4 

Internet  Software  -15.1 

IT  Consulting  &  Services  -14.0 

Conglomerates  -13.3 

Computer  Hardware  -10.3 
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Mutual  Funds 


Week  ending  Apr  16 
■  S&P  500    ■  U.S.  Diversified    ■  All  Equity 

4-week  total  return 


% 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %      52-week  total  return 

Leaders 

Precious  Metals 
Real  Estate 
Small-cap  Value 
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Technology 
Communications 
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Small-cap  Value 

3.7 

Real  Estate 
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-5.1 

Communications 

^.7 

Japan 
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Utilities 

Week  ending  Apr  16 
■  S&P  500    ■  U.S.  Diversified    ■  All  Equity 

52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 
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27.1 
25.5 
18.1 

-29.4 
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%      -6       -4 


Data:  Standard  &  Poor's 


Leaders 

U.S.  Global  Investors  Gold  15.7 

U.S.  Glob.  World  Prec  Mins.  13.3 

Potomac  Internet  Short  13.1 

Gabelli  Gold  13.1 
Laggards 

Potomac  Internet  Plus  -22.4 

American  Heritage  -20.0 

iShares  DJ  U.S.  Internet  -13.9 

Reg.  Opport.  Oh.-lnd.-Ky.  B  -13.6 


Leaders 

Matthews  Korea  115.9 

IN6  Russia  A  93.3 

iShares  MSCI  S.  Korea  Indx.  92.5 

First  Eagle  SoGen  Gold  86.2 
Laggards 

INVESCO  Telecomms.  Inv.  -52.6 

Orbitex  Emerg.  Tech.  A  -48.0 

Firsthand  Communications  -47.5 

Merrill  Lynch  Focus  20  B  -46.5 
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Apr.  17    Week  ago    felt 
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90-OAY  TREASURY  BILLS 
2-YEAR  TREASURY  NOTES 
10-YEAR  TREASURY  NOTES 
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GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.38% 
6.26 


INSURED  REVENUE  BONOS 
TAXABLE  EQUIVALENT 


4.48 
6.40 
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I  THE  WEEK  AHEAD 


DURABLE  GOODS  ORDERS  Wednesday, 
Apr.  24,  8:30  a.m.  edt^  New  orders  for 
durable  goods  are  forecast  to  have  in- 
creased 0.4%  in  March,  after  jumping 
1.5%  during  February.  That's  according 
to  the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  divi- 
sion of  The  McGraw-Hill  Companies. 

NEW  RESIDENTIAL  SALES  Wednesday, 
Apr.  24,  10  a.m.  edt>-  New  single-family 
home  sales  probably  rose  to  an  annual 
rate  of  885,000  units  m  March. 


BEIGE  BOOK  Wednesday  Apr.  24, 
2  p.m.  EDT^  The  Federal  Reserve  Board 
will  release  its  collection  of  regional  eco- 
nomic activity  in  advance  of  the  policy 
meeting  scheduled  for  May  7. 

EMPLOYMENT  COST  INDEX  Thursday  Apr.  25, 
8:30  a.m.  edt>-  Compensation  over  the 
first  quarter  probably  grew  0.9%,  after  a 
0.9%  gain  in  the  final  quarter  of  2001. 

EXISTING  HOME  SALES  Thursday  Apr.  25, 
10  a.m.  EDT>-  Sales  of  existing  homes  in 


March  very  likely  slipped  to  an  annioi, 
rate  of  5.6  million  units.  February: 
came  in  at  an  annual  rate  of  5.9  m 


GROSS  DOMESTIC  PRODUCT  Friday  Apr. 
8:30  a.m.  edt>-  The  s&p  mms  surve\|: 
casts  that  the  economy  grew  at  an  ; 
a!  rate  of  5%  during  the  first  quart€|! 
ter  a  1.7%  increase  during  the  four 
quarter.  Resilient  consumer  spendir 
and  a  slowdown  in  the  liquidation  o 
ventories  were  most  likely  the  bigge 
contributors  to  growth. 
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lost  1.5%  for  the  week  ended  Apr.  17.  Hardest  hit  was  tax  preparer  H&R  Block,  which  fell  11.7%  on 
jout  slow  tax-season  business.  More  womsome,  though,  were  declines  in  mortgage-finance  stocks  Fred- 
J  Fannie  Mae.  Home  improvement  giants  Home  Depot  and  Lowe's  fell  on  the  wonies  that  the  real  es- 
s  ending.  KLA-Tencor,  a  chip-equipment  maker,  rose  7.5%,  on  hopes  of  stronger  orders. 
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26  Tenet  Healthcare  0.1  22.9 

27  Household  International  2.3  17.9 

28  WellPoint  Health  Networks  -0.1  11.3 

29  Washington  Mutual  -0.2  15.1 

30  Duke  Energy  -1.4  9.4 

31  Kohl's  -1.3  9.3 

32  Bed  Bath  &  Beyond  -1.3  5.0 

33  Cardinal  Health  -0.2  5.1 

34  Centex  1.0  -9.1 

35  American  Electric  Power  -0.4  9.1 

36  Golden  West  Financial  -0.9  4.4 

37  Stryker  -2.4  -6.1 

38  Harley-Davidson  1.5  7.9 

39  PepsiCo  -0.7  2.8 

40  Merck  3.6  -10.2 

41  Apache 

42  Amerada  Hess 

43  KB  Home 

44  First  Data 

45  Tyco  International 

46  International  Game  Technology  -7.3  -17.6 

47  Capital  One  Financial  -0.8  29.7 

48  Electronic  Data  Systems  0.1  -11.9 

49  Nabors  Industries  6.3  21.8 

50  Xcel  Energy  2.1  9.7 
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I'roduction  Index 


Change  from  last  week:  0.2% 
Change  from  last  year:  -9.7% 
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tion  index  rose  for  a  sixth  time  in  seven 
e  calculation  of  the  four-week  moving  av- 
dex  rose  to  160,  from  159.5.  On  a  season- 
basis,  coal,  crude-oil  refining,  and  autos — 
holiday  weekend — posted  the  biggest 
umber,  steel,  and  electric  power  produc- 
proved.  Truck  assemblies,  down  sharply, 
;ht  traffic  were  the  only  components  to  fin- 
ing the  week. 
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AT  MANY  COMPANIES, 


SOME  OFlTHE 


million  Americans  have  disabilities. Two-thirds  of  those  of  working  age  do  not  have  jobs.  It  is  a  mistake  to  ignore 

lise  talented  individuals  who  prove  their  capacity  to  overcome  challenges  each  and  every  day. 

I 

r  goal  is  for  people  with  disabilities  to  fully  participate  in  all  aspects  of  life — including  the  workplace. The  following 

mbers  of  our  CEO  Council  help  us  fulfill  this  mission. They  realize  that  hiring  people  with  disabilities  is  not  just  a 

i»d  thing  to  do,  it's  good  business. 


^  lENNIUM  CIRCLE 

'    a.  Inc..  John  W.  Rowe,  MD 

1  lessWeek,  William  P.  Kupper.Jr, 

McGraw-Hill  Companies.  Harold  McGraw  III 
'  |lill  Lynch  &  Co..  Inc..  David  H.  Komansky 

r  'USTEES'  CIRCLE 

-  Ifett-Packard  Company.  Cariy  S.  Fiorina 

l|.C.  Penney  Company.  Inc..  Allen  Questrom 
.  I'd  Parcel  Service. James  P  Kelly 

:  MRMAN'S  CIRCLE 

^     ican  Express  Company,  Kenneth  I.  Chenault 
r    paq  Computer  Corporation.  Michael  D.  Capellas 


Dorsar  Investment  Company  Stephen  L  Feinberg 
Microsoft  Corporation.  Steve  Ballmer 
Reicher  Capital  Management.  Jeffrey  P  Reich 
Philip  Morris  Companies.  Geoffrey  C.  Bible 
UNUMProvident  Corporation.  J.  Harold  Chandler 

VICE  CHAIRMAN'S  CIRCLE 

Alcoa.  Inc..  Alain  J.P  Belda 

Bristol-Myers  Squibb.  Charles  A,  Heimbold.Jr 

CIGNA  Group  Insurance.  H.  Edward  Hanway 

Citigroup.  Inc..  Sanford  I.Weill 

DaimlerChrysler  Corporation. Juergen  E.Schrempp 

Eastman  Kodak  Company.  Daniel  A.  Carp 

Exxon  Mobil  Corporation.  Lee  R.  Raymond 


Fortis  Benefits  Insurance  Company.  Michael  J.  Peninger 
Gannett  Broadcasting,  Cecil  L.Walker 
H.J  Heinz  Company. William  R.Johnson 
Household  International. William  FAIdinger 
Johnson  &  Johnson,  Ralph  S.  Larsen 
Metropolitan  Life  Insurance  Company, 

Robert  H.  Benmosche 
Northrop  Grumman  Corporation,  Kent  Kresa 
Pfizer  Inc.  Henry  A.  McKinnell 

Potomac  Electric  Power  Company  John  M.  Derrick,  Jr 
Powers  Pyles  Sutter  &  Verville.  PC.  Robert  J.  Saner 
Verizon  Communications,  Charles  R.  Lee 
'-     -and  Ivan  G.  Seidenberg 


*>  ^.D.  and  BusinessWeek  salute  the  members  of  the  CEO  Council  for  believing  in  the  idea  that  It's  ability,  not  disability,  that  counts. 
=  ^se  send  questions,  comments  or  tax-deductible  contributions  to  the  National  Organization  on  Disability,  910  16th  Street  NW, 
1^  khington,  DC  20006,  or  call  us  at  (202)  293-5960,TDD  (202)  293-5968,  FAX  (202)  293-7999. 

NATIONAL  ORGANIZATION  ON 

©DSABILITY 

www.nod.org 

N.O.D.  IS  a  50lc(3)  organization.  This  is  a  donated  public  service  ad. 


A  RIPE  TIME  FOR  REFORM 


The  gi'ound  is  shifting  beneath  the  foundations  of  Corpo- 
rate America  Fueled  by  investor  resentment  and  driven 
by  renewed  activism  by  regulators,  a  new  age  of  reform  is 
radically  changing  the  rules  of  business  in  America.  There  is 
growing  demand  for  honest  numbers,  transparent  operations, 
and  ethical  leaders.  Companies  that  fail  to  take  heed  of  the 
new  landscape  are  destined  for  trouble.  Even  such  icons  as 
General  Electric  Co.  and  Merrill  Ljuch  &  Co.  are  stumbling, 
as  their  successful  '90s  strategies  fail  them  in  the  changed 
environment. 

So  deep  is  post-Enron  investor  distnast  that  all  companies 
with  opaque  financial  statements  are  being  categorically  pun- 
ished. Even  triple- A-rated  corporations  such  as  GE  are  trad- 
ing at  a  discount  to  the  Standard  &  Poor's  500-stock  index. 
Indeed,  the  entire  stock  market  may  be  under  a  cloud  of  sus- 
picion. The  s&P  500  is  up  less  in  this  recovery  from  its  low 
than  in  the  five  previous  business  cycles.  While  worries  over 
profits  are  real,  investor  imcertainty  over  the  quality  of  earn- 
ings may  also  be  weighing  on  stocks. 

No  one  knows  this  better  than  GE  Chief  Executive  Jeffrey 
R.  Immelt  (page  80).  Where  once  investors  admired  ge's 
predictable  earnings  gi'owlh,  now  they  wonder  where  it 
comes  from.  Where  once  they  respected  the  company's  dou- 
ble-digit annual  profits  growth,  now  they  are  wary  of  it. 
Immelt  has  tried  to  meet  demands  for  greater  disclosure  of 
information,  but  each  effort  has  proved  insufficient.  Investors 
are  suspicious  of  ge's  nonrecurring  earnings,  such  as  over- 
funded  pension  plans,  asset  sales,  and  lower  tax  rates.  And 
they  want  to  know  how  GE  Capital,  the  financing  arm  of  GE, 
provides  40%  of  the  company's  earnings.  Immelt  inherited  the 
house  that  Jack  Welch  built,  but  he  can't  run  it  the  same 
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way.  As  the  chief  of  America's  iconic  corporation,  I 
should  take  the  lead  in  making  GE  such  a  model  of  disclosi 
that  it  wiU  restore  investor  confidence  in  not  only  his  co 
pany  but  in  Corporate  America. 

Nowhere  is  it  clearer  that  the  rules  have  changed  than 
Wall  Street.  An  investigation  launched  by  New  York  Attorn 
General  EUot  Spitzer  (page  40)  has  revealed  e-mails  insi 
Merrill  Lynch  that  indicate  that  analysts  may  have  delib< 
ately  misled  small  investors  in  dot-com  startups  in  order 
generate  investment  banking  business.  It  was  one  thing  ij/ 
people  to  take  a  chance  placing  bets  on  unknown  businc 
models  operating  within  a  little-understood  technology,  the  '. 
temet.  It's  quite  another  to  be  suckered  by  Merrill  Lyr  \ 
tech  analyst  Henry  M.  Blodget,  who  appears  to  have  publi< 
pushed  one  tech  stock  while  dismissing  it  as  "garbage"  insi  ; 
his  finn.  Merrill  Lynch  is  now  in  negotiations  with  the  Nt  ■ 
York  Attorney  (general's  office  to  reach  a  settlement  that  m  "  _ 
entail  conceding  guilt,  paying  millions  in  fines  and  restituti 
to  clients,  and  changing  the  way  its  analysts  operate. 

The  Securities  &  Exchange  Commission's  newly  reform 
chairman,  Harvey  L.  Pitt,  is  putting  heavy  pressure  on  t 
New  York  Stock  Exchange  and  Nasdaq  to  make  analyi 
honest  again.  There  are  a  variety  of  proposals  on  the  tab|  .^ 
stopping  analysts  from  ovming  or  trading  a  stock  they  covi 
ending  the  practice  of  tying  compensation  directly  to  inve? 
ment  banking  transactions;  disclosing  analysts'  stock  holdinj 
prohibiting  a  firm  from  threatening  to  withhold  favoral 
research  to  get  business;  or  even  making  research  depa) 
ments  independent  of  investment  banking.  That  these  obvio 
measures  to  ensure  ethical  behavior  on  Wall  Street  requi 
regulatoiy  action  is  a  sad  commentary  on  oui*  day. 


THE  COST  OF  MEDIA  CONSOLIDATION 


The  U.  S.  Court  of  Appeals  in  Washington  is  making  media 
policy  for  the  nation.  It  is  throwing  out  old  ownership 
i*ules  designed  to  preserve  competition  by  pressuring  the 
Federal  Communications  Commission  to  dismantle  the  re- 
maining barriers  to  the  merging  of  broadcast,  cable,  and 
newspaper  companies.  The  Court  of  Appeals,  FCC  Chairman 
Michael  Powell,  and  media-company  executives  argue  that  dig- 
ital cable,  sateUite  tele\ision,  and  the  Internet  have  sharply  in- 
creased the  diversity  of  news  sources  to  the  public,  so  con- 
solidation is  no  threat.  American  citizens  will  get  all  the 
information  they  need  to  make  democracy  work  (page  96).  We 
question  that  supposition. 

Advocates  of  media  deregulation  are  confusing  the  prolif- 
eration of  channels  with  diversity  of  news  and  analysis. 
There's  no  denying  that  consumers  can  get  hundreds  of  chan- 
nels on  cable  and  plug  into  thousands  of  Web  sites,  but  most 
people  get  their  news  and  views  from  a  handful  of  trusted 


media  outlets  that  sm-vive  by  selling  ads.  On  September  1 
most  Americans  didn't  turn  to  channel  642  or  nuttyideas.co 
to  learn  what  w'as  happening  and  how  it  affected  them. 

The  truth  is  that  when  big  media  conglomerates  own  ma 
if  not  all,  the  mass-market  outlets  in  a  commimity,  diversi 
will  probably  suffer.  Without  restraints,  media  compani 
will  naturally  seek  the  largest  audience  and  advertising  ba 
possible.  Independent  voices  will  be  less  able  to  susta 
themselves  financially.  And  conglomerates  will  tend  to  c 
back  on  their  owm  news  programming  because  it's  simp 
not  as  profitable  as  entertainment.  Walt  Disney  Co.,  owners 
ABC  Inc.,  was  being  true  to  itself  in  trying  to  replace  "D 
Koppel's  NighUine  with  David  Letterman.  | 

Proliferation  of  channels  is  not  the  same  as  diversity  of  I 
formation.  The  Court  of  Appeals  and  the  FCC  should  look  b 
yond  their  legal  and  ideological  agendas  to  see  what  med 
consohdation  will  really  cost  the  nation.  ' 
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SIEMENS 


Global  network  of  innovation 


Clean,  crush,  macerate, 

press,  ferment,  filter,  age,  bottle. 


drink,  and  be  merry. 


There  is  much  work  to  be  clone  before 
grapes  can  be  iransfornied  into  tine  wine 


Fortunately,  Siemens  integrated  automation  is  in  place  to  ensure  that  this 
age-old  tradition  operates  with  state-of-the-art  efficiency.  From  making 
manufacturing  more  productive,  to  pioneering  cleaner,  more  efficient  energy 
technologies,  to  holding  the  world  record  for  transmitting  data  over  a  single 
optical  fiber,  Siemens  is  reshaping  and  redefining  entire  industries.'  fl 
When  you  have  460,000  minds  working  together  all  around  the  globe, 
including  85.nnn  rinht  iiorc  in  thf.  I'  "^    innovative  solution^  "'""rge. 
■■lu  that's  what  ii  iaK.es  lo  cnange  me  world. 
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Information  is  the 


I  1      ^^  r\ri\  r^'l  %^  r\         Heallhcare  professionals 

kyvTDL     IllvrvJIv^lllvr*       p(>rrorm  best  when  thcxrc  well 
informed.  By  successfully  integrating  medical  and  information  technologies, 
Siemens  provides  physicians  and  health  executives  with  instant  access  lo  critical 


information  so  thev  can  make  the 


sions  right  a\\a\.  I'rom  medication 


management  systems  to  networked  imaging  svstems,  Siemens  pro\  ides 
medical  solutions  to  improve  workflow,  reduce  costs  and,  mosl  importaniK, 
make  cutting-edge  care  available  to  e\er\one,  e\er\ where. 

Whether  enhancing  the  qualilv  and  elficienc\  of  healthcare,  developinc^ 
transportation  svstems  that  make  liavel  safer  and  more  reliable  or  being 
the  world  leader  in  logic  controllers  for  industrial  aiUomaiion.  Siemens  is 
reshaping  and  redefining  entire  industries.  When  voii  have  460, ()()()  minds 
working  together  all  aroimd  the  globe,  including  S.i.OOO  right  here  in  the  IS., 
innovative  solutions  emerge.  And  that's  what  it  lakes  lo  change  the  woilcl. 
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THE  NEXT  UTILITY 


Congratulations.  If  you've  ever  turned  a  knob 
or  flipped  a  switch,  you  are  now  an  e-business 
ace.  Because  e-business  has  just  become  as 
reliable,  flexible  and  manageable  as  a  utility. 
With  e-business  on  demand'"  everything  from 
installation  and  security  to  delivery  and  upkeep 
are  managed  for  you.  You  don't  make  huge 
up-front  investments.  You  just  get  a  predictable 
monthly  bill.  It's  The  Next  Utility."-  Turn  it  on.  Watch 
it  flow.  Visit  ibm.com/e-business/ondemand  or 
ask  for  on  demand  at  800  IBM-7080. 
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What  can  Duke  Energy  generate  for  you?  Visit  us  at  www.duke-energy.com  or  1-800-use-duke. 


We  have  all  made  promises.  Spoken.  Unspoken.  ^^ 

We  may  have  stood  over  our  sleeping  children  and  said  silently. 


'    "I  will  give  you  better  than  I  was  given, 

I  will  make  a  clean  path  to  take  you  forward. 
I  will  help  make  this  world  a  better  place. " 

At  Duke  Energy,  we  share  this  promise  with  others  around  the  world. 
We  are  23,785  people  with  families, 

who  love,  live,  raise  children,  and  hope  for  the  future. 
And  all  of  us  have  committed  that  we  will  1^  leaders  - 

creative  thinkers,  careful  planners,  and  honest  partners. 
But,  most  of  all,  we  have.vowed  to  be  true  to  our  word  and  to  ourselves  - 

to  be  keepers  of  promises. 
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Duke 
Energy^ 

we  generate  what's  next" 
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The  Best  Performers 


/fc.i\vi';.sTi\(;FOK(,R(mTii 


THE  BUSINESSWEEK  50  HELPS  YOU 
\/IAKE  INVESTMENT  DECISIONS  BY 
:RUNCHING  NINE  CRITERIA  INTO  A 
ICTURE  OF  DYNAMIC  PERFORMANCE 


oming  out  of  a  year  when  corporate  profits 
cratered,  when  company  after  company  restated 
earnings,  and  when  much  of  the  froth  was  wrung 
out  of  the  market,  our  sixth  BusinessWeek  50 
rankings  of  the  best-performing  companies  in  the 
Standard  &  Poor's  500-stock  index  set  the  bar  very  high.  The 
companies  we  present  in  our  2002  Special  Issue  reflect  a 
retreat  of  the  tech  set  and  a  resurgence  of  consumer-orient- 
ed companies  ranging  from  food  to  health  care.  This  year's 
BW50  companies  steer  clear  of  fads  and  focus  on  what  they 

do  best,  from  No.  1  .Johnson  &  Johnson,  last  seen  on  the  BW.50  in  1997,  to 
No.  40  Merck,  the  only  company  to  have  appeared  in  every  ranking  since  we 
started  them. 

Our  ranking  helps  you  make  important  investment  decisions  by  distinguish- 
ing what  works  from  what  doesn't.  We  measure  dynamic  performance  by  nine 
different  criteria — and  we  continue  to  fine-tune  our  analysis.  Realizing  that  it  is 
much  more  difficult  for  the  largest  companies  to  post  big  percentage  gains,  we 
have  given  more  weight  this  year  to  absolute  sales.  And  most  important,  we  are 

not  ranking  five  companies  in  the  s&F  .500  because  of  sig- 
nificant accounting  questions. 

With  this  issue,  we  also  present  "Investing  for 
Growth,"  our  inaugural  editorial  collaboration  with  USA 
Today.  It  is  the  first  of  what  we  expect  will  be  many 
joint  special  projects  on  a  range  of  personal  finance 
topics.  "Investing  for  Growth"  will  also  appear  in  USA 
Today'a  Money  Section  on  Apr.  3.  Here's  to  the  begin- 
ning of  a  great  relationship. 

And  whither  tech?  Even  though  this  year's  BW50 
includes  only  three  tech  companies,  BusinessWeek'a  technology  seers  say,  don't 
despair.  Customer  management  software  and  security  software  are  .strong. 
And  the  promise  of  digital  entertainment  is  sparking  many  new  products.  We 
devote  an  entire  section  to  the  tech  outlook,  assessing  everything  from  nan- 
otechnology  and  defense  to  biotech  and  the  burgeoning  market  for  information 
technology  in  health  care.  Want  to  find  companies  that  are  likely  to  be  in  future 
BW,50s?  Here's  the  place. 

The  2fX)2  BusinessWeek  .50  SfXicial  Issue  is  the  work  of  more  than  .50  reptjrters 
and  editors,  led  by  As.sistant  Managing  Editor  .Joyce  Bamathan,  Senior  Editors 
Mary  Kuntz,  Kathy  Rebello,  Neil  Gross,  and  .Jeffrey  M.  LafJerman,  Associate  Ed- 
itor Dan  Beucke,  and  Corjxjrations  Editor  Robert  McNatt.  Frederick  F.  Jespersen 
crunched  the  numbers,  and  Steve  Taylor  oversaw  the  splendid  design. 

"This  was  the  year  that  beer,  bath  towels,  and  Band-Aids  became  cool 
again,"  the  opening  article  says.  We  expect  you  will  find  lots  to  contemplate,  and 
great  companies,  from  the  New  Economy  and  the  Old. 
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technology.  And  the  power-saving  Mobile  Intel  Pentium  III  Processor  -  M.  The  Portage  2000  is 
just  the  kind  of  innovation  you'd  expect  from  Toshitja.  Minds  on  the  move. 

I=;    ;-_    ::i  i-     •;     ;:^-        "-::essor  -  M.  750 '/Hz 

I  No  compromise  connectivity:  integfated  Wi-Fi.  faa  IR.  ethemet  LAN, 

Modem,  yxhtstry  standard  RGB  port  2  x  USB 
I  No  compromise  expaxlabaty:  piug  and  play  Siim  Port  Reptcator,  SO  card  slot  and  PC  card 
I  Ultra-thin  PC  -  2.6  lbs.'  and  0.6  inches  ttiin 
I  20  G8  Hard  Disk  Drive  2 

1 12. 1  inch  bnHiant  TFT  pdy-silicon  display  and  keyboard  witti  fult-width  keycaps 
I  Up  to  6.5  trours  t>attery  life  with  mciuded  High  Capacity  Battery^ 
i  Windows  XP  Professional  -  the  best  choice  for  mobHe  computing 


TOSHIBA 


Toshiba  PC's  use  genuine  Windows®  Operating  Systems 
www.microsoft.com/piracy/howtotell 


J 


\ 


I 


>  2.  Gb  means  one  Diiiior.  tiytes.  3.  Battery  life  m^  vaiy  depending  on  apptic^ions,  poiwer  manaeemem  settings  and  features  utilized.  Recnarge  ome  vanes  depending  on  usaa 
C3  Information  Systems,  Inc.  Port^  is  a  registeied  trademaric  o(  TcshilH  Amenca  Information  Systems.  Inc.  Intel,  ttie  Intel  Inside  togo  and  Pentium  are  trademarks  or  regi-au^ 
^yxstton  or  its  subsKfiaries  in  the  United  States  arxi  other  countries.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  iXlM- 
ir  3<xducts  and  names  mentioned  are  the  property  of  their  respective  otimers.  All  specifcations.  software,  prices,  and  aeilatiility  are  subject  to  ctiange.  All  rights  reseraed.       m 


BusinessWeek 


SPRING     2002 


COVER  STORY 

When  the  recession 

punctured  the 

bubble,  many 

highfliers  crashed  to 

earth.  Nowhere  is 

that  more  evident 

than  in  this  year's 

BW50  page  26 


The  BusinessWeek 


26    THE  BEST  PERFORMERS 

The  one-two  punch  of  the 
recession  and  the  Enron 
implosion  has  wrought 
some  dramatic  changes 
in  the  composition  of 
the  BusinessWeek  50.  The 
tech  outfits  that  ruled  the 
rankings  two  years  ago 
are  now  mostly  gone,  and 
Johnson  &  Johnson,  No.  104 
last  year,  has  rocketed  to 
No.  1.  One  thing  the  Class 
of  '02  companies  have  in 
common:  They  show  the 
ability  to  shine  in  good 
times  and  bad 

40    METHODOLOGY 

How  we  adjusted  for  this  year's 
difficult  conditions 

42    THE  RANKING 

The  S&P  500's  top  companies 

60    REPORT  CARD  ON  THE  S&P  500 
87    PERFORMANCE  BY  INDUSTRY 


114    ALPHABETICAL  INDEX  OF 
COMPANIES 


The  BusinessWeek  50  /  Spring  2002  13 


o 


lsiiHli!Mti?J[J 


SPECIAL  REPORT 


127  INVESTING  FOR  GROWTH 

In  a  recovering  economy,  look  for  gems 
among  smaller  companies  and  in 
battered  sectors 

128  FINDING  STOCKS  YOU  CAN  TRUST 

How  to  tell  whether  a  company's 
strong  performance  is  for  real 

135   GURUS  OF  GROWTH 

We've  chosen  six  experts  who  have 
stood  the  test  of  bull  and  bear  markets 

141    MID-CAP  STARS 

Video  games,  car  auctions,  biotech,  and 
housing  were  among  the  stalwarts  in 
this  group 

147   SMALL-CAP  STARS 

They're  still  whipping  the  big  guys 

153   BEST  IN  CLASS 

A  look  at  the  standouts  in  industries 
hard  hit  by  the  2001  do\\'nturn 

159  BEYOND  STOCKS  AND  BONDS 

Looking  for  ways  to  diversify?  You 
might  try  exchange-traded  funds 

163   BUT  IS  IT  WORTH  LOST  SLEEP? 

How  to  gauge  your  tolerance  for  risk 

166   THE  BARKER  PORTFOLIO 

Lessons  of  the  bear  market:  Many 
mistakes  could  have  been  avoided 


O 
O 


177  TECH:  SUN  AMID  THE  GLOOM 

The  industry  is  mired  in  no-growth 
mode,  but  there  are  exceptions 

178  SOFTWARE'S  HOT  SPOT 

Why  customer-management 
applications  are  selling 

181    NANOTECHNOLOGY 

No,  it's  not  all  hype:  These  supertiny 
gizmos  will  transform  our  way  of  life 

187  PLAYING  DEFENSE 

In  coming  years,  budget  increases  may 
not  mean  fat  deals  for  contractors 

191    PAYING  FOR  PROTECTION 

Security  software  goes  only  so  far.  You 
need  experts  to  manage  it 

195   BIOTECH  BLUES 

The  challenges  facing  this  young 
industry  don't  end  \\ith  drug  discovery 

199   A  HEALTHY  LEAD 

Technology  is  giving  UnitedHealth 
Group  an  edge  on  other  insurers 

203  HOME  ENTERTAINMENT 

The  digital  revolution  means  that 
nobodv's  turf  is  safe 


11    EDITOR'S  MEMO 
206  INDEX  TO  COMPANIES 

208  EDITORIALS 

It  was  a  back-to-basics  vear 


BusinessWeek  online 


www.businessweek.com        America  Online  Keyword:  BWJ 


14  The  BusinessWeek  50  /  Spring  2002 


"We  told  KPMG  Consulting: 

we  need  a  web-based 

enrollment  system  so  simple..." 


"...that  our  MetLife  customers  can  more  easily 
manage  their  financial  future. 

"The  MetLife  mission  is  to  build  financial  freedom 
for  our  customers.  KPMG  Consulting  worked  with 
us  to  design  and  build  an  on-line  system  faster 
than  we  had  thought  possible.  The  new  system 
gives  our  customers  a  single  site  for  enrollment, 
product  information,  and  performance. 

"Our  customers  and  our  own  employees  are 
very  happy  with  their  'new  freedom.'  Customer 
satisfaction  scores  are  up,  and  so  are  employee 
productivity  and  our  operating  earnings." 


YOU   CAN   HEAR  THEIR  STORY 


"We're  delighted  that  we  surprised  MetLife  with 
how  quickly  we  were  able  to  help  them  design 
and  build  their  new  on-line  system. 

"But  we're  even  happier  that  the  system  helped 
them  become  an  even  more  successful  company. 

"After  all,  that's  the  reason  we're  in  business." 


www.kpmgconsulting.com/results 
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Winner  of  the  2000  National 
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Finalist  in  2001  for  General 
Excellence  and  for  Design. 


We  have  created  a  separate  area  on  BusinessWeek  Online 

www.businessweek.com/bw50/  where  you  will  find  scoreboards, 

iyivesting  tools,  interactive  corporate  profiles,  videos,  stories, 

and  more — all  produced  specially  for  this  bonus  issue. 

Visit  us  often  for  new  stories  and  features. 
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budgets  have  always  been  the  toughest  part  of 
your  job.  But  you  now  find  those  skills 
being  tested  like  never  before  when 
challenged  to  reduce  infrastructure 
costs  without  risking  your  long-term 
business  objectives. 

HP  Services  can  help:  thousands 
of  infrastructure  specialists  who  have 
provided  IT  operations  for  hundreds  of 
companies  around  the  world.  People 
who  work  with  you  to  address  virtually 
every  aspect  of  your  infrastructure.  From 
streamlining  operations  to  reducing 
overhead  to  simplifying  processes. 
All  while  ensuring  that  the  solution  is 
flexible  enough  to  evolve  with  your 
changing  needs. 

That's  because  our  outsourcing 
solutions  always  start  with  you— your 
issues,  your  people,  your  challenges. 
So  we  can  take  on  entire  operations 
or  parts  of  operations  depending  on 
the  specific  business  goals  you  hope 
to  achieve. 

HP  infrastructure  solutions- 
servers,  software,  storage,  services 
and  beyond— are  engineered  for  the 
real  world  of  business.  Because  the  last 
time  we  checked,  that's  where  we  all 
work.  Call  1.800. HPASKME,  ext.  246. 
Or  visit  www.hp.com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 
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yet  to  fade  when  reality  starts  to  sink  in:  The  deal  has  just  been  inked,  but  success  now 
depends  on  your  ability  to  figure  out  how  to  combine  environnnents,  integrate 
old  systems  with  new  ones,  make  disparate  hardware  and  software  work 
together.  And  while  you're  at  it,  make  sure  the  whole  infrastructure  stays 
up  and  running. 

One  thing's  for  certain,  though.  You  can't  just  throw  more  money  at 
the  problem.  In  today's  marketplace,  you  have  to  throw  more  intelligence 
at  it.  And  that  means  finding  someone  to  work  with  you  who  understands 
that  the  problem  you're  facing  comes  with  its  own  unique  set  of  timing,  budget 
and  technology  constraints. 

To  that  end,  we  offer  up  the  breadth  of  experience  that  comes  with 
HP  Services:  30,000  professionals  in  120  countries  who  prefer  to  solve 
problems  more  with  their  heads  than  just  with  a  purchase  order.  Solutions 
based  on  your  particular  business  needs  — whether  they  require  consulting, 
financing,  education,  support  or  even  total  outsourcing  expertise. 

We've  helped  thousands  of  businesses  with  virtually  every  aspect 
of  their  IT  environments.  From  designing  and  maintaining  powerful,  always-on 
infrastructures  to  implementing  smoother,  large-scale  systems  migrations  and 
integrations  to  supporting  multi-vendor  environments.  All  without  forcing 
them  into  restrictive  niches  or  long,  expensive  engagement  cycles. 

HP  infrastructure  solutions— servers,  software,  storage,  services  and 
beyond  — are  engineered  for  the  real  world  of  business.  Because  the  last  time 
we  checked,  that's  where  we  all  work.  Call  1800.HPASKME,  ext.  246.  Or  visit 
hp.com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 
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A  NEW  BRAND  WORLD 

8  Principles  for  Achieving  Brand  Leadership  in  the  21st  Century 

By  Scott  Bedbury  with  Stephen  Fenichell 
Viking  .21 1pp.  $24.95 


WHAT  MAKES 
A  BOFFQ  BRAND 

On  a  coffee-hunting  safari  to 
East  Java,  Scott  Bedbury  fi- 
nally posed  the  question  to 
Starbucks'  chief  coffee  guru,  Dave 
Olsen:  So  what  was  it  that  was  most 
important  to  Starbucks'  success? 
asked  Bedbury,  a  Nike  veteran  who 

had  come  aboard  as  the  roaster's  chief  marketing 
oflScer.  Was  it  the  coffee?  The  stores?  The  baristas 
working  behind  the  counter? 

One  can  imagine  the  faraway  squint  in  Olsen's 
eye  as  the  man  Bedbury  describes  as  "part  sci- 
entist, part  philosopher,  part  Indiana  Jones" 
mulled  the  issue.  Then  came  his  an- 
swer: Everything  matters. 

That  response  is  the  central  les- 
son of  Bedbury's  instructive  book, 
A  New  Brand  World,  viritten  with 
Stephen  Fenichell.  You've  heard  it 
all  before,  right?  But  Bedbury's 
anecdote-heavy  volume  persuasively 
demonstrates  how  obsessive  atten- 
tion to  every  element  of  a  company's 
behavior  is  key  to  building  a  block- 
buster brand.  Ads,  in-store  posters, 
the  decor  of  the  corporate  lobby,  the 
format  of  the  annual  report — all  of 
these  and  more  count,  an  idea  Bed- 
bury, now  a  marketing  consultant, 
labels  "brand  environmentahsm." 

Brand  environmentahsm,  as  it  haf 
pens,  provides  a  useful  lens  through 
which  to  view  this  year's  Business- 
Week 50  list,  which  marks  the  return  to  promi- 
nence of  old-line  companies  in  areas  such  as  re- 
tailing and  consumer  products.  Although  such 
efforts  weren't  much  appreciated  during  the  boom 
years  of  the  late  1990s,  BW50  stars  ranging  from 
Wal-Mart  Stores  to  Electronic  Data  Systems  to 
PepsiCo  have  been  devoting  lots  of  time  and  re- 
sources to  the  unglamorous  task  of  keeping  their 
brand  message  fresh  and  simple,  then  making 
sui'e  it's  articulated  consistently  in  every  venue. 

In  Bedbury's  account,  we  witness  marketers,  in- 
cluding Saturn,  Ralph  Lauren,  and  Martha  Stew- 
art, grope  toward  getting  it  right.  They  test  this 
idea,  then  adjust  that  one,  always  with  an  ear  to 
whethei  it  rings  true  with  business  partners  and 
customers.  It's  not  always  a  neat  process.  But  it 
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can  be  an  effective  one,  so  long  as  everyone  keep^| 
a  firm  grasp  on  what  the  brand  stands  for  an(^| 
where  it  can  and  cannot  tread.  That's  easier  whei^B 
there  is  a  visionary,  autocratic  leader  who  em-^f 
bodies  the  brand's  values — someone  like  Bed-^| 
bury's-two  former  bosses,  Nike  Inc.'s  Philip  hH 
Knight  and  Starbucks  Corp.'s  Howard  D.  SchultzH 
But  Bedbviry  suggests  ways  that  other  far-think-H 
ing  companies  can  imbed  those  principles  in  theii^| 
employees'  dna.  ^M 

A  New  Brand  World  works  best  if  you  think  o^| 
it  as  a  casual,  sometimes  meandering,  conversa-^B 
tion — the  type  you  can't  resist  eavesdropping  orH 
at  a  Starbucks.  The  book's  most  disarmin^H 
vignettes  involve  such  less-than-shining  moment^H 
as  Nike's  attempt  to  win  over  casual  female  ath^H 
letes  with  an  exhortatory  "Just  Do  It"  ad  thatH 
backfired  badly.  (The  ad's  comic-reUef  Une,  "And  itH 
wouldn't  hurt  to  stop  eating  hke  a  pig,  either,'^B 
was  regarded  as  arrogant  and  presumptuous.)H 
Nike,  of  course,  eventually  got  it  right.  Bedbury'^H 
firsthand  account  of  how  the  marketing  colossu^H 
diagnoses  and  then  remedies  such  problems  isH 
absorbing  reading.  H 

Such  episodes  aren't  just  humorous  diversions^B 
They  further  his  main  point  by  demonstratin^H 
how  a  clumsy  move  vdth  any  sin^B 
gle  element  can  corrupt  the  broad-H 
er  brand  environment.  BedburyW 
explains  this  with  a  deft  coffeeH 
analogy.  Remember  how  StarbucksH 
was  one  of  the  first  retailers  toH 
ban  smoking?  Turns  out  the  com-H 
pany  did  that  not  so  much  out  ofB 
health  concerns  but  because  coffeeH 
beans  quickly  soak  up  the  odorsH 
around  them.  If  you  don't  wantH 
your  coffee  to  taste  like  stale  ciga-H 
rettes,  you  can't  allow  people  toH 
smoke  nearby.  H 

It's  no  different  with  brands:H 
They'll  soak  up  the  foulest  odor  inH 
their  environment,  whether  it's  afl 
whiff  of  product  compromises,  cor-H 
porate  ethical  lapses,  or  simply  rudeH 
counter  people.  Brand  wars  are  won  or  lost  onH 
just  such  mundane  battlefields,  and  Bedbury  hasH 
laid  in  a  good  stock  of  amusing  war  stories:  hisH 
battles  against  Starbucks  cost-cutters  who  want-H 
ed  to  use  cheaper  toilet  paper  in  cafe  rest  rooms,  p 
for  instance,  or  the  newly  hired  fast-food  veter-f 
ans  who  wanted  to  eliminate  the  smallest  drink  t'.' 
size,  the  "short,"  so  that  they  could  add  a  tub-size  w 
unit  at  the  high  end  and  charge  more,  just  as». 
they  had  done  with  Cokes  at  burger  joints.  (Bed-B 
bury  proposed  that  the  change  be  heralded  with* 
an  ad  declaring,  "We've  dropped  our  shorts  toP 
make  more  money.")  Although  easy  to  snicker  at,  C 
such  battles  involve  the  highest  stakes,  brand- ■ 
wise.  As  Bedbury's  intrepid  guide  in  East  Java  ft 
argued,  they  all  matter.  I| 
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Chapter  Vii:  The  Defector 


On  the  sixth  of  Noresiber,  IMMSSe  frelMlf  KirW  / 
left  Istanbul  at  dv^k,   steaolng  eloiflj  through  the  cr^ifdeti 
harbor.  ^7ou*ll  be  appreachei/*  he'4  beem  ttloi.  ^'Soiieeue 
from  the  special  serrices  —  it  s  always  done  ox  Soriet 
ships.  A  conrersation,  only«  nothing  elaborate,  just 
see  if  yeu  are,  perhaps,  sympathetic."  1 

The  purser,  as  it  tiimed  out,  a  jolly  nan  with  a\ 
sailer's  beard.  "Come  and  have  a  drink,'  he  said.  "In  my 
office." 

The  ship  worked  its  way  past  the  Gelden  Horn,  water- 
front lights  fading  away  at  the  stern.   It  was  warm  in  the 
purser's  office.  "Will  ytu  take  a  vodka  -with  me?;* 

Maybe  one,  he  thought.  "With  pleasure,"  he ""l^l 

The  bottle  was  waiting  on  a  Biiss  iray.   Ahselutr^o 
saw.  It  had  been  iced,  the  glass  opaque  with  frost. 

"Swedish?"  %  said.^-  ":^^.  '^^.U 

"Tes.     Why  net?"         ^  ^-^.^ 

"No  reason. "t'^''^.:     ^ ■-^.^. -^'T-^': 

>^^^'Jiisloyal,  ypu  thL^ 

He  smiledv^ 

"Oh,  who  Ci^ 
the  purser  siaid^  settin 
more  a  qiaLOi^lint  of  tas' ' 
und^mtS^me'" 


r-^-^-^--- ^^ 


fc^*^***^.:. 


aonality,  jlm  ^ese  times, " 
L8se#  en  his  desk.  "It's 
icl'^^  Preference .  Do  you 
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■N  TIMES  LIKE 
THESE.  YOU  NEED 
E-BUSINESS 

SOLUTIONS  THAT 

WILL  HELP  YOU 

SURVIVE  TIIWIES 

LIKE  THESE. 


Today,  the  best-run  e-businesses  knovs  that  to  achieve  real  ROI,  vou  need  more 
than  ad  hoc  approaches  and  stand-alone  solutions.  You  need  a  new  wa\  to  make 
everything  work  together.  SAP  is  a  leading  provider  of  integrated  e-business  solutions. 
Our  expertise  in  21  industry-solution  areas  has  helped  H6%  of  the  top  50  Global 
Fortune  companies  focus  on  the  things  that  matter  most:  efficiency  and  profitabilitv. 
To  see  how  we  can  help  you,  visit  sap.com 

THE  BEST-RUN  E-BUSINESSES  RUN  SAP 
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HIGH  TURNOVER 
HIGH  RISK 


TALENT  IS 
THE  MOST 
IMPORTANT 
THING  A 
COMPANY 
HAS— AND 
INVESTORS 
DON'T 
OWN  IT 


Coy  is  BusinessWeek's 
!  Ecofiomcs  Editor. 


What  do  you  own  when  you 
own  a  share  of  corporate 
stock?  It's  not  as  clear  as  it 
used  to  be.  As  recently  as  the  mid- 
1980s,  the  stock  market  value  of  U.  S. 
nonfinancial  companies  roughly 
equaled  their  book  value.  Today,  mar- 
ket cap  is  about  t\\ice  book  value.  Put  differently, 
a  big  chunk  of  what  companies  are  worth  today 
consists  of  things  that  don't  qualify^  for  inclusion 
on  the  balance  sheet. 

For  shareholders,  that's  a  critical  problem.  For 
many  knowledge-based  companies  in  the  New 
Economy,  the  most  important  unmeasured  assets 
aren't  really  assets  at  all.  They're  the  compam^'s 
key  employees.  They  don't  quahfx'  as  assets  be- 
cause (ob\iously)  they  aren't  o\\"Tied  by  share- 
holders. The  corporate  crowTi  jewels  are  inside 
their  craniums,  and  if  they  walk  out  the  door, 
shareholdei-s  can  do  nothing  about  it.  Many  of 
Chn'sler  Corp.'s  top  people  left  after  the  Daimler- 
Benz  takeover.  Ditto  for  J.  P.  Morgan's  brains  after 
the  Chase  Manhattan  merger. 

So  in  evaluating  companies,  today's  investors 
have  to  do  a  two-part  test.  Part  one  is  to  calculate 
how  much  wealth  a  corporation  is  capable  of  gen- 
erating with  its  tool  kit  of  tangible  assets,  intan- 
gible assets,  and  employees.  Part  two  is  to  size  up 
how  much  of  that  tool  kit  is  well-fastened  to  the 
coi"poration,  since  companies  with  a  poor  record  of 
retaining  key  employees  are  a  bigger  risk. 

Corporate  finance  as  it's  taught  in  business 
schools  takes  for  granted  that  shareholders  are 
king.  Professors  teach  that  in  exchange  for  sup- 
pi  jTng  companies  with  capital,  shareholders  are 
entitled  to  receive  all  of  a  corporation's  wealth  in 
excess  of  what's  paid  out  to  contractual 
claimants — a  group  that  includes  customers,  bond- 
holders, and  salaried  employees. 

But  theorj'  doesn't  match  reality.  At  many  com- 
panies, shareholders  are  no  longer  the  owners  in 
the  conventional  sense.  That's  because  key  em- 
ployees are  not  simply  hii-ed  help  brought  in  to 
run  the  real  assets  of  the  company — the  mines 
and  mills  of  an  earUer  era.  They  are  the  company. 
And  under  the  right  circumstances,  many  would 
be  ^^•illing  to  walk  out.  Neaily  a  decade  ago,  the 
advertising  firm  of  Saatchi  &  Saatchi  suffered 
when  shareholders  blocked  a  big  options  grant 


to  Maurice  Saatchi,  who  promptly  quit  and  start 
ed  a  rival  agency.  Columbia  University  busines: 
professor  Amar  Bhide  calcvilated  one  year  tha 
70%  of  the  companies  in  Inc  magazine's  Inc  50( 
were  started  by  entrepreneurs  who  got  the  orig 
inal  idfeas  while  working  for  other  employers. 

Once  shareholders  admit  that  they  aren't  Loui 
XIV,  they  can  move  on  to  figuring  out  where  t( 
invest,  given  their  \'ulnerable  position.  It  won't  bt 
easy.  Before  the  capitalist  era,  craftsmen  triec 
to  hang  on  to  promising  workers  by  signing  then 
to  indentured  apprenticeships.  But  even  then,  ap 
prentices  frequently  fled  once  they  learned  enougl 
to  go  into  business  for  themselves.  The  17-year-olc 
printer's  apprentice  Benjamin  Franklin  was  on( 
such  fugitive,  notes  Bhide.  Noncompete  clause 
aren't  much  more  effective  today — especially  since 
judges  are  reluctant  to  enforce  broad  ones. 

For  shareholders,  the  carrot  hasn't  worked  much 
better  than  the  stick.  Just  look  at  stock  option 
grants.  They're  an  expensive  way  to  retain  key  ex- 
ecutives and  ahgn  their  interests  ■with  those  ol 
shareholders.  But  as  the  past  few  years  have 
shown,  big  option  grants  hurt  shareholders  two 
ways.  They  dilute  investors'  ownership.  And  they 
give  executives  a  pen'erse  incentive  to  pump  up 
stock  prices  to  maximize  their  options'  value.  The 
personal  payoff  for  reporting  higher  profits  may 
have  contiibuted  to  the  i-ash  of  accounting  scandals 
that  began  coming  to  Mght  last  year — and  perhaps 
even  to  the  stock  market  bubble  of  the  late  1990s. 

How,  then,  can  shareholders  be  sure  that 
there's  real,  lasting  value  in  the  companies  in 
which  they  invest?  Go  back  to  why  corporations 
exist  in  the  first  place.  Raghuram  Rajan  and  Lui- 
gi  Zingales.  professors  at  the  University  of  Chica- 
go's Graduate  School  of  Business,  point  out  that 
every  company  starts  out  with  some  core  asset  or 
idea.  Over  time,  the  people  who  come  to  work  for 
the  company  develop  unique  skills  that  are  only 
partially  transferrable  to  other  jobs.  That  binds 
them  to  the  companj^  Think  of  a  chip  designer 
who  becomes  the  world's  expert  on  some  partic- 
ular feature  of  IBM's  RS/6000  computer  worksta- 
tions. Both  the  employee  and  IBM  benefit  from 
the  development  of  that  ntal  expertise. 

For  investors,  then,  the  key  is  to  find  companies 
that  do  a  good  job  of  retaining  their  key  employ- 
ees— ^not  by  legal  threats  and  not  by  overpaying, 
but  by  encouraging  talented  people  to  make  "firm- 
specific"  investments  of  their  time  and  energj". 

Handcuffs?  Nope.  The  reason  good  people  stay 
\nth  good  companies  is  that  they  can  create  more 
value  by  staging  than  by  going  elsewhere.  Of 
course,  they  must  be  paid  for  theii*  contributions. 

Shareholder  acti\'ists  are  talking  big  these  days 
about  asserting  their  rights  as  owners.  But  in  the 
New  Economy,  the  stuff  that  shareholders  own 
isn't  what  matters.  Investors  would  be  better  off 
acknowledging  that  they  aren't  in  charge  any- 
more, and  hunting  for  companies  whose  key  em- 
ployees are  least  likely  to  hop  a  crosstown  cab.  Bi 
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he   new   bottom   ,. 


You've  got  a  plan.  A  vision. 
So  fan  so  good. 

Now  there's  just  one  critical  item 
left  on  the  agenda.  Finding  the  financing 
to  make  it  all  work, 

That's  where  CIT  comes  in. 
For  almost  a  century,  we've  been 
helping  companies  with  lending  and 
leasing  solutions  that  turn  ideas  into 
action,  keep  the  momentum  going, 
and  still  manage  the  bottom  line. 

When  all  is  said  and  done, 
that's  our  bottom  line. 

We're  CIT  Today's  financing  leaden 
On  the  Web  at  CIT.com. 


tL^  worth 


2002  CIT  Group  Inc.  CIT  companies  are  subsidiaries  of  Tyco  International  Ltd. 
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A  FAR  MORE  DIVERSE  GROUP  THEY  MAY 


NOT  BOAST  THE  SUPERHOT  GROWTH  OF 


FORMER  TECHSTARS  BUT  DEMONSTRATE 
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For  Corporate  America, 
2001  was  the  cold  show- 
er after  one  of  the  dizzi- 
est, giddiest  binges  in 
business  history.  The  late 
1990s  were  a  time  when 
almost  any  manager 
could  feel  like  the  next 
Jack  Welch.  With  the  economic  boom  leav- 
ing even  mediocre  corporations  awash  in 
record  profits,  many  companies — and  the 
executives  who  ran  them — ^were  lulled  into 
a  dangerous  sense  of  invincibility.  The  stock 
markets  seemed  only  to  go  up,  consumer 
confidence  and  spending  were  at  vertigi- 
nous levels,  and  the  country  was  floating  on 
a  New  Economy  high.  Bet  big  on  acquisi- 
tions? Create  new  "pro  forma"  profit  mea- 
sures? Why  not?  Anything  seemed  to  go  in 
the  go-go  '90s. 

When  the  recession  punctured  the  bub- 
ble, many  highfliers  of  the  past  decade 
came  crashing  back  to  earth.  And  nowhere 
was  this  brutal  shakeout  more  evident  than 
in  this  year's  BusinessWeek  50,  our  sixth 
annual  ranking  of  the  nation's  best-per- 
forming large  public  corporations. 

At  the  height  of  the  1990s  boom,  the 
BW50  was  dominated  by  a  new  generation 
of  companies.  Chief  among  them  were  the 
tech  outfits  providing  the  building  blocks 
for  the  New  Economy,  companies  such  as 
Microsoft,  Dell  Computer,  Cisco  Systems, 
and  Intel.  Now  that  the  party  is  over, 
many  of  those  companies  have  had  to 
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settle  for  more  down-to-earth  gro\\i;h 
rates  and  stock  valuations  that  have 
knocked  them  out  of  our  ranking.  "A 
lot  of  tech  companies  will  never  be  on 
the  [BW50]  list  again,"  says  Steven 
W^eting,  a  senior  economist  at  Salomon 
Smith  Barney. 

After  accounting  for  nearly  half  of 
the  BW50  two  years  ago  and  garnering 
16  spots  last  year,  only  three  tech  and 
telecom  companies  made  this  year's  Ust: 
KLA-Tencor  (No.  6),  First  Data  (No.  44), 

IN  FINANCIAL  SERVICES, 
DEALMAKERS  GAVE  WAY 
TO  LENDERS  SUCH  AS 
FREDDIE  MAC  AND 
WASHINGTON  MUTUAL 

and  Electronic  Data  Systems  (No.  48) — 
all  newcomers  to  the  list.  Altogether, 
only  17  companies  from  the  Class  of 
'01  are  making  a  repeat  appearance  on 
the  2002  roster. 

Indeed,  the  one-two  pimch  of  the  re- 
cession and  the  implosion  last  fall  of 
energy  trader  Enron  Corp.  have  re- 
sulted in  one  of  the  most  dramatic 
changes  in  the  composition  of  the 
BW50  since  its  inception  in  1997  (table). 
To  see  just  how  dramatic,  you  don't 
have  to  look  further  than  the  No.  1 
berth.  Last  year's  performance  champ, 
serial-acquirer  Tyco  International  Ltd., 
has  seen  its  stock  plunge  amid  ques- 
tions about  its  accounting.  No.  1  this 
year:  the  116-year-old  Johnson  &  John- 


son, which  catapulted  from  No.  104  last 
year  on  the  strength  of  its  brands,  its 
marketing,  and  its  farsighted  manage- 
ment team. 

That  reshuffling  of  the  deck  has 
made  the  Class  of  '02  a  far  more  di- 
verse group  than  earlier  rankings. 
While  they  can't  all  claim  the  turbo- 
charged  growth  rates  the  tech  stars 


posted  at  their  peak,  this  year's  group 
performs  an  even  more  impressive  feat 
demonstrating  an  ability  to  prosper  in 
both  good  times  and  bad.  "You  have: 
to  look  very  hard  to  see  any  sign  of  re- 
cession in  [our]  credit-card  portfolio," 
boasts  Richard  D.  Fairbank,  chief  ex- 
ecutive of  credit-card  lender  Capital  1 
One  Financial  Corp.,  No.  47  on  this 


A  BW50  Retrospective:  In  the  Beginning,  There  Was  High  Tech 


Like  geologic  strata,  a  year-to-year  comparison  of  BW50  lists  tells  the  story  of  Corporate  America 's  evolution  since  the  late  '90s.  The  yellow 
bar  tracks  the  rise  and  fall  of  technology  and  telecom,  which  came  to  represent  almost  half  the  list  in  2000.  Wall  Street's  bull  market  swells, 
then  recedes  in  the  red  band.  The  energy  boom,  in  purple,  lifts  oil  and  electricity  companies  from  out  of  nowhere.  Finally  consumers  show  a 
surprising  resilience  amid  the  2001  recession. 
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When  you  attract  the  best  talent,  you  can  offer  smarter  solutions. 


For  the  fourth  year  in  a  row,  Ernst  &  Young  has  been  named 
one  of  FORTUNE"  magazine's  "100  Best  Companies  to  Work  For." 

Our  enticing  work  environment  draws  top  talent  which  means  we 
can  offer  smarter  solutions  for  your  business.  And  by  empowering 
our  people  with  award-winning  technology,  greater  professional 
development  and  proven  tools  to  help  integrate  work  and  life,  we  help 
them  to  succeed.  Which  leads  to  your  success,  too.  How  sweet  it  is. 


;•! 


FORTUNE* 

100  BEST 

COMPANIES 
TO  WORK  FOR  ^ 


ey.com 


='t  Ernst  Young 


From  thought  to  finish: 


2002  Ernst  &  Young  llp 


Tiiel^MMviet 


year's  list.  Wliat  is  the  secret  for  re- 
cession-proof performance?  By  and 
large,  this  year's  stars  steered  clear  of 
the  faddish  telecom  deals,  trendy  ag- 
glomeration, and  hyperaggressive  ac- 
counting techniques  that  have  come 
back  to  haunt  so  many  of  the  compa- 
nies in  earlier  rankings. 

Instead,  the  Class  of  '02  is  maintain- 
ing a  tight  strategic  focus  on  their  core 
businesses,  be  it  selling  stereos  or  mak- 
ing mortgage  loans.  Like  the  best  com- 
panies always  have,  they  lavish  atten- 


WITH  CONSUMER 
SPENDING  A  BRIGHT 
SPOT,  IT'S  NOT 
SURPRISING  THAT  MANY 
NEWCOMERS  TO  THE 
ROSTER  HAVE  A  STRONG 
CONSUMER  FOCUS 

tion  on  the  myriad  small  details  that 
make  up  a  business,  always  looking  for 
ways  to  make  an  improvement,  no  mat- 
ter how  minute. 

In  many  instances,  these  efforts  have 
helped  them  become  the  lowest-cost 
producers  in  their  sectors.  At  First 
Data  Corp.,  a  Denver-based  credit-card 
processor,  CEO  Charles  T.  Fote  con- 
venes a  worldwide  morning  conference 
call  with  his  100  top  lieutenants  to  dis- 
cuss the  previous  day's  performance — a 
feet-to-the-fire  approach  that  helps  en- 
sure that  problems  don't  fester.  "You 
can  only  get  away  with  a  b.s.  answer 
once,  so  if  you  give  that  answer  on 


Thursday  you'd  better  have  a  fix  by 
Friday,"  says  Fote. 

This  changing  of  the  guard  resulted 
in  a  list  of  top  performers  that  tilts 
away  from  the  flashy  growth  compa- 
nies of  the  bubble  years  and  back  to 
some  of  the  stalwarts  of  the  Old  Econ- 
omy. Put  another  way,  this  was  the 
year  that  beer,  bath  towels,  and  Band- 
Aids  became  cool  again.  Consumer 
goods  makers  Philip  Morris  (No.  5)  and 
PepsiCo  (No.  39)  climbed  aboard  the 
BW50  list  this  year  for  the  first  time 
ever.  Wal-Mart  Stores  Inc.  ascended 
from  No.  125  last  year  to  No.  14,  just 
as  its  sales  surpassed  those  of  Exxon- 


Mobil Corp.,  making  it  the  largestl 
company  in  the  world.  And  the  health-j 
care  sector,  which  placed  only  foui 
companies  in  2001,  muscled  in  with  1( 
this  year. 

Many  of  these  seasoned  companies,| 
were  preparing  for  the  downturn  be- 
fore the  boom  ended.  "We  saw  this  re-l 
cession  coming  three  years  ago,"  saysl 
Johnson  &  Johnson  CEO  Ralph  S.l 
Larsen.  That  foresight  allowed  the  com-l 
pany  the  luxury  of  overhauling  somej 
divisions  and  revamping  operations  at  I 
the  ideal  time — when  it  could  afford] 
to.  Similarly,  Pepsi's  spin-off  of  its  fast- 
food  and  bottling  operations  during  the  I 


-^m)  TOTAL  RETURN  The  best  and  worst  in  shareholder  returns 


TOP  TEM  (ONE-YEAR) 

PERCENT  INCREASE 

AU'u/.OKE                          162,7% 
NVIDIA                              128.3 
H&R  BLOCK                         108.5 
OFFICE  DEPOT                     106.6 

BALL                   SHI  106'^ 
DELUXE                            102.9 
DARDEN  RESTAURANTS            95.1 
SUPERVALU                           90.0 
INTL  FLAVORS  &  FRAGRANCES  74.5 
W.W.GRAINGER                     71.8 

BOTTOM  TEN  (ONE-YEAR) 

PERCENT  DECREASE 
PROVIDIAN  FINANCIAL          -92.2% 

TOPTENaHREE-YEAR) 

PERCENT  INCREASE 

NVIDIA                             830.1% 

BOTTOM  TEN  (THREE-year) 

PERCENT  DECREASE 
PROVIDIAN  FINANCIAL        -92.3% 

AES 

-90.4 

KING  PHARMACEUTICALS 
QUALCOMM 

286.2 
264.4 

US  AIRWAYS  GROUP 

-88.8 

CIENA 

US  AIRWAYS  GROUP 

-88.5 
-87.1 

LUCENT  TECHNOLOGIES 

-88.1 

ADOBE  SYSTEMS 

INTL.  GAME  TECHNOLOGY 

263.2 
255.4 

GATEWAY 

-87.3 

CALPINE 
PALM 

-83.5 
-82.6 

CONSECO 

-87.0 

FOREST  LABORATORIES 

220.9 

WORLDCOM  GROUP 
XEROX 

-85.6 
-81.3          [ 

VITESSE  SEMICONDUCTOR 

-82.2 

ST.  JUDE  MEDICAL 

211.6 

JDS  UNIPHASE 

-81.9 
-79.3 

NABORS  INDUSTRIES 

208.4 

YAHOO 

-81.2 

NEXTEL  COMMUNICATIONS 

DYNEGY 
ANALOG  DEVICES 

199.7 
196.9 

NOVELL 

-78.9          ^ 

COMVERSE TECHNOLOGY 

-79.1 

TELIABS 

-74.4 

Data  S&PCOMPUS;., 
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he  corporate  name  is  Standard  Candy;  you  may  know  them  for  their  Goo  Goo  Cluster,  America's  first  com- 
ination  candy  bar,  introduced  in  1912.  But  this  is  2002.  And  manual  accounting  systems  don't  pass  muster 
aday.  That's  why  their  Controller  turned  to  Best  Software's  MAS  200.  In  seconds,  MAS  200  integrated  the  front 
nd  back  office,  reducing  manpower  hours.  With  accounting  linked  to  production,  inventory,  and  shipping, 
fficiency  rose.  Costs  fell  by  40%.  And  sales  doubled.  Which  is  what  happens  when  someone  gets  a  key  insight 
nto  their  business.  Our  technical  support  is  sweet  news  too:  Best's  business  management  software  has  won 
he  Star  Customer  Service  award  5  years  running.  For  all  the  details,  visit  www.bestsoftware.com/candy 

lifts    90       •      MAS    200       •      BEST    ENTERPRISE    SUITE       •      PEACHTREE       •      ABRA       •      FAS 


Act  On  Your  Insights" 


The  cable  weighs  less  than  the  mouse. 


..^ 


It  is  the  most  important  revolution  in  elevator  technology  in 
150  years,  it  is  great  news  for  the  mouse. 
The  core  of  the  6en2™  elevator  system  from  Otis  is  an  elevator- 
lifting  belt  of  polyurethane  w/rapped  around  thin  steel  cables. 
At  only  a  tenth  of  an  inch  thick,  it  is  a  dramatic  reduction  in 
size  over  old-fashioned  steel  cables.  And  at  only  one  ounce  per 
inch,  it  makes  the  mouse  look  positively  overweight. 
This  revolutionary  system  eliminates  the  need  for  machine 
rooms,  making  it  easier  to  modernize  equipment  or  provide 
more  rentable  space. 
Gen2  is  the  brainchild  of  Otis  and  the  United  Technologies 

www.utc.cam   NYSE:utx 


Research  Center,  an  engine  of  ideas  for  the 
family  of  companies  throughout  United 
Technologies. 

So  you  will  find  the  same  revolutionary 
lightweight  metal  in  both  UTCFC's  fuel  cells 
and  the  heat  exchanger  of  a  Sikorsky 
helicopter.  And  the  same  ultraviolet  air 
purifying  system  employed  by  both  Carrier 
for  buildings  and  Hamilton  Sundstrand  for 
planes.  At  United  Technologies,  intelligence 
shared  is  intelligence  squared. 


United 
Technologies 


OTIS      O      CARRIER      O      PRATT    &    WHITNEY      O      SIKORSKY      O      HAMILTON    SUNDSTRAND      O      UTC    FUEL    CELLS      O      NEXT    THINGS    FIRST 
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Doom  enabled  it  to  redouble  its  focus 
»n  its  profitable  Frito-Lay  snack  divi- 
;ion  and  allowed  it  to  launch  new  pred- 
icts which  Pepsi  expects  will  boost 
-avenues  by  $1  billion  this  year.  "In  a 
•ecessionary  economy,  innovation  is  as 
mportant  or  more  important  for  prod- 
icts  like  ours,"  says  CEO  Steven  S 
^einemund,  who  foresees  Pepsi's  per- 
>hare  earnings  climbing  13%  to  14% 
his  year. 

With  consumer  spending  the  bright 
5pot  in  the  economy,  it  is  not  surprising 
hat  a  lot  of  newcomers  to  the  roster 
lave  a  strong  consumer  focus.  In  the  fi- 
nancial-services sector,  dealmakers  such 
is  Lehman  Brothers  Inc.,  which  car- 

PFIZER'S  NO.  3  SHOWING 
HAS  MORE  TO  DO  WITH 
COST-CUTTING  AND 
AGGRESSIVE  MARKETING 
THAN  ITS  DRUG  PIPELINE 


ried  the  torch  in  2001,  gave  way  to 
uch  consumer-oriented  lenders  as 
Freddie  Mac  (Federal  Home  Loan 
Mortgage)  (No. 2)  and  Washington 
Mutual  (No.  29),  which  benefited  both 
rom  interest-rate  cuts  and  the  pub- 
lic's insatiable  demand  for  housing.  Two 
of  the  newcomers — AmerisourceBer- 
gen  (No.  10)  and  International  Game 
Technology  (No.  46) — weren't  eligible  a 
year  ago;  they  were  added  to  the  s&P 
500  only  in  the  past  year 

Our  BW.50  index  surged  ahead  of 
most  indexes  when  the  market  was 
booming.  But  it  has  fallen  faster  and 
harder  on  the  way  down.  For  the  year 


ended  Feb.  28,  the  index  lost  23.7%, 
exceeding  even  the  19.5%  plunge  by 
the  tech-heavy  Nasdaq  composite. 
Meanwhile,  the  Dow  Jones  industrial 
average  dipped  only  3.7%  during  that 
period,  while  the  s&p  500  fell  10.7%. 

So  what  happened?  Pure  and  simple, 
our  ranking  measures  performance, 
with  earnings  growth,  sales  growth, 
and  stock  market  returns  all  factored 
in.  The  shift  en  masse  by  Wall  Street 
money  managers  from  growth  to  value 
stocks  hurt.  So  did  the  fact  that  like 
any  performance  ranking,  our  formula 
tended  to  reward  companies  like  Tyco 
that  bought  their  earnings  through 


large-scale  acquisitions,  or,  like  Provid- 
ian Financial  Corp.  (No.  6  last  year), 
may  have  pushed  the  envelope  on  ag- 
gressive accounting  and  lending.  That 
said,  as  the  economy  and  the  markets 
stabilize,  it's  likely  that  companies  with 
above-average  growth  will  return  to 
the  top  of  the  BW50  rankings.  (To 
track  this  year's  BW50,  turn  to  the 
Figures  of  the  Week  page  in  the  back 
of  the  magazine  each  week.) 

BusinessWeek  has  periodically  made 
modest  refinements  to  the  proprietary 
computer  model  used  to  select  the 
BW.50  from  the  companies  in  the  s&P 
500  (see  page  40  for  details  on  how 


(M»  SALES  The  best  and  worst  in  sales  performance 


TOP  TEN  (ONE-YEAR) 

CALPINE 

ALLEGHENY  ENERGY 
MIRANT 

ITRANSOCEANSEOCOFOREX 
PROGRESS  ENERGY 
RELIANT  ENERGY 
EXELON 
CMS  ENERGY 
AMERISOURCEBERGEN 
CENDANT 


PERCENT  INCREASE 
201% 
159 
137 
129 
106 
103 
102 

98 

98 

92 


BOTTOM  TEN  (ONE-YEAR) 

PERCENT  DECREASE 


KINDER  MORGAN 

-61% 

MICRON  TECHNOLOGY 
CONEXANT  SYSTEMS 

-58 
-56 

PMC-SIERRA 

-54 

TERAOYNE 

-53 

VITESSE  SEMICONDUCTOR 

-50 

ADC  TELECOMMUNICATIONS 
COMPUTER  ASSOCIATES  INTL 

-46 
-45 

APPLIED  MATERIALS  -41 

ALTERA  -39 


TOP  TEN  (THREE-YEAR) 

AVERAGE  ANNUAL  INCREASE 


MIRANT 

180.9% 

ANADARKO  PETROLEUM 

176.5 

CALPINE 

148.6 

EL  PASO 
JDS  UNIPHASE 

131.8 
127.2 

AMERICAN  ELECTRIC  POWER 

119.6 

NVIDIA 

104.5 

DEVON  ENERGY 
SPRINT  PCS  GROUP 

101.2 
99.5 

BOTTOM  TEN  (THREE- YEAR) 

AVERAGE  ANNUAL  DECREASE 

KINDER  MORGAN  -32.3% 

McDERMOniNTE 

ROCKWELL  AUTO! 

THERMO  ELECTRI 

COMPUTER ASSO 

EQUIFAX 

LUCENT  TECHNOl 

AVAYA 

DELUXE 

THOMAS  &BEnS  -11.8 


McDERMOn  INTERNATIONAL 

-17.4 

ROCKWELL  AUTOMATION 

-16.7 

THERMO  ELECTRON 

-16.4 

COMPUTER  ASSOCIATES  INTL. 

-16.0 

EQUIFAX 

-13.6 

LUCENT  TECHNOLOGIES 

-13.3 

AVAYA 

-12.4 

DELUXE 

-12.3 
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The  BusinessWe 


MANY  COMPANIES  THAT 
TRIED  TO  BUY  THEIR 
EARNINGS,  SUCH  AS  TYCO 
AND  WORLDCOM,  HAVE 
TAKEN  A  BIG  HIT 


the  rankings  are  developed),  and  we 
have  continued  tweaking.  This  year,  we 
gave  slightly  more  weight  to  absolute 
sales.  It's  a  way  of  recognizing  the  in- 
creased difficulty  big  companies  have  of 
maintaining  large  percentage  gains  as 
they  grow. 

We  made  one  other  important 
change  this  year:  We  exercised  our  ed- 
itorial judgment  and  excluded  five 
companies  from  the  rankings  because 
of  significant  questions  about  their  ac- 
counting. Qwest  Communications  In- 
ternational, WorldCom,  Nvidia,  PNC 
Financial  Services  Group,  and  Com- 
puter Associates  International  face 
questions  on  issues  ranging  from  ac- 
counting for  reserves  to  off-balance- 
sheet  debt.  All  have  recently  disclosed 
that  the  Securities  &  Exchange  Com- 
mission is  investigating  their  account- 
ing. With  these  questions  unresolved 
we  felt  we  could  not  include  the  com- 
panies in  our  ranking. 

Qwest,  Nvidia,  and  WorldCom  de- 
clined to  comment.  But  in  a  letter  to 
BusinessWeek,  Computer  Associates 
was  forthright  about  its  displeasure: 
"Excluding  our  company  from  the  rank- 
ings on  the  basis  of  an  inquiry — not 
even  on  a  claim  of  some  impropriety — 
implies  wrongdoing.  Branding  someone 
in  this  fashion  is  imfair  and  contrary  to 
one  of  the  fundamental  tenets  of  our 


tl  EARNINGS  GROWTH... 


society."  Meanwhile,  a  spokesman  for 
PNC  says,  "PNC  has  already  revised  2001 
earnings  to  reflect  the  accounting  is- 
sues that  arose.  There  has  been  no  im- 
pact on  the  fundamentals  of  the  com- 
pany. Our  balance  sheet  is  strong  and 
our  business  is  solid." 

Serious  accounting  questions  have 
been  raised  even  for  some  companies 
that  made  this  year's  BW50.  Energy 
traders  such  as  Calpine  (No.  20)  and 
Dynegy  (No.  15),  for  example,  have 
come  under  intense  scrutiny  by  in- 
vestors. Calpine  responded  by  provid- 


...&  DECLINE 


TOP  TEN  (ONE-YEAR) 


PERCENT  INCREASE 


SHERWIN-WILLIAMS 

1542% 

WACHOVIA 

1073 

CHIRON 

985 

PROGRESSIVE 

792 

HCA 

388 

STAPLES 

344 

BAKER  HUGHES 

329 

OFFICE  DEPOT 

308 

HEALTHSOUTH 

261 

AMERICAN  ELECTRIC  POWER 

232 

Data:  S&P  COMPUSTAT 

TOP  TEH  (THREE-YEAR) 

AVERAGE  ANNUAL  INCREASE 

IMMUNEX  431.0% 

INCO  272.3 

BAKER  HUGHES  263.0 

NVIDIA  240.0 

ROYAL  DUTCH  PETROLEUM  191.4 

CALPINE  153.3 

KIA-TENCOR  147.0 

UNOCAL  110.5 

WILLIAMS  101.5 

STRYKER  100.7 


BOTTOM  TEN  (12-month  LOSS) 

MILLIONS  OF  DOLLARS 
JDS  UNIPHASE  -$57,564.8 


NORTELNETWORKS 

-24,307.0 

LUCENT  TECHNOLOGIES 
CORNING 

-13,018.0 
-5,498.0 

FORD  MOTOR 

-5,453.0 

AOL  TIME  WARNER  m 

M.921.0 

AT&T 

-4,131.0 

QWEST  COMMUNICATIONS 

-3,945.0 

MOTOROLA 

-3,937.0 

APPLIED  MICRO  CIRCUITS     -3,709.2 


ing  more  disclosure  about  its  account- 
ing, while  Dynegy  scaled  back  capital 
spending  and  moved  aggressively  to 
shore  up  its  balance  sheet.  IVco,  whosei" 
accounting  practices  were  examined  byi 
the  SEC  two  years  ago — with  no  ad 
verse  findings — ^may  be  one  of  the  most 
examined  companies  in  the  U.  S.  While 
lyco  certainly  skates  close  to  the  edge, 
there  is  no  sign  yet  that  it  will  have  to 
take  a  big  write-off  before  plans  to 
spin  off  its  plastics  business  and  its  fi- 
nance unit,  CIT  Group,  are  completed. 
But  investors  extracted  a  huge  price 
from  lyco  for  its  complex 
and  sometimes  controversial 
accounting — and  for  revela- 
tions that  Tyco  paid  $10  mil- 
lion to  the  director  who 
arranged  the  ciT  takeover: 
Tyco's  stock  returns  have 
plunged  46.7%  in  the  year 
ended  Feb.  28,  2002.  Tyco 
ranked  No.  1  last  year.  This 
year's  showing?  A  far  less 
lofty  No.  45. 

Even  some  of  the  compa- 
nies on  this  year's  list  that 
aren't  being  forced  to  an- 
swer questions  about  their 
books  are  in  investors' 
crosshairs — and    may    not 


1 


34  The  BusinessWeek  50  /  Spring  2002 


BE  PREPARED  FOR  MOTIVATED  EMPLOYEES.  Because  at  The  Principal®,  we  provide  growing 
businesses  with  benefit  packages  individually  customized  to  their  needs.  We  offer  everything 
from  key  executive  benefits  to  estate  planning.  Using  a  step-by-step  process,  we  analyze  your 
company's  current  situation  to  arrive  at  a  business  solution  that  will  keep  everyone  smiling.  And 
considering  we  have  over  120  years'  experience,  it's  no  wonder  more  companies  choose  us  for 
their  401  (k)  plans.*  Give  us  a  call  today  at  1-800-986-3343  (ext.  80080)  and 
look  forward  to  focused,  dedicated,  loyal  employees. 

Financial 

WE    UNDERSTAND    WHAT    YOU'RE    WORKING    FOR^^'      W^       Group 

www.principal.  com 


Principal 


32002  Principal  Financial  Servicies,  Inc.  Insurance  issued  by  Principal  Life  Insurance  Company.  Mutual  funds  offered  through  Princor  Financial  Services  Corporation  (member  NASD  &  SIPC), 
!?00/247-4123.  Principal  Life  and  Princor  are  members  of  the  Principal  Financial  Group*  (The  Principal*),  Des  Moines,  lA  50392.  "The  Principal*"  is  a  registered  trademark  of  the  Principal 
financial  Group.  'CfO  Magazine,  April/May  2001,  based  upon  total  plans  served  in  2000  by  insurance  companies,  banks  and  investment  firms. 
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make  the  list  next  year.  Mighty  Merck 
&  Co. — which,  in  40th  place,  is  the  sole 
sur\iving  company  to  grace  the  BW50 
all  six  years — ^is  in  jeopardy  of  snapping 
that  streak  next  year.  CEO  Raymond 
V.  Gilmartin  has  told  Wall  Street  that 
Merck's  earnings  are  likely  to  be  flat  in 
2002  because  several  of  its  blockbuster 
drugs  have  gone  off  patent  and  its 
new-drug  pipeline  looks  weak. 

The  class  of  2001  may  not  have  the 
eye-popping  numbers  of  the  tech  dar- 
lings of  a  few  years  ago,  but  many 

WHILE  OTHERS  MILKED  THE 
SPOT  MARKET,  DUKE  ENERGY 
(NO.  30)  DREW  UP  LONG-TERM 
ENERGY  CONTRACTS.  THAT 


HELPED  WHEN  PRICES  PLUNGED 


have  demonstrated  an  impressive  con- 
sistency. Many  are  dominant  players 
in  their  industries.  While  their  rivals 
struggle  to  work  off  the  excesses  of 
the  past  decade,  some  BW50  compa- 
nies are  using  the  economic  lull  to 
widen  their  lead  over  the  pack. 

Edward  M.  Kerschner,  chief  invest- 
ment strategist  at  UBS  Warburg,  par- 
ticularly likes  three  of  the  50 — Duke 
Energy  (No.  30),  Bed  Bath  &  Beyond 
(No.  32),  and  Capital  One  Financial — 
because,  he  says,  they  are  well  posi- 
tioned to  take  advantage  of  their  ri- 
vals' mistakes.  "As  the  placid  waters 
of  prosperity  recede,  the  ugliness  of 
bad  loans  and  poor  investment  deci- 
sions suddenly  becomes  visible,"  says 
Kerschner.  Translated:  Such  companies 
as  Duke  and  Capital  One  are  poised  to 


fZ  NET  MARGIN 


TOP  TEN  (2001) 

PERCENT 

AMBAC  FINANCIAL  GROUP  59.7% 

PLUM  CREEK  TIMBER  56.5 

MBIA  51.3 

MGIC  INVESTMENT  47.1 

LINEAR  TECHNOLOGY  41.7 

UST  29.4 

AM6EN  27.9 

KING  PHARMACEUTICALS  26.7 

MOODY'S  26.6 

NOBLE  DRILLING  26.3 


Data:  S&P  COMPUSTAT 


poach  their  rivals'  best  workers, 
squeeze  better  terms  out  of  supphers, 
and  in  some  cases  snap  up  choice 
assets  being  divested  by  struggling 
competitors. 

If  any  company  epitomizes 
Kerschner's  theory 
that  the  rich  will 
get  richer,  it's  Bed 
Bath  &  Beyond  Inc. 
UnUke  other  home 
furnishing  chains 
that  have  expanded 
by  taking  on  heavy 
debt  loads,  the 
Union  (N.J.)-based 
retailer  funded  its 
expansion  out  of 
cash  flow\  Smart 
move,  because  Bed 
Bath  is  now  posi- 
tioned to  leave  the 
competition  in  the 
dust.  Lechters  Inc., 


BOnOM  TEN  (2001) 

PERCENT 
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-138.8 
-135.7 

VITESSE  St  1  CONDUCTOR 

-107.0 

CORNING 

-87.7 

ADC  TELECOMMUNICATIONS  -70.3 


which  filed  for  bankruptcy  last  year,  is| 
liquidating  its  315  stores.  HomePlacej 
Stores  of  America,  formerly  the  third- 
largest  chain  in  the  home  decor  sector,! 
ended  up  shutting  its  84  stores  last 
year.  By  contrast.  Bed  Bath,  which] 
now  has  396  stores,  plans  to  add  an- 
other 90  locations  this  year — and  it's] 
getting  its  pick  of  prime  real  estate. 
The  upshot?  "Oiir  competitive  position  I 
has  gotten  much,  much  stronger,"  says 
Bed  Bath  co-Chief  Executive  Warren 
Eisenberg. 

One  thing  Bed  Bath  isn't  buying  is 
other  retail  chains.  It's  now  painfully 
clear  that  many  BW  50  alumni  that 
tried  to  buy  their  earnings  through  fre- 
netic dealmaking,  such  as  Tyco,  World- 
Com, and  Cisco,  are  now  suffering  be- 
cause of  it.  The  results  were  especially 
bad  when  companies  struck  deals  out- 
side their  core  competency.  That  was 
the  case  for  many  of  the  companies 
that  tried  to  strike  it  rich  in  the  tele- 
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:  Giving  your  customers  better  service  means  letting  them 
know  when  they'll  receive  what  you  promised.  Brown  can 
do  that.  With  UPS  E-mail  Ship  Notification,  your  customers 
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thought  we  just  delivered  packages.  WHAT  CAN  BROWN  DO  FOR  YOU?^ 
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com  boom.  Chris  Zook,  head  of  Bain 
&  Co.'s  world-ttide  strategy-  practice, 
notes  that  of  72  major  investments  in 
broadband  and  other  telecom  ser%ices 
by  utilities  and  energy  companies  that 
sought  to  use  their  existing  fiber-optic 
networks  to  generate  new  revenue 
streams,  only  a  half-dozen  have  panned 
out.  Indeed,  most  of  the  companies 
frtjm  the  sector  that  made  this  year's 
BW50 — ^including  D>-neg>-.  Duke  Ener- 
gy,  and  American  Electric  Power 
(No.  35) — "avoided  the  siren  song  of 
telecom,"  says  Zook. 

THE  HEALTH-CARE  SECTOR 
MUSCLED  IN  WITH  TEN 
ENTRANTS  THIS  YEAR. 
NO.  1  J&J  PREPARED 
FOR  THE  DOWNTURN 
BEFORE  THE  BOOM  ENDED 


Yet  with  all  the  consoUdation  still 
anticipated  in  the  energj\  tech,  and 
telecom  sectors,  this  yeai's  BW50  com- 
panies pro\'ide  a  lot  of  clues  on  how 
to  do  deals  right.  First,  target  compa- 
nies that  offer  opportunities  to  cut 
costs.  Then,  carefully  manage  the  hard- 
er task  of  integrating  the  new  company. 
Consider  I*fizer  Inc..  whose  No.  3  show- 
ing this  year  was  largely  the  result  of 
its  $114  billion  acquisition  of  Warner- 
Lambert  Co.  two  years  ago.  In  hind- 
sight, even  Pfizer  CEO  Henrj-  A. 
McKinnell  admits  that  swallowing  a 
company  the  size  of  Warner-Lambert 
was  a  tall  order.  "Pfizer  had  never  done 
a  merger  on  that  scale."  he  says,  adding 
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"our  execution  abUity  has  been  proven." 
McKinneU  began  by  slashing  SI. 4  bU- 
Uon  in  costs  by  the  end  of  2001.  But 
the  real  payoff  came  fi*om  pumping  some 
of  Warner-Lambert's  hottest  drugs, 
including  Lipitor. 
through  Pfizer's 
well-honed  market- 
ing and  distribution 
channels.  In  2001. 
Pfizer  spent  S802 
miUion  on  ads  for 
such  products  as 
Lipitor  and  \lagra. 
The  drugmaker  em- 
ploys an  army  of 
8,200  sales  reps  in 
the  U.S.  and  15,000 
more  in  internation- 
al markets  who  are 
constantly  feeding 
doctors  the  latest 
clinical     data 
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products.  The  payofiE  Since  Pfizer  gainet 
control  of  Lipitor.  it  has  boosted  sales  o 
the  anti-cholesterol  drug  by  70%,  to  S6.4 
billion.  "I  never  thought  they  had  the 
best  pipeline."  says  Lehman  Brothers 
analyst  C.  Anthony  Butler.  "But  thej 
are  able  to  sell  the  dickens  out  of  whai 
they  have." 

At  the  height  of  the  boom  it  seemec 
as  if  everj'  company  could  sell  the  dick 
ens  out  of  what  it  had — especially  th< 
energ}'  companies,  which  rode  tht 
surge  in  energj'  prices  in  1999  and  200( 
to  record  profits.  But  the  subsequen 
collapse  in  prices  changed  that.  Of  tht 
13  utilities  and  energj'  companies  than 
vaulted  onto  the  BW50  roster  in  2001 
only  seven  sur\'ive  in  2002. 

One  was  Duke  Energy.  Its  profits 
in  2000  cUmbed  110%  over  1999  lev- 
els, but  rose  only  12%,  year  to  year,  ir 
2001.  Nevertheless,  that  enabled  Duke 
No.  19  in  last  vear's  BW50.  to  eke  out 
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no 


ts  30th-place  showing 

his  year.  While  other 

nerchant  energy  pro- 

lucers    were    juicing 

heir  profits  by  selhng 

nost  of  their  output  in 

he  spot  market,  Duke's 

:eo,  Richard  B.  Priory, 

asisted  on  signing  cus- 

omers    to    long-term 

ontracts  that  were  of- 

en  below  what  Duke 

ould  earn  on  the  spot 

narket.  But  those  deals 

•rovided  a  fat  cushion 

i'hen    prices    plunged 

ast   year.   Now,   with 

)uke's  rivals  weakened.  Priory  says 

le  plans  to  "take  advantage  of  the  ac- 

(uisition  opportunities  in  today's  market 

n\aronment." 

In  fact,  that  kind  of  long-term  think- 
hg  characterizes  a  lot  of  members  of 
his  year's  BW50.  It's  a  willingness  to 
ake  risks  and  tackle  simmering  prob- 
ems  while  times  are  good,  rather  than 
ocusing  just  on  the  here  and  now.  No.  1 
ompany  Johnson  &  Johnson  is  a  good 
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example.  Although  the  New  Bnmswick 
(N.  J.)-based  maker  of  drugs  and  medical 
devices  was  doing  well — growing  annual 
profits  at  a  double-digit  pace — CEO 
Larsen  knew  that  J&J's  research  labs 
needed  an  overhaul.  So  when  a  few 
promising  drugs  flopped  in  late-stage 
trials  or  were  rejected  by  regulators, 
Larsen  moved  fast  in  1999  to  shake  up 
J&J  labs  while  times  were  flush:  "It  was 
obvious  the  booming  economic  cycle 


couldn't  continue,"  he 
says. 

Larsen  replaced  J&j's 
single-drug  research 
teams  with  a  more  en- 
trepreneurial system 
that  created  interdisci- 
plinary teams  of  biolo- 
gists and  chemists  to 
cut  drug  development 
times.  The  company 
also  put  a  stringent 
new  review  process  in 
place  to  decide  whether 
to  quickly  pull  the  plug 
or  move  forward  with 
new  drug  development. 
As  a  result,  J&J  now  has  29  compounds 
in  early  development,  vs.  just  a  half- 
dozen  five  years  ago.  Larsen  did  that 
while  putting  big  marketing  dollars  be- 
hind some  of  J&.j's  best-selling  drugs, 
such  as  the  $L8  billion  anti-psychotic 
drug  Risperdal.  It  was  good  medicine: 
J&j's  earnings  rose  a  respectable  14%  in 
2001,  to  $5.7  billion,  on  an  11%  rise  in 
sales.  With  Larsen  set  to  retire  this 
summer,  analysts  believe  his  successor. 
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W^am  C.  Weldon.  is  inheriting  a  com- 
pany poised  to  vault  past  weaker  rivals. 
Preparing  ahead  for  rough  times 
also  paid  off  for  Capital  One.  one  of 
the  nation's  largest  credit-card  issuers. 
As  the  economy  began  weakening  in 
2000,  Capital  One — which  already 
boasted  one  of  the  lowest  charge-off 
rates  in  the  industry' — became  more 
aggressive  about  reining  in  its  expo- 


sure to  less  creditworthy  customers. 
"Risk  management  is  key  to  ovu"  suc- 
cess," says  CEO  Fairbank.  With  go-for- 
broke  rivals  such  as  Proxidian  Finan- 
cial buckling  imder  the  weight  of  bad 
accounts,  analysts  say  that  Capital  One 
is  now  positioned  to  snap  up  some  of 
Providian's  assets  for  a  song.  Adds 
the  CEO,  "We've  gone  from  a  specialty 
niche  player  in  credit  cards  to  a  full- 


line  company.  Capital  One  is  a  ve^ 
broad-based  player  in  almost  evei 
segment  of  the  market." 

In  many  ways,  success  in  20(1 
meant  pajing  close  attention  to  ti\ 
needs  of  the  consumer.  Like  all  hom<| 
builders,  KB  Home  (No.  43)  was  helj 
by  low  interest  rates  that  kept  saUl 
booming.  But  KB  demonstrated  th| 
power  of  a  consumer-first  approach 
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AFER  ENRON,  A  WHOLE  NEW  YARDSTICK  mx- 


To  get  a  detailed  sense  of  how  the  companies  in  the 
Standard  &  Poor's  500-stock  index  stack  up,  take  a 
look  at  the  accompanying  tables.  Between  our  per- 
formance rankings,  with  their  letter  grades,  and  our  in- 
dustrj'  rankings,  you'll  find  scads  of  data.  These  500  stocks 
represent  about  75%  of  the  market  value  of  all  U.  S. 
stocks.  Our  data  can  provide  for  the  most  sophisticated  of 
reviews.  We've  been  at  the  task  of  ranking  these  compa- 
nies since  1997,  but  this  year,  the  combination  of  recession 
and  revelations  of  aggressive  accounting  at  some  formerly 
top-performing  companies  made  the  task  more  challenging 
than  ever.  Here's  how  we  computed  the  rankings  and  how 
we  adjusted  for  this  year's  unusual  conditions. 

First,  of  course,  we  measure  sales  growlh,  earnings 
growth,  and  total  shareholder  return 
for  each  of  the  500  companies.  Be- 
cause we  want  to  capture  the  outfits 
;  that  have  staying  power,  we  tally- 
each  of  those  categories  for  one-  and 
three-year  periods.  To  get  a  read  on 
how  well  management  is  emploj^g 
assets,  we  factor  in  net  margins  and 
return  on  equity,  both  for  one  year.  If 
any  data  are  unavailable,  a  company 
receives  an  "incomplete"  in  that  cate- 
gory-. Because  it's  easier  for  small 
companies  to  score  bigger  percentage 
gains,  we  weight  the  results  by  sales 
volume.  This  year,  we  increased  the 
sales  weighting  somewhat.  Add  it  all 
up  and  you  get  a  ranking  for  each  company,  with  the  top 
50  making  up  our  honor  roll. 

To  compute  letter  grades  for  our  performance  rankings 
(page  60),  we  di\'ide  each  measure  into  quintiles,  with  the 
top  20%  of  companies  earning  an  A,  the  second  20%  a  B, 
and  so  on.  We  also  present  Industrj-  Rankings  (page  87) 
so  you  can  evaluate  each  company  against  its  peers.  Our 
calculations  are  based  on  data  available  as  of  Feb.  28  and 
closing  stock  prices  on  the  same  date. 

This  year  it  became  clear  that  some  members  of  the 
class  have  been  benefiting  from  gi-ade  inflation.  The  col- 
lapse of  Enron  Corp.  has  shed  a  harsh  Ught  on  the  ag- 
gressive accounting  that  was  pumping  up  some  bottom 
lines.  That's  why  we  decided  for  the  first  time  that  we 
couldn't  take  at  face  value  some  reported  numbers.  In  a 
handful  of  cases,  we  elected  not  to  rank  companies  be- 
cause of  questions  about  their  financial  statements,  ques- 
tions that  were  often  accompanied  by  an  investigation  by 
the  Securities  &  Exchange  Commission.  While  we  are  not 
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IN  SOME  CASES,  WE 
COULDN'T  TAKE  THE 
REPORTED  NUMBERS 
AT  FACE  VALUE. 
THUS,  A  FEW 
COMPANIES  WENT 
UNRANKED 


making  a  judgment  on  the  quality  of  their  accounting,  we 
felt  we  could  not  rank  those  companies  whQe  these  issue^j 
are  imresolved.  Instead,  the  companies  are  listed  with 
their  reported  numbers,  but  are  left  unranked. 

What  kind  of  problems  could  knock  you  out  of  the  rank 
ings?  Chipmaker  N\idia  Corp.,  for  instance,  would  have 
placed  fairly  high  up  in  the  ranks  of  the  BusinessWeek  50 
based  on  its  stellar  one-year  earnings  and  sales  growth, 
and  its  stock  returns.  But  the  chipmaker  revealed  that  tht 
SEC  is  looking  into  how  it  accounted  for  reserves  and 
whether  it  improperly  shifted  costs  fi-om  one  quarter  to 
another.  Qwest  Communications  International  Inc.  was 
headed  for  a  lower  spot  on  the  list  until  our  own  reportinj|v »! 
raised  serious  questions  about  its  accoimting.  The  other 

s&P  500  companies  that  we  excluded 
from  the  ranking  for  similar  reasons 
are  WorldCom,  PNC  Financial  Senices^ 
Group,  and  Computer  Associates  In- 
ternational. All  five  companies  have 
acknowledged  SEC  probes. 

That's  not  to  say  that  all  the  com- 
panies we  did  rank  are  spotless.  In 
some  cases,  accoimting  questions  have 
surfaced,  but  the  issues  seem  less 
likely  to  shift  the  outfit's  financial 
picture  fundamentally.  In  other  in- 
stances, companies  face  serious  ques- 
tions but  the  problems  have  been 
well-publicized  and  digested  by 
investors. 
Tyco  International  Ltd.,  the  industrial  conglomerate 
that  topped  the  BW50  last  year,  is  a  good  example.  CEO  L. 
Dennis  Kozlowski  has  seen  his  growth-by-acquisition  strat- 
egy implode  as  he  battled  investor  suspicions  that  Tyco 
was  pumping  up  its  numbers  with  aggressive  accounting. 
The  SEC  dropped  its  investigation  of  Tyco's  accounting  in 
mid-2000  without  taking  any  action.  And  there  has  been 
no  evidence  to  date  that  Tyco  has  violated  generally  ac- 
cepted accounting  principles.  But  that  didn't  reassure  in- 
vestors. Thus,  while  we  didn't  feel  we  had  good  reason  to 
throw  out  Tyco,  the  market  exacted  its  own  rough  justice: 
Tyco  stock  returned  ^6.7%  from  Feb.  28,  2001,  through 
Feb.  28,  2002,  helping  to  knock  it  from  No.  1  to  No.  45. 
The  rankings  don't  just  reflect  investor  opinion,  of 
course.  They  also  help  shape  your  view  of  corporate  per- 
formance. With  the  markets  unsettled  and  the  economic 
future  uncertain,  we  believe  our  rankings  are  more  impor- 
tant than  ever.  ' 

By  Robert  McNatt  in  New  Yorki 
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"I  business  not  tradi- 
^'bnally  known  for  its 

istomer  focus.  A 
'^bcade  ago,  KB  churned 
ft  it  subdivisions  using 
^"i  more  than  four  lay- 
*its — the  same  ones  in 
J^os    Angeles    that    it 

ed  in  Marin  County, 

alif.  But  realizing  that 

I  day's  buyers  want 
ore  choice,  KB  now 
fers  as  many  as  20 
fferent  floor  plans 
ithin  a  single  subdivision.  And  these 
ys,  it  polls  its  customers  to  find  out 
liat  they  like.  After  90%  of  buyers 
•Id  KB  that  they  didn't  want  a  fire- 
ace,  the  company  got  the  message 
id  now  offers  it  as  one  of  5,000  op- 
ens. "Instead  of  us  dictating  what 
IT  customers  want,  we  use  surveys 
J>  i  ask  them,"  says  CEO  Bruce  Karatz. 
One  of  the  beauties  of  capitahsm  is 
lat  companies  can  almost  always  get 
Mother  shot  at  inventing  themselves, 
nd  while  the  economy  seems  ready  to 
lake  off  the  recession,  the  combina- 


PERFORMERS 

COMPANY  /  RANK           NO.  OF  YEARS  ON  THE  BWSO 
MERCK/40                                6  YEARS 
MBNA/4                                    5  YEARS 

After  six  years  and  a  boom  and  a 
bust,  only  one  company  has 
made  the  BWSO  every  time.  A 
handful  more  have  made  it  at 
least  four  times.  Here's  a  look  at 
the  perennials  who  made  our 
ranking  this  year. 

CAPITAL  ONE  FINANCIAL/ 47 
CITIGROUP/25 

4  YEARS 
4  YEARS 

FREDDIE  MAC/ 2 

4  YEARS 

HOME  DEPOT/ 13 

4  YEARS 

PFIZER/ 3 

TYCO  INTERNATIONAL/ 45 

4  YEARS 
4  YEARS 

^ 


tion  of  high  consumer  debt  and  defla- 
tionary pressures  means  that  for  much 
of  Corporate  America,  growi:h  may  not 
come  as  easily  as  it  did  in  the  '90s. 
Companies  that  prosper  will  be  those 
that  maintain  a  keen  customer  focus 
and  sharpen  their  operational  skills  to 
become  low-cost  producers.  Those  that 
do  will  fare  well — perhaps  even  well 
enough  to  rejoin  the  elite  of  the  BWSO. 
Home  Depot  did  it.  After  falling  to 
No.  118  last  year,  Depot  vaulted  back 
to  No.  13  this  year.  A  new  CEO,  Gener- 
al  Electric   Co.   veteran   Robert   L. 


Nardelli,  has  reestab- 
Ushed  discipline  at  the 
company,  and  with  it 
new  hope  for  the  fu- 
ture. "Adding  the  next 
$50  billion  [in  sales]  will 
require  additional  ef- 
forts, new  tools,  cre- 
ativity," he  says.  "[But] 
there's  clearly  an  infi- 
nite capacity  to  grow." 
Whether  in  times  of 
boom  or  bleakness, 
that's  the  rallying  cry 
for  the  BusinessWeek  50. 

By  Dean  Foust,  with  Amy  Barrett 
in  Philadelphia,  Brian  Hindo,  Freder- 
ick F.  Jespersen,  and  Fred  Katzenberg 
in  New  York,  Mike  McNamee  in  Wash- 
ington, Aixa  M.  Pasciial  in  Atlanta, 
and  bureau  reports 


BusinessWeek  online 


For  interactive  BW50  and  S&P  500 

scoreboards,  company  profiles,  videos, 

additional  stories,  and  much  more  go,  to 

www.businessweek.com/bw50/ 
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RECOGNIZE  YOUR  EMPLOYEES 
WITH  A  BRAND  THEY  RECOGNIZE. 

We  icnow  what  you're  thinking:  employee  gifts  in  a  year  like  this? 
The  big-ticket  perks  may  have  been  redlined,  but  there  are  still 
affordable  ways  to  remind  people  they're  valued  -  a  message 
worth  dehvering  in  any  economy. 

We  set  the  standard  in  outfitting  you  and  your  business. 
Call  for  a  catalog  of  business  gifts  and  apparel,  or  for  a  fresh 
idea  about  thanking  employees  for  their  extra  effort. 


Soft  Cotton 
Twinset 
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1  -800-91 6-2255    landsend.com/business 
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YEARS  HAVE  GIVEN  WAY 
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RANKING 
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JOHNSON  &  JOHNSON 

Industry 

Health  Care 

Sales 

$33  billion 

Net  Income 

$5.7  billion 


Johnson  &  Johnson  continues  to  prosper  by  flying  in  the  face  of  con- 
ventional wisdom.  While  many  competitors  dumped  other  businesses  to 
focus  on  drugs,  J&J  argues  that  diversification  is  an  asset.  The  drug 
operation  has  been  the  major  growth  engine  as  products  like  anemia 
d^ug  Procrit  haul  in  big  gains.  That's  why  net  income  rose  an  average 
of  22.4%  annually  over  three  years.  Investors  were  rewarded  with 
26.8%  return  on  J&J  stock  over  the  past  year.  But  as  drug  competition 
heats  up,  medical  devices  are  expected  to  make  a  bigger  contribution 
to  New  Brunswick,  N.J.-based  J&J.  At  least  that's  the  hope  of  William 
C.  Weldon,  53,  who  takes  over  as  CEO  in  April. 


Industry 

Nonbank  < 

Financial  ; 

Sales  I 

$36.2  billion  I 

Net  Income  i 

$4.4  billion  ( 


LeIand  C. 
Brendsel,  59 

CEO  since  1987 


Bill 

IcKinn 


Amid  its  greatest 
success,  Freddie  ^'  f 
has  become  a  targt 
of  harsh  criticism,  i  . 
Thanks  to  an  impi  i 
government  guaran; 
of  repayment,  Fred- r 
die  and  sister  Fanni  ^' 
Mae  borrow  money  •oi 
cheaply.  They  use  i  ■^. 
to  buy  securitized    :c- 
mortgages  that  ban's: 
create  to  their  spec  i: 
fications,  and  make  t- 
money  from  the  in-  ••: 
terest  from  those  s(  ;; 
curities.  With  a      i  ■■ 
booming  housing     3 
market,  McLean,  V/  n 
based  Freddie's  por  r ;; 
folio  grew  by  27%  %]. 
last  year,  and  net  i'  •  - 
come  jumped  72%  1 
Critics  say  balloom:  > 
volume  puts  the 
U.S.  at  risk  of  a 
bailout  if  home 
prices  collapse.  6u1^ 
with  defaults  at  jus 
0.007%  of  Freddie  i, 
portfolio,  and  Brenc 
sel  using  conservati 
hedging,  problems 
seem  remote. 
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Industry 

Health  Care 
Sales 
j  $32.3  billion 
I  Net  Income 

*   $7.8  billion 


o 


ISI 


enry 
IcKinnell,  59 

■0  since  2001 


i 


izer  has  been  on  a 
liar,  thanks  in  no 
Ifiall  oieasure  to 
e  2000  acquisition 
Warner-Lambert. 
if^i  landing  Warner 
a  hostile  takeover, 
izer  nabbed  the 
lolesterol-lowering 
ug  Lipitor,  a  $6.4 
ion  blockbuster, 
addition,  Pfizer's 
:43id  integration  of 
i'i  arner-Lambert 
'  sided  cost  savings 
2001  of  $1.4  bil- 
)n,  helping  to 
(arly  double  net 
argins,  to  24% 
)m  12.7%  in 
JOO.  A  couple  of 
marketing  deals 
so  helped  New 
irk-based  Pfizer 
luble  its  net  in- 
me  last  year.  But 
e  drugmaker  will 
ce  new  competi- 
rs  for  some  key 
oducts  in  2002. 
lat's  one  reason 
ly  stock  returns 
e  down  8%  over 
e  past  year. 
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Industry 

Banks 
Sales 

$10.1  billion 
Net  Income 

$1.7  billion 


o 
o 


LO 


Industry 

Consumer 

Products 

Sales 

$72.9  billion 

Net  Income 

$8.6  billion 


o 
o 

t/) 


Alfred  Lerner, 
68 

CEO  since  1991 


The  Wilmington 
(Del.)  credit-card  gi- 
ant continued  to 
generate  healthy 
growth  even  as  the 
economy  weakened. 
It  helped  that  bor- 
rowing costs  fell 
faster  than  the  rates 
it  charges  customers. 
And  the  company's 
credit-card  loss  rate 
was  only  4.9%  at 
the  end  of  2001, 
well  below  the  6%- 
plus  industry  aver- 
age. One  reason  is 
MBNA's  rigorous 
credit  screening 
process:  While  com- 
puter models  help 
screen  customers, 
every  new  account  is 
also  reviewed  by  a 
real  person.  That  has 
helped  send  MBNA's 
margins  to  16.7%, 
higher  than  most  of 
its  competitors.  The 
result:  Sales  and 
earnings  grew  at  a 
torrid  27%  and 
29%,  respectively, 
last  year. 


Geoffrey  Bible, 
64 

CEO  since  1994 


The  tobacco  and 
food  giant  thrived  in 
2001,  benefiting 
from  a  flight  to  Old 
Economy  stocks.  In 
the  past  year,  the 
New  York  maker  of 
Marlboro  cigarettes 
and  Miller  beer  re- 
turned 14.4%  to 
shareholders,  while 
the  Standard  & 
Poor's  500-stock  in- 
dex fell  9.5%. 
That's  a  nice  wel- 
come for  Louis 
Camilleri,  47,  who 
becomes  CEO  in  late 
April.  The  future 
looks  strong,  too.  Al- 
though Philip  Morris 
sold  off  part  of 
cheese  giant  Kraft 
Foods  in  2001,  it  is 
still  pulling  in  lots 
of  earnings  from  its 
84%  Kraft  stake.  To- 
bacco litigation  con- 
tinues to  be  a  risk, 
but  Philip  Morris  ex- 
pects to  see  earn- 
ings per  share  grow 
as  much  as  11%  in 
2002. 


^ 


Industry 

Electrical  & 

Electronics 

Sales 

$2.1  billion 

Net  Income 

$402  million 
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Kenneth 
Schroeder,  55 

CEO  since  1999 


KLA-Tencor  isn't  ex- 
actly a  household 
name.  But  the  San 
Jose-based  compa- 
ny's reputation  is 
golden  among  semi- 
conductor execu- 
tives. It  makes 
equipment  and 
software  that  helps 
chipmakers  keep 
costs  in  check  by 
detecting  and  cor- 
recting defects  and 
maintaining  accept- 
able manufacturing 
yields.  While  growth 
slowed  from  the 
company's  usually 
torrid  pace,  thanks 
to  the  worst  chip 
slump  ever,  sales 
still  rose  20%,  and 
net  income,  48%. 
And  with  the  chip- 
makers  beginning  a 
major  upgrade  cycle 
in  which  they  will 
install  new  high-vol- 
ume manufacturing 
machines,  analysts 
say  the  company  is 
poised  for  another 
big  year. 


1^ 


Industry 

Nonbank 

Financial 

Sales 

$50.8  billion 

Net  Income 

$6.1  billion 


< 


Franklin  D. 
Raines,  53 

CEO  Smce  1999 


Like  its  younger  and 
smaller  brother  Fred- 
die Mac,  the  nation's 
largest  mortgage 
guarantor  has  come 
under  scrutiny  for  its 
implicit  government 
guarantee.  That  gives 
Washington-based 
Fannie  a  top  credit 
rating  when  it  comes 
to  its  own  borrowing, 
but  just  as  important 
is  the  0.01%  default 
rate  on  its  loan  port- 
folio. Fannie  Mae's 
37%  grovrth  in  net 
income  was  helped 
along  by  the  wealth 
of  mortgage  data 
captured  by  its  auto- 
mated underwriting 
system— an  initiative 
begun  by  Raines.  In 
2001,  Fannie  low- 
ered borrowing  costs 
and  increased  the 
spread  on  its  portfo- 
lio investment.  Ris- 
ing rates  may  erase 
some  of  the  gains, 
but  analysts  still  ex- 
pect double-digit 
earnings  growth. 


CO 


Industry 

Discount  & 

Fashion 

Retailing 

Sales 

$22.1  billion 

Net  Income 

$1  billion 
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Robert  Tillman, 
58 

CEO  since  1996 


The  No.  2  home-im- 
provement retailer 
can't  grow  fast 
enough.  It  is  opening 
more  than  two  stores 
a  week  to  take  on 
bigger  metropolitan 
markets  long  domi- 
nated by  Home  De- 
pot. Its  neat,  spa- 
cious warehouse-style 
stores  are  well- 
stocked,  especially 
with  appliances  and 
high-end  fixtures, 
which  has  made 
Lowe's  more  attrac- 
tive to  female  shop- 
pers and  families 
than  its  larger  rival. 
The  Wilkesboro 
(N.C.)  company  ex- 
pects to  increase 
square  footage  by 
18%  this  year.  A 
strong  housing  mar- 
ket helped  Lowe's  in- 
crease its  same-store 
sales  by  2.4%  and 
increase  profits  by 
26%  over  the  past 
year.  But  that  pace 
could  slow  if  mort- 
gage rates  go  up. 


0^ 


Industry 

Consumer  g 

Products  ^ 

Sales  ^ 

$18.1  billion  ^ 

Net  Income  (^ 

$410  million  oo 


Richard 
SchuIze,  61 

CEO  since  1966 


SchuIze  gave  a  les- 
son in  how  to  man- 
age in  a  weak  econo- 
my in  2001.  He 
boosted  Best  Buy's 
net  income  11%  and 
revenues  27%  by  dri- 
ving sales  of  higher- 
margin  digital  prod- 
ucts, such  as  DVD 
players  and  cam- 
corders. Best  Buy's 
stores  are  in  better 
locations  than  rivals 
like  Circuit  City.  And 
its  more  open  layout 
displays  hot  products 
better.  Last  year's 
growth  was  off  from 
the  Eden  Prairie 
(M.N.)  company's 
usual  pace-profits 
rose  an  average  33% 
a  year  over  the  past 
three  years.  Still,  in- 
vestors were  rewarded 
with  one-year  returns 
of  54.6%,  compared 
with  18.4%  for  Cir- 
cuit City.  SchuIze 
plans  to  pass  on  the 
CEO's  post  to  Presi- 
dent Bradbury  Ander- 
son in  June. 
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I  i  fF. 


RANKIPsG 


AMERISOURCEBERGEN 


Industry 

Health  Care 
Sales 

$24  billion 
Net  Income 

$165  million 


AmerisourceBergen  became  the  leader  in  drug 
wholesaling  in  August,  2001,  when 
AmeriSource  Health  bought  Bergen  Brunswig. 
That  combination  sent  the  wholesaler's  net  in- 
come up  60%,  while  revenues  doubled.  But 
even  before  that  deal,  Amerisource  was  going 
strong  as  the  industry's  scrappy  No.  4.  Like  its 
competitors,  the  Valley  Forge  (P.A.)-based  com- 
pany has  benefited  from  the  combination  of  an 
aging  population  and  an  increased  use  of  phar- 
maceuticals in  general.  But  it's  strong  perfor- 
mance is  also  due  to  steady  investments  in  in- 
formation-technology systems  and  a  lean  and 
mean  cost  structure.  That  tight  rein  on  expens- 
es is  critical  in  an  industry  that  is  character- 
ized by  razor-thin  margins:  Amerisource's  profit 
margin  of  0.7%  is  the  lowest  an;-)ng  the 
BW50,  Investors,  who  sent  Ameri- 
sourceBergen's  stock  up  26%  last  year,  seem 
to  believe  that  Yost  and  his  management  team 
can  generate  top-line  growth  in  the  mid-teens 
while  still  guarding  the  bottom  line. 


o 

a. 
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Industry 

Health  Care 

Sales 

$23.5  billion 

Net  Income 

$913  million 


William 
McGuIre,  53 

CEO  since  1991 

After  years  of  clock- 
ing some  of  the 
Highest  enrollment 
growth  rates  among 
health  insurers,  Unit- 
edHealth Group  has 
finally  grabbed  the 
No.  1  spot  from  rival 
Aetna.  Numbers 
from  January  show 
the  Minnetonka 
(Minn.)  company 
now  has  almost  17 
million  members. 
What's  more,  the  in- 
surer has  been  able 
to  increase  its 
member  roster  while 
hiking  premiums  to 
keep  pace  with  the 
double-digit  rise  in 
medical  costs.  Prof- 
its jumped  24%  last 
year.  UnitedHealth 
pulled  this  off  by 
keeping  margins 
healthy  while  offer- 
ing a  wide  variety  of 
insurance  products: 
general  health-care 
services,  such  spe- 
cialized fare  as 
mental  health  care, 
and  a  push  into  the 
international  market. 


CM 


Industry 

Utilities  &  Energy  ^ 

Services  g 

Sales 

$15.1  billion  o 

Net  Income  u 

$1.4  billion  u 


CO 


Industry 

Discount  & 

Fashion 

Retailing 

Sales 

$53.5  billion 

Net  Income 

$3  billion 


o 


o 

Q. 


Industry 

Discount  & 

Fashion 

Retailing 

Sales 

$217.8  billion 

Net  Income 

$6.7  billion 
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John  W.  Rowe, 
56 

CEO  since  2000 

Rowe  and  co-CEO 
Corbin  McNeill  Jr., 
who  is  soon  to  re- 
tire, have  been 
hailed  as  "fissionar- 
ies."  Thanks  to  the 
October,  2000, 
merger  of  Rowe's 
Unicom  of  Chicago 
and  McNeill's  PECO 
Energy  in  Philadel- 
phia, the  two  assem- 
bled the  nation's 
largest  nuclear-power 
company,  accounting 
for  almost  a  fifth  of 
U.S.  plants.  That  ex- 
plains its  grovrth  of 
102%  in  sales  and 
150%  in  net  income 
last  year.  The  pair 
paused  in  2001,  as 
soaring  electricity 
prices  lifted  plant 
asking  prices. 
McNeill,  62,  retires 
in  April.  But  Rowe 
remains  committed 
to  growth  by  acquisi- 
tion and  has  been 
strengthening  the 
balance  sheet  by 
shedding  such  spec- 
ulative investments 
as  wireless  telecom. 


Robert 
Nardelli,  53 

CEO  since  2000 

The  days  of  30%- 
plus  earnings  growth 
are  over,  yet  the 
No.  1  home  improve- 
ment chain  is  still 
growing  strong.  Last 
year,  its  earnings 
rose  18%  while 
sales  were  up  17%. 
New  CEO  Nardelli  is 
bringing  much-need- 
ed discipline,  imple- 
menting Six  Sigma 
quality  improvement 
processes  across  the 
company,  centraliz- 
ing all  purchasing 
from  the  regions  to 
Atlanta,  and  having 
employees  devote 
more  time  to  serving 
customers  and  less 
to  stocking  aisles 
during  the  day. 
While  holding  new- 
store  openings  to 
about  200  a  year, 
Nardelli  wants  to  in- 
crease sales  dramati- 
cally at  the  existing 
1,300  stores.  That's 
critical  as  No.  2 
Lowe's  enters  many 
markets  Home  Depot 
has  dominated. 


ih 
Lee  Scott  Jr., 
53 

CEO  since  2000 

Last  year's  financial 
results  were 
mediocre  by  Wal- 
Mart  standards,  wit! 
profits  up  6%,  vs 
its  three-year  annual 
average  growth  rate 
of  14.4%.  Still,  the 
Bentonville  (A.R.)- 
based  retailer  provi 
its  ability  to  trump 
rivals  in  a  downturn 
Its  low  costs  and 
keen  attention  to  in^ 
ventory  managemei 
helped  Wal-Mart 
withstand  a  price 
war  launched  by 
Kmart,  which  is  now 
in  bankruptcy.  Wal- 
Mart  is  pushing 
ahead  with  its  $10 
billion  capital-spend- 
ing plan,  gobbling 
up  market  share  at 
home  and  abroad. 
An  improving  U.S. 
economy,  growing 
grocery  sales,  and 
better  results  in 
overseas  markets 
should  help  the 
company  return  to 
double-digit  profit 
growth  this  year. 


: 
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We  really  hate  accidents.  And  if  there's  one  thing  we've 
learned  over  the  years,  it's  this:  accidents  usually 
happen  due  to  systems  failures.  Fortunately,  systems 
failures  can  be  corrected.  Since  1912,  Liberty  has  helped 
do  just  that,  providing  clients  with  innovative 
approaches  for  controlling  workplace  injuries.  We  begin 
by  analyzing  the  multiple  causes  of  accidents  within  a 
business.  We  then  assist  employees  and  management  to 
implement  a  systematic  approach  for  correcting  risky 
behaviors  and  conditions.  We  have  helped  hundreds  of 
businesses-not  just  by  saving  millions  of  dollars 
through  reduced  injuries,  but  by  changing  the  ways 
entire  companies  view  safety.  We're  proud  of  those 
results.  But  we'll  never  stop  trying  to  improve  on  them. 
After  all,  when  it  comes  to  accident  prevention,  you  can 
never,  never,  ever  be  too  safe.  OK,  we're  a  little  obsessed. 


;S  MORE  THAN  INSURANCL  IT'S  INSURANCE  Jn  ACTION. 


For  more  information  on  how  to  help  make  your  work  place  safer,  visit 
3         www.libertymutuol.com.  To  contact  a  representative,  call  t-800-4-LIBERTY. 
®  2002  Liberty  Mutual  1 
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Industry 

Utilities  &  Energy 

Services 

Sales 

$42.2  billion 

Net  Income 

$646  million 


Little  known  outside  of  industry  circles  a  year 
ago,  the  Houston-based  energy  trader  and 
power  producer  is  now  a  household  narne. 
Credit  its  aborted  effort  last  fall  to  acquire 
larger  crosstown  rival  Enron.  Dynegy  dropped 
the  deal  like  a  hot  potato  once  the  scale  of 
Enron's  problems  became  clear.  That  might 
have  been  Watson's  smartest  move  in  2001, 
but  it  wasn't  his  only  achievement.  Dynegy  re- 
mained focused,  despite  falling  energy  prices 
and  increased  scrutiny  of  the  entire  energy 
merchant  sector  after  Enron's  collapse.  Buying 
and  selling  gas,  electricity,  coal,  and  other 
commodities  among  utilities,  municipalities, 
and  other  wholesale  customers,  Dynegy  still 
managed  to  boost  net  income  by  29%  and 
sales  by  43%.  And  though  his  stock  got  ham- 
mered like  most  in  the  sector,  Watson  didn't 
walk  away  from  Enron  empty-handed.  On  the 
way  out  he  snared  the  rival's  biggest  pipeline. 
Watson  says  it  wii!  add  at  least  $90  million 
to  his  net  income  in  2002. 
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Defense  ^ 

Sales  ^ 

$12.2  billion  £ 

Net  Income  z 

$943  million  ca 


Nicholas  D. 
Chabraja,  59 

CEO  since  1997 

Widely  regarded  as 
the  best-managed 
defense  player.  Gen- 
eral Dynamics  land- 
ed on  the  BW50  for 
the  third  straight 
year.  In  2001,  GD's 
acquisitions  helped 
sales  jump  17%  and 
earnings  rise  5%. 
That  wouldn't  have 
seemed  very  impres- 
sive a  couple  years 
ago.  But  in  light  of 
September  11,  the 
Falls  Church  (Va.)- 
based  company  be- 
came a  haven  for  in- 
vestors, returning  a 
stellar  35.1%  over 
the  past  year.  It  lost 
a  bid  to  grow  even 
faster  when  Northrop 
Grumman  snapped 
up  Newport  News 
Shipbuilding.  But 
GD  should  be  able 
to  rely  on  internal 
growth  from  ships, 
armored  vehicles, 
business  aircraft, 
and  information 
technology.  Its  order 
backlog  shot  up 
50%  last  year. 
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Fuel  o. 

Sales  ^ 

$24.1  billion  3 

Net  Income  ^ 

$1.6  billion  o. 
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Industry 

Health  Care 

Sales 

$1.5  billion 

Net  Income 

$311  million 
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Jim  Mulva, 
55 

CEO  since  1999 

Since  taking  the 
helm  of  Phillips 
Petroleum  three 
years  ago,  Mulva  has 
wasted  little  time 
transforming  the 
Bartlesville  (Okla.) 
oil  exploration  and 
production  company 
into  a  more  integrat- 
ed oil  concern.  Last 
year,  it  paid  $7.4 
billion  for  refiner 
Tosco,  a  stock  deal 
that  made  Phillips 
the  second-largest 
U.S.  refiner.  It  was 
one  reason  sales 
rose  15%  in  2001. 
An  even  bigger  deal 
is  the  pending  $35 
billion  merger  with 
Conoco.  Expected  to 
close  in  the  second 
half  of  2002,  it 
would  create  the 
third-largest  integrat- 
ed oil-and-gas  com- 
pany in  the  U.S. 
But  weak  energy 
prices  will  prove 
challenging:  In  the 
fourth  quarter, 
Phillips'  net  income 
dropped  78%. 


Howard 
Solomon,  74 

CEO  since  1977 

It's  a  true  David  vs. 
Goliath  story.  In 
1998,  New  York's 
Forest  Labs  rolled 
out  Celexa,  an  anti- 
depressant that  the 
drugmaker  had  li- 
censed from  a  Dan- 
ish company.  But 
while  Forest  is 
dwarfed  by  rivals 
even  now— with  just 
1,500  U.S.  sales 
reps,  compared  with 
8,200  for  Pfizer- 
Celexa  made  a  big 
splash.  It  grabbed 
17%  of  the  market 
for  drugs  like  Eli  Lil- 
ly's Prozac  because 
it  has  fewer  drug  in- 
teractions. Forest's 
net  income  was  up 
79%  last  year.  To 
keep  the  growth  go- 
ing, Forest  has  li- 
censed several  new 
drugs,  including  a 
hypertension  treat- 
ment that  could  roll 
out  late  this  year.  It 
also  is  preparing  a 
new  antidepressant 
that  may  have  fewer 
side  effects. 


Industry 

Nonbank 

Financial 

Sales 

$3.1  billion 

Net  Income 

$345  million 


Mark 
Ernst,  43 

CEO  since  2001 

The  best-known  tax 
preparer,  based  in 
Kansas  City,  Mo.,  ha;| 
moved  into  a  wide 
range  of  financial 
products  under 
Ernst's  leadership.  It  \ 
now  acts  as  a  finan- 
cial adviser,  mortgagej 
lender,  and  discount 
broker  as  well.  Wall 
Street  liked  the  new 
menu  so  much  that 
H&R  Block's  stock 
returned  108.5%  in 
the  past  year.  The 
company  has  already  i 
signed  up  more  than 
100,000  clients  for 
its  latest  offering  of 
retirement  accounts. 
Another  hot  area  was 
mortgage  operations, 
with  earnings  rising 
to  $140  million  last 
year  from  $88  mil- 
lion in  2000.  Still, 
tax  operations  con- 
tribute 55%  of  earn- 
ings. Thanks  to  the 
myriad  changes  in 
the  tax  law,  analysts 
expect  even  more 
people  to  knock  on 
its  doors. 
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For  guides  like  Gene  Kranz,  failure  is  not  an  option, 


le  learned  his  craft  in  the  early  days  of  the 
lercury  program,  as  the  U.S.  struggled  to  catch 
he  Soviets  in  space.  Then,  as  flight  director  for 
.polio,  he  guided  the  first  man  to  the  moon.  And, 
tainst  all  odds,  brought  back  the  crew  of  the 
:ricken  Apollo  13  using  intelligence,  nerve  and 
3lit-sec()nd  decisions  rooted  in  long  experience. 


We  too  have  spent  years  guiding  clients,  perfecting 
our  skills,  building  a  team  that's  second-to-none. 
We  were  the  top-performing  bookrunner  of  2001.* 
Guided  clients  on  deals  valued  in  excess  of  $20 
billion.  And  maintained  our  #1  ranking  in  after- 
deal  IPO  support.**  A  few  facts  to  consider  before 
your  next  giant  leap. 

Guides  for  the  journey. '     ^T^  bdllCOrp 

Piper  Jaff ray® 


^JNEAI'OLIS      MENLO  PARK      SAN  FRANCISCO      LOS  ANGELES      SEATTLE      CHICAGO      NEW  YORK      LONDON      TEL  AVIV* 


iscil  on  ye;ii-enil  ivrurn  from  offer  prke  for  all  IPOs  and  follow-on  offerings  conipletcil  in  2001.  Rankinjjs  inclnilc  all  hookrimning  managers  www.pipcriaffray.com 

completed  at  least  10  transactions  in  2001.  Source:  Dealogic.  t1  Based  on  IPOs  underwritten  from  I-I-OO  to  12-31-01.  Securities  products  01/1)2  t)()-l~64 

services  are  offercti  tliroueji  U.S.  Rniicorp  Piper  Jaffray  Inc.,  a  subsidiary  of  U.S.  Bancorp,  member  SIPC  and  NYSE,  Inc.  "Strategic  alliance. 
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Peter  Cartwright, 

72                                                      m 

CEO  sind  1984                                                H 

1 

Industry 

Utilities  &  Energy 

Services 

Sales 

$7.6  billion 

Net  Income 

$653  million 


Cartwright  figured  that  America  would  always 
need  power.  And  this  electricity  producer, 
which  operates  natural-gas-fired  plants  that 
funnel  power  to  utilities  and  local  government 
agencies  nationwide,  ramped  up  rapidly  to 
supply  it.  Calpine's  capacity  exploded  over  the 
past  three  years,  with  sales  jumping  an  annu- 
al average  148.6%.  Until  a  few  months  ago, 
it  was  planning  to  keep  expanding  to  produce 
70,000  megawatts  of  power  by  2005,  up 
from  about  11,000  now.  But  then  the  eco- 
nomic downturn  hit.  Demand  for  power  fell 
sharply,  and  Cartjvright  put  the  brakes  on 
plant  expansion.  Power  prices  plunged,  slicing 
margins.  Plus,  Enron's  coHapse  scared  in- 
vestors into  questioning  Caipines  finances  and 
accounting.  Now  it  is  working  to  ensure  it  has 
enough  cash  to  pay  off  about  $13  billion  in 
debt.  To  top  things  off,  the  Securities  &  Ex- 
CMi:"-?e  Commission  is  investigating  whether 
the  'Iz'  'ose  company  violated  seiective-dis- 
closure  ruies  in  January,  a  charge  it  denies. 
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Industry  ^ 

Fuel  < 

Sales  z 

$14  billion  g 

Net  Income  u 

$1.2  billion  o 


Ray  Irani, 
67 

CEO  since  1990 

Despite  a  36%  de- 
cline in  oil  prices  in 
2001,  Occidental 
Petroleum  managed 
to  turn  in  its  sec- 
ond-best yearly  earn- 
ings ever.  Credit  a 
five-year-old  restruc- 
turing plan,  in  which 
Oxy  sold  off  less 
profitable  pieces  of 
its  international, 
pipeline,  and  chemi- 
cal operations,  and 
took  a  huge  bet  on 
U.S.  reserves.  The 
greater  focus  helped 
the  Los  Angeles 
company  cut  produc- 
tion costs.  When  en- 
ergy prices  shot  up 
in  1999,  that  drove 
a  rebound,  seen  in 
Oxy's  63.2%  annual 
average  net-income 
gain  over  three 
years.  Now  Irani  is 
pursuing  several  pro- 
jects in  the  Middle 
East,  including  a 
massive  new  gas 
project  in  Saudi  Ara- 
bia. It's  a  region 
that  the  Beirut-born 
exec  knows  well. 
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Sales  " 

$22.6  billion  g 

Net  Income  ^ 

$636  million  </) 


Charles  Cotros, 
64 

CEO  since  2000 

Hungry?  Houston- 
based  Sysco  is. 
North  America's  top 
food  distributor  has 
helped  itself  to  80 
acquisitions  in  its 
33-year  history,  giv- 
ing it  double-digit 
sales  growth  over 
that  time  in  an  in- 
dustry that's  expand- 
ing just  4%  a  year. 
Sales  to  restaurants 
and  hotels,  Sysco's 
bread  and  butter, 
slowed  dramatically 
after  September  11. 
But  a  planned  buy- 
out of  SERCA  Food- 
service Inc.,  Cana- 
da's top  distributor, 
would  add  $1.4  bil- 
lion to  the  top  line. 
Cotros  is  streamlin- 
ing operations,  push- 
ing private-label 
goods,  and  focusing 
sales  on  independent 
restaurateurs,  who 
generate  more  profits 
than  big  chains.  So 
far,  so  good:  Net  in- 
come has  grown  an 
average  25%  over 
three  years. 
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Industry 

Housing  & 

Real  Estate 

Sales 

$5.4  billion 

Net  Income 

$302  million 
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Mark  O'Brien, 
59 

CEO  since  2002 

A  surprisingly  strong 
housing  market 
helped  Pulte,  the 
nation's  largest 
homebuilder,  con- 
struct an  outstanding 
performance  in 
2001.  Revenues  rose 
27%  while  net  in- 
come jumped  38%. 
The  July  merger  with 
Del  Webb,  a  leading 
builder  of  communi- 
ties for  older  adults, 
helped  make  the 
Bloomfield  Hills 
(Mich.)  the  most 
diversified  home- 
builder,  selling  in  44 
markets  nationwide. 
With  the  industry  in 
the  early  stages  of 
consolidation,  Pulte 
stands  to  get 
stronger— one  reason 
investors  saw  returns 
of  52%  over 
the  past  year.  But 
higher  interest  rates 
could  stem  the 
housing  boom,  and 
analysts  want  proof 
that  Del  Webb  can 
be  integrated 
smoothly. 


Industry 

Fuel 
Sales 

$33  billion 
Net  Income 
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Clarence  P. 
Cazalot  Jr.,  51.| 

CEO  since  2000 

Breaking  up  is  sup 
posed  to  be  hard 
do.  But  that  wasn'fl 
the  case  for 
Marathon  Oil,  whiclj 
split  from  U.S. 
on  Jan.  1.  Now  the 
Houston  integrated : 
oil  and  gas  compan 
is  hoping  that  its 
newfound  indepen- 
dence will  give  it 
speed  and  agility  inl 
an  ever-consolidatinl 
energy  sector.  Cazaf 
lot  boosted  net  in- 
come 214%  by  in- 
creasing production] 
while  cutting  $150 
million  worth  of  ex-f 
ploration  and  pro- 
duction costs.  He 
wants  to  set 
Marathon  apart  fror| 
behemoths  like 
ExxonMobil  by  be- 
coming a  niche  plal 
er.  But  with  choicef 
international  assets  | 
such  as  the  gas 
fields  it  recently  acl 
quired  in  Equatorialj 
Guinea,  Marathon  t\ 
also  a  prime 
takeover  candidate. 
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I  AM 
^OUR  IDEA. 

^TAY  HOT 


It's  not  how  many  ideas  you  have.  It's  how  many  you  make 
happen.  So  whether  it's  your  idea  or  Accenture's,  we'll  help  you 
turn  innovation  into  results.  See  how  at  accenture.com 

Consulting  •  Technology  •  Outsourcing  •  Alliances 


accenture 


Innovation  delivered 


It's  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen. 
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As  one  of  the  largesf  health  insurers  in  the  U.S.,  Highmark  Inc.  wanted 
to  greatly  simplify  its  communications  with  healthcare  providers,  for 
whom  the  challenges  of  processing  routine  insurance  paperwork  can 
be  onerous.  I  am  Highmark's.idea,  delivered.  Accenture  teamed 
with  Highmark  Inc.  and  NaviMedix  to  create  a  real-time  link  between 
Highmark  Inc.  and  the  providers  in  its  region.  Just  90  days  later, 
transactions  were  being  completed  via  a  web-based  interface, 
speeding  processes,  reducing  administrative  burdens  and  freeing 
up  physician  and  staff  time  for  enhanced  patient  interactions, 
thereby  improving  patient  care. 

To  develop  a  sustainable  competitive  advantage  in  the  global  chemical 
industry,  Dow  sought  to  aggressively  leverage  its  investment  in 
information  technology  dramatically  improving  systems  productivity 
and  significantly  reducing  application  costs  and  time  to  market. 
I  am  Dow's  Idea,  delivered.  In  a  unique  outsourcing  relationship, 
Accenture  helped  Dow  consolidate  nearly  all  of  its  IT  activities  into 
four  regional  centers.  Jointly  staffed  with  professionals  from  both 
companies,  the  centers  have  accelerated  time  to  market  by  10%, 
increased  overall  productivity  by  30%  and  made  a  hefty  contribution 
to  $70  million  in  annual  IT  savings  since  1992. 

To  further  leverage  their  position  as  a  global  player  in  the  world's 
semiconductor  market,  Toshiba  sought  to  create  a  24/7  real-time 
customer  service  operation  to  directly  handle  the  needs  of  its 
customers  around  the  world.  I  am  Toshiba's  idea,  delivered. 
Beginning  with  an  innovative  business  model,  Accenture  helped 
develop  and  implement  Global  One,  a  solution  that  enables  customers 
to  confirm  inventory  and  place  orders  any  time,  from  anywhere.  After' 
only  four  months  of  operation,  Toshiba  has  realized  an  overwhelming 
decrease  in  global  inventory. 


To  see  hdv^^e  can  deliver  innovation  in  your  industry, 
visit  us  at  accenture.com 
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Innovation  delivered 
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Industry 

Nonbank  Financial 

Sales 

$112  billion 

Net  Income 

$14.3  billion 


Citigroup,  the  country's  largest  financial  insti- 
tution, proved  that  being  a  conglomerate  can 
be  a  good  thing  in  tough  times.  Although  the 
New  York  company  wrote  off  more  than 
$700  million  in  2001  for  its  exposure  on 
loans  to  Argentina  and  Enron,  it  still  posted 
a  6%  gain  in  net  income  last  year,  to  more 
than  $14  billion.  That's  off  its  three-year  av- 
erage annual  pace  of  33.3%  but  is  particu- 
larly impressive  when  stacked  up  against 
competitors  such  as  J.  P.  Morgan  Chase, 
which  posted  70%  lower  net  income  last 
year.  The  key  to  Citigroup's  grovrth  was  the 
company's  massive  consumer  lending  arm, 
which  helped  counteract  downturns  in  the 
capital  markets.  Revenues  there  increased 
20%,  to  $11.2  billion.  The  company  now 
plans  to  spin  off  Travelers  Property  &  Casual- 
ty group  in  a  deal  expected  to  raise  about 
$4  billion— which  is  being  earmarked  for 
more  acquisitions.  Expect  Citigroup  to  add  to 
its  already  powerful  consumer  franchise. 
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Industry 

Health  Care 

Sales 

$12.9  billion 

Net  Income 

$765  million 
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Industry 

Nonbank 

Financial 

Sales 

$13.9  billion 

Net  Income 

$1.9  billion 
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Jeffrey 
Barbakow,  58 

CEO  since  1993 

Tenet  is  on  a  win- 
ning streak.  In 
2001,  the  Santa 
Barbara  (Calif.)  com- 
pany acquired  six 
hospitals,  bringing 
its  total  network  to 
116  hospitals  in  17 
states.  Size  has  al- 
lowed Tenet  to 
squeeze  higher  pay- 
ments out  of  insur- 
ers. Barbakow  has 
also  boosted  prof- 
itability by  instituting 
strict  cost-control 
measures  at  each 
hospital.  Its  seven- 
hospital  chain  in 
Pennsylvania— which 
was  bleeding  $1 
million  a  day  when 
Tenet  bought  it  out 
of  bankruptcy  in 
1998-turned  prof- 
itable last  year.  That 
helped  boost  net  in- 
come by  88%.  Bar- 
bakow's  biggest 
headache?  A  chronic 
nursing  shortage, 
which  could  force 
him  to  raise  wages 
and  benefits  to  com- 
pete for  talent. 


William 
Aldinger,  54 

CEO  since  1994 

Household  Interna- 
tional, which  makes 
loans  to  consumers 
with  poor  credit  his- 
tories, rode  high  for 
much  of  2001. 
While  other  high-risk 
lenders  like  Providi- 
an Financial  were 
pressured  in  a  reces- 
sionary environment, 
Household  pros- 
pered. Its  delinquent 
loans  remained  be- 
low 5%,  compared 
with  10%  for  rivals. 
The  Prospect 
Heights  (III.)  compa- 
ny's net  income  rose 
13%  last  year.  But 
the  share  price  fell 
early  this  year  on 
accounting  concerns, 
and  after  Fitch  Rat- 
ings reduced  the 
credit  rating  on 
Household's  finance 
subsidiary,  citing  ex- 
posure to  real  estate 
loan  portfolios.  Un- 
like its  other  loans. 
Household  hasn't  se- 
curitized  that  risk  to 
pass  it  on  to  Wall 
Street. 
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Industry 

Health  Care 

Sales 

$12.4  billion 

Net  Income 

$415  million 


Leonard 
Schaeffer,  56 

CEO  since  1986 

Ask  Schaeffer  what 
WellPoint's  secret 
formula  is,  and  he 
jokes:  "We  are  bor- 
ing." What  he  means 
is  that  while  insurers 
such  as  Aetna 
sought  growth  in  the 
'90s  through  rapid 
acquisitions,  and 
stumbled,  Thousand 
Oaks  (Calif.)-based 
WellPoint  focused  on 
internal  growth.  It 
developed  "hybrid" 
health  plans  that  are 
as  affordable  for  em- 
ployers as  HMOs  but 
offer  more  flexibility. 
And  WellPoint  re- 
serves the  right  to 
raise  some  cus- 
tomers' premiums  at 
any  time.  Profits 
rose  21%  last  year. 
Now  Schaeffer  is 
stepping  carefully 
into  acquisitions.  In 
2001,  he  bought 
Blue  Cross  Blue 
Shield  of  Georgia, 
helping  to  boost  its 
health-plan  member- 
ship from  7.9  mil- 
lion to  10.1  million. 
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Sales  z 

$17.7  billion  E 

Net  Income  < 

$2.7  billion  ^ 


Kerry  Killinger, 
52 

CEO  since  1990 

What  a  year:  Record 
earnings.  Record 
loan  volumes.  And 
five  announced  or 
completed  acquisi- 
tions—including the 
$5.2  billion  pur- 
chase of  New  York's 
Dime  Bancorp. 
WaMu  of  Seattle  has 
more  than  doubled 
its  assets,  to  $242.5 
billion,  since  the 
mid-'90s,  becoming 
the  nation's  largest 
mortgage  lender.  Net 
income  last  year 
jumped  44%. 
Killinger  says  his 
team  will  spend  this 
year  digesting  and 
integrating  the  pur- 
chases while  contin- 
uing to  target 
middle-market  con- 
sumers. One  con- 
cern: the  rise  of 
nonperforming  assets 
in  2001,  by  $349 
million  to  $2.38 
billion.  Killinger 
hopes  an  improving 
economy  will  keep 
those  bad  loans  in 
check. 
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DUKE  ENERGY  CORP. 


Industry 

Utilities  &  Energy 

Services 

Sales 

$59.5  billion 

Net  Income 

$2  billion 


Duke  Energy  showed  its  resilience  when  energy 
prices  collapsed  in  2001.  It  still  managed  to 
increase  revenues  by  21%  and  net  inconfie  by 
12%,  at  a  time  when  many  other  energy  com- 
panies saw  their  earnings  plummet.  Credit  an 
aggressive  diversification  strategy,  which  now 
gives  the  once-sleepy  utility  control  of  every- 
thing from  gas  reserves  to  power  plants.  That 
allovift  the  Charlotte  (N.C.)  energy  giant  to  sell 
the  energy  it  produces  to  other  utilities  when 
prices  are  soaring  and  to  consume  it  when 
prices  are  falling.  Duke  was  also  the  first  com- 
pany to  announce  a  major  transaction  in  the 
wake  of  September  11,  forging  an  $8  billion 
bid  for  Westcoast  Energy  ]ust  nine  days  later. 
And  Priory's  dealmaking  days  probably  aren't 
over,  either:  With  many  other  unregulated  ener- 
gy producers  reeling  in  the  wake  of  Enron's 
bankruDtcy,  analysts  believe  that  Duke's  strong 
balance  sheet  and  its  buoyant  stock  provide  it 
with  the  currency  to  snap  up  some  of  the  en- 
ergy assets  that  ethers  are  shedding. 
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Industry 

Discount  & 

Fashion  Retailing 

Sales 

$7.5  billion 

Net  Income 

$496  million 
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Industry 

Consumer 

Products 

Sales 

$2.8  billion 

Net  Income 

$201  million 
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R.  Lawrence 
Montgomery, 
53 

CEO  since  1999 


While  department- 
store  competitors 
tightened  inventories 
following  September 
11,  this  discounter 
of  branded  apparel 
and  home  furnish- 
ings expanded  them. 
Kohl's  played  to  its 
strength  as  the  easi- 
er-to-shop  alternative 
with  smaller,  more 
navigable  stores.  The 
result:  Same-store 
stores  surged  10.1% 
in  the  fourth  quarter, 
for  the  Menomonee 
Falls  (Wis.)  retailer. 
Net  for  the  year  rose 
33%.  Its  biggest 
challenge  is  execu- 
tion as  it  continues 
expanding  at  an 
18%  clip,  opening 
70  stores  this  year. 
With  a  price-earnings 
ratio  that  is  more 
than  two  times  that 
of  the  average  de- 
partment-store chain, 
investors  will  be 
qjick  to  penalize 
ary  slipups. 


Warren 
Eisenberg,  71 
Leonard 
Feinstein,  65 

Co-CEOs  since  1971 

The  Union  (N.J.) 
chain  of  396  stores 
in  44  states  takes 
feathering  your  nest 
to  a  whole  new  level. 
Its  stores,  which  run 
as  big  as  100,000 
square  feet,  sell 
everything  from  napkin 
holders  to  armoires. 
What's  on  the 
shelves  at  your  Ixal 
store  is  largely  deter- 
mined by  the  individ- 
ual store  manager. 
Bed  Bath  &  Beyond 
claims  this  is  a  key 
reason  net  income 
jumped  29%  last 
year.  In  a  tough  re- 
tailing environment, 
the  chain's  sales 
grew  26%.  But  dri- 
ving much  of  that 
has  been  a  massive 
store  expansion:  In  the 
nine  months  ended 
Dec.  1,  79%  of  sales 
growth  came  from 
newly  opened  stores. 
Sales  at  units  open  at 
least  a  year  were  up 
a  more  modest  5%. 
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Industry 

Health  Care 
Sales 

$49.8  billion 
Net  Income 

$976  million 
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Robert  Walter, 
56 

CEO  since  1971 


Last  year's  $2.2  bil- 
lion acquisition  of 
pharmaceutical 
wholesaler  Bindley 
Western  Industries 
helped  Dublin 
(Ohio)-based  Cardinal 
Health  retain  a  top 
spot  in  the  drug-dis- 
tribution industry.  Its 
sales  rose  a  healthy 
16%,  and  net  in- 
come grew  20%. 
But  that's  less  than 
the  company's  usual 
pace:  Over  the  past 
three  years,  sales 
and  earnings  have 
grown  at  nearly  30% 
a  year.  Cardinal  and 
its  two  biggest  com- 
petitors already  con- 
trol 90%  of  the  mar- 
ket, leaving  little 
room  for  grovrth. 
Cardinal,  however, 
has  begun  making 
medical  and  drug- 
delivery  products. 
Drug  distribution 
now  contributes 
about  half  of  its  op- 
erating earnings. 
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Industry 

Housing  & 

Real  Estate 

Sales 

$7.5  billion 

Net  Income 

$371  million 


Laurence 
Hirsch,  56 

CEO  since  1988 


Dallas-based  Centex 
has  been  a  prime 
beneficiary  of  the 
strong  housing  mar- 
ket. But  the  compa- 
ny's ace  in  the  hole 
is  its  diversification. 
Consider  that  the 
homebuilder  is  also 
one  of  the  nation's 
largest  general  build 
ing  contractors.  And 
it  does  mortgage 
originations  and  title 
and  other  insurance, 
and  produces  such 
construction  product: 
as  cement,  gypsum 
wallboard,  and  pa- 
perboard.  That  ex- 
plains how  Hirsch 
kept  sales  growing  a 
a  16%  pace.  But 
the  company's  abilit; 
to  leverage  costs 
also  helped  boost 
net  income  by  51% 
Still,  another  stellar 
performance  depena; 
a  great  deal  on 
whether  the  housing 
boom  turns  out  to 
be  sustainable. 
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Why  do  15  million 

Americans  and  so  many  of 

America's  largest  companies 

r      place  their  trust  in 

Prudential  Financial? 


The  Strength  of 
The  Rocif:  At  a  Glance 

■  Customers  in  more  ttian 
30  countries  worldwide 

■  1 5  million  U.S.  customers 

■  America's  2nd-lorgest 
life  insurer'  and  leading 
variable  life  insurer' 

■  The  2nd-largest  seller  of  group 
life  insurance  in  America^ 

■  The  world's  11  th-lorgest 
asset  manager' 

■  $388  billion  in  assets 
under  management^ 

■  The  8th-lorgest  U.S.  brokerage' 

■  Employee  benefits  provider 
to  83  of  the  Fortune  100 

■  A  brand  recognized  by 
89  percent  of  Americans' 


Born  in  America.  Built  on  a  simple  idea:  to  help  individuals  and  their 
families  achieve  financial  security.  Prudential  Financial  has  grown  to  become 
one  of  the  world's  largest  financial  services  companies.  Today,  we're  drawing 
on  our  experience  in  life  insurance  and  asset  management  to  help  millions 
of  individuals  and  thousands  of  institutions  grow  and  protect  their  wealth. 


An  institutional  investment  advisor 
of  choice. 

Financial  strength.  Global  reach. 
Experience.  Product  breadth.  They're 
the  ingredients  of  Prudential's  highly 
regarded  institutional  asset  management 
and  advisory  businesses.  Many  of  the 
Fortune  500  companies  entrust  us  to 
manage  or  administer  retirement  funds 
or  other  assets. 

Where  corporations  turn  to  insure 
their  most  valued  assets:  their  people. 

A  century  of  life  insurance  experience 
and  a  Rock  Solid®  reputation  have  helped 
make  Prudential  Financial  the  2nd-largest 
provider  of  group  life  insurance  in  America 
today.*  We're  also  a  major  provider  of  group 
disability  insurance. 


A  company  that  keeps  America  moving. 

With  one  of  North  America's  largest 
residential  real  estate  franchises  and 
a  global  corporate  relocation  company, 
Prudential  Financial  helps  tens  of  thousands 
of  families  and  companies  find  new  homes 
each  year. 

A  name  individuals  know  and  trust, 
all  around  the  world. 

In  the  U.S.,  Prudential  is  literally  a 
household  name.  In  fact,  1  in  10  American 
households  rely  on  us  for  solutions  and 
advice  to  help  them  grow  and  protect 
their  wealth.  Today,  individuals  in  Europe, 
Asia  and  Latin  America  are  turning  to 
Prudential  for  a  wide  array  of  services — 
from  insurance  and  investments 
to  brokerage  and  private  banking. 


Prudential »  Financial 

Crowing  and  Protecting  Your  Wealth''' 

Prudentiol  Financial  is  o  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  'As  of  12/31/00,  in  terms  of  total  gross  life  insurance  in  force  in  the  U.S. 
'As  of  9/30/01,  in  terms  of  variable  life  insurance  assets.  '1/01/01-9/30/01.  *As  of  12/31/00.  *As  of  12/31/01.  'Source:  Securities  Industry  Associotion  yearbook,  as  of  12/31/00,  in  terms 
of  number  of  retail  registered  representatives.  'Based  on  Fortune/Roper  Corporate  Reputation  Index  2001.  'As  of  9/30/01.  Securities  products  ond  services  offered  through  Pruco  Securities 
Corporation,  Prudential  Investment  Management  Services  LLC  ond  Prudential  Securities  Incorporated,  members  SIPC.  Prudentiol  Real  Estate  brokeroge  services  ore  offered  through  the  Network  of 
fronchisees  of  the  Prudential  Real  Estate  Affiliates,  Inc.  Most  fronchisees  ore  independently  owned  and  operoted.  Equal  Housing  Opportunity,  tsl  All  of  the  companies  mentioned  ore  Prudential  Finoncial 
companies.  Each  is  solely  responsible  for  its  own  finoncial  condition  and  contractual  obligations. 
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AMERICAN  ELECTRIC 
POWER  CO. 


Industry 

Utilities  &  Energy 

Services 

Sales 

$61.3  billion 

Net  Income 

$1  billion 


American  Electric  Power  was  second  only  to 
Enron  last  year  in  trading  electricity  and  nat- 
ural gas.  And  it  couldn't  completely  escape 
Enron's  shadow:  The  rival's  collapse  nicked 
AEP's  2001  earnings  by  $50  million  because 
Enron  no  longer  was  able  to  make  good  on 
trades  or  to  indemnify  a  pipeline  AEP  bought 
from  it  last  year.  Still,  energy  trading  expand- 
ed so  much  that  AEP  despite  its  thin  mar- 
gins, tripled  its  profits  in  2001.  Other  income 
generators:  The  restart  of  a  nuclear  power 
plant  that  had  been  off-line  for  2000,  and  a 
s-:ries  of  acQuisitions,  from  river  barges  to 
COB!  mines.  AEP  also  ranks  as  the  No.  1  pro- 
ducer of  electricity  in  the  U.S.  The  Columbus 
(Ohio)  .  )"^  :;rr,'  nas  a  base  of  low-cost  coal 
plants  str^-^^  aiong  the  Ohio  River  that  can 
make  money  even  \''  a  soft  economy.  Add  it 
all  up,  and  Draper  if.x  earnings  rising  at 
least  6.5%  in  2C?2   jnd  more  if  the  econo- 
my rebounds,  lih  't  ar^org-y  demand  and 
prices  along  with  ii. 
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Industry  iz 

Nonbank 

Financial 

Sales  ^ 

$4.4  billion  uj 

Net  Income  ^ 

$819  million  es 


Herbert 
Sandler,  70 
Marion 
Sandler,  71 

Co-CEOs  since  1980 

Chalk  up  another 
banner  year  for 
America's  premier 
husband-and-wife 
CEO  team.  Golden 
West  Financial,  par- 
ent of  thrift  World 
Savings  Bank,  post- 
ed record  results  as 
the  Federal  Reserve 
cut  interest  rates  11 
times.  But  then  the 
Oakland  (Calif.)  com- 
pany has  been  gain- 
ing share  in  home 
loans  for  years  with 
its  famously  conserv- 
ative strategy.  It 
shuns  riskier  com- 
mercial loans  and 
won't  lend  to  people 
with  poor  credit  or 
to  individuals  who 
want  to  build  pricey 
mansions.  The  San- 
dlers  are  big  penny- 
pinchers.  But  the 
payoff  is  anything 
but  miserly:  Golden 
West's  profits  jumped 
50%  in  2001,  and 
its  stock  returned 
16.8%. 
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Industry 

Health  Care 

Sales 

$2.6  billion 

Net  Income 

$272  million 
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Industry 

Leisure 

Sales 

$3.4  billion 

Net  Income 

$438  million 
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John  Brown,  67 

CEO  since  1977 


Selling  hip  and  knee 
replacements  has 
become  a  kicrative 
business  for  the 
Kalamazoo  (Mich.) 
company.  It  has  en- 
joyed a  22-year 
streak  of  20%  com- 
pounded annual 
earnings  growth  un- 
der Brown,  who  took 
over  after  Lee  Stryk- 
er,  son  of  the 
founder,  was  killed 
in  a  plane  crash. 
The  company's  high- 
ly acclaimed  manu- 
facturing teams  keep 
a  sharp  eye  on  costs 
and  quality.  Steadily 
rising  prices  for  or- 
thopedic implants 
and  surgical  instru- 
ments helped  in- 
crease profits  23% 
last  year.  Investors 
are  cheered  by  a 
string  of  promising 
innovations,  includ- 
ing a  longer-wearing 
ceramic  hip  awaiting 
Food  &  Drug  Admin- 
istration approval. 


Jeffrey 
Bleustein,  62 

CEO  since  1997 


With  its  gleaming 
dream  machines  still 
prized  by  aging  baby 
boomers,  Harley- 
Davidson  has  been 
on  a  tear.  Seemingly 
defying  the  econom- 
ic slowdown,  the 
Milwaukee  motorcy- 
cle maker  last  year 
posted  a  26%  rise 
in  net  income.  But 
Harley  now  faces  a 
few  potholes:  As  it 
ramped  up  produc- 
tion, premiums  on 
many  models  disap- 
peared. Worse,  deal- 
er inventories  have 
inched  upward  as 
would-be  buyers 
hung  back,  awaiting 
this  summer's  2003 
versions  marking  the 
company's  100-year 
anniversary.  The  new 
V-Rod's  $17,000 
price  tag  has  also 
failed  to  win  younger 
buyers.  No  wonder 
Harley's  stock  has 
ridden  a  bumpy  road 
lately. 


Industry 

Consumer 

Products 

Sales 

$26.9  billion 

Net  Income 

$2.7  billion 


Steven 
Relnemund,  5C 

CEO  since  2001 


Even  the  challenge 
of  a  $14  billion 
merger  with  Quaker 
Oats  didn't  flatten 
the  fizz  at  PepsiCo. 
Popular  new  sodas 
such  as  lemon-fla- 
vored Pepsi  helped 
the  Purchase  (N.Y.) 
company  steal  mar- 
ket share  from  rival 
Coca-Cola.  Pepsi's 
Frito-Lay  unit  con- 
tributed more  than 
half  of  Pepsi's  oper- 
ating income  and  is 
readying  a  slew  of 
new  products.  No 
wonder  investors  gar-| 
nered  stock  returns 
of  40%  in  the  past 
three  years.  During 
that  time,  sales  grew 
at  a  steady  8%  per- 
year  average.  Now 
Pepsi  must  boost  the 
popularity  of  its  Trop- 
icana  orange  juice 
brand  and  revitalize 
Gatorade,  the  crown 
jewel  of  Quaker  Oats, 
which  lost  some 
ground  in  2001. 
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^/pharmacy' 


—    WHAT  POWE 
OUR  BUSINESJJp. 

3  years  ago,  we  set  out  to  enhance 
customer  service  at  the  pharmacy 

1      with  a  best-in-class  training  program 
for  our  pharmacy  technicians.  To 
successfully  accomplish  our  goals, 
we  recognized  that  the  ability  to 

1      monitor  and  report  training    ,.  .^i 
certifications  would  be  essential. 

READY  FOR  CHANGE:    ^^'f^V' 

16,000  CVS  technicians      ^A  * 
1  trained  using  1   learning      ,t,^ 

management  system  (LMS)  t'   •' 
to  manage  results.  W%*  ^ 

9 1  %  of  CVS  technicians  k^  !* 

who  sat  for  the  national  Mr*' 

certification  exam  passed  h 

vs.  an  industry  average  i^- 

of81%.         ...Y,'  ^    *' 

TODAY: 

100,000  CVS  employees  W"*''; 
are  positioned  to  rely  on 
the  THINQ  TrainingServer"'' 
'  LMS  to  be  ready  for  change. 

What  if  you  could  be  ready  for    ,    ' 
I        change?  What  if  you  could  achieve 
results- faster?  What  if  you  could 
reduce  your  organizational  risk    r 
through  learning?   M^/ISUKS^*-" 

You  can,  with  THINQ.  THINQ's 
learning  management  software        ' 
[jowcrs  the  learning  that  powers      j 
the  business  of  more  large 
organizations  than  any  other. 

For  the  full  CVS/THINQ  story,  visit 
http://ThoughtLeaders.THINQ.com. 
Find  out  how  Jeff  and  his  team  stayed 
ready  for  change,  achieved  results 
faster,  and  reduced  risks. 


Jeff  Tomchik 

lanager  of  Learning  Technologies 


NO 


LEARNING  THAT  POWFRS  BUSINFSS 

;n  www.THINQ.com 

1.800.869.9461,  press  3 
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Raymond 
Gilmartin,  61 

CEO  since  1994 


Industry 

Health  Care 
Sales 

$47.7  billion 
Net  Income 

$7.3  billion 


Merck's  growth  has  been  stellar  over  the  past 
few  years,  thanks  to  newer  products  such  as 
the  $2.6  billion  arthritis  drug  Vioxx  and  the 
$1.4  billion  asthma  treatment  Singulair.  And 
as  more  established  drugs,  such  as  the  $6.7 
billion  cholesterol-lowering  treatment  Zocor, 
have  also  posted  strong  gains,  Merck's  profits 
have  grown  steadily,  to  $7.3  billion,  the 
fourth-highest  on  the  BW5C.  Its  return  on  eq- 
uity of  47.4%  is  the  second-highest  on  the 
list.  But  the  Whitehouse  Station  (N.J.)  compa- 
ny has  run  into  serious  head  winds  as  patents 
have  expired  on  big  sellers.  What's  more,  con- 
cerns about  a  possible  increased  risk  of  heart 
attacks  have  stalled  the  growth  of  Vioxx, 
Merck  now  admits  that  earnings  will  be  flat  in 
2002  and  that  it  is  planning  to  divest  its 
pharmacy  benefit  management  unit,  Merck- 
Medco.  the  move  doesn't  address  Merck's 
fundamental  problem  of  a  weak  new  drug 
lineup,  though.  That's  why  it  may  need  to 
consider  a  more  radical  step:  a  major  merger. 
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Industry 

Fuel 
Sales 

$2.8  billion 
Net  Income 

$723  million 


q: 

O 

o 


Raymond 
Plank,  79 

CEO  since  1966 

Record  production 
fueled  another  ban- 
ner year  for  Apache 
of  Houston,  one  of 
the  largest  indepen- 
dent U.S.  crude-oil 
and  gas  exploration 
outfits.  Indeed, 
Plank's  strategy  of 
combining  internal 
growth  via  increased 
production  with  low- 
cost  acquisitions 
proved  a  winning 
combination  in 
2001.  Apache 
recorded  its  largest 
production  increase 
in  a  decade,  with  a 
32%  boost  in  ener- 
gy, equivalent  to 
344,130  barrels  of 
oil  a  day.  Cash  from 
operations  climbed 
11.8%,  to  $1.9  bil- 
lion. But  with  de- 
clining oil  prices, 
net  income  was  flat. 
Now,  Plank  is  scal- 
ing back  his  drilling 
budget  by  $700  mil- 
lion, to  $1.3  billion. 
In  2002,  he  won't 
see  anything  like  his 
past  growth  rate. 
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Industry 

Fuel 

Sales  _ 

$13.4  billion  g 

Net  Income  ^ 

$914  million  < 


John  Hess,  46 

CEO  since  1996 


Amerada  Hess  rode 
the  runup  in  oil 
prices  like  everyone 
else,  increasing  earn- 
ings by  an  average 
annual  rate  of 
44.5%  over  the  past 
three  years.  When 
worldwide  oil  prices 
slumped,  though, 
the  New  York-based 
oil  exploration  and 
refinery  company 
outperformed  rivals 
by  hedging  to  lock 
in  higher  prices.  And 
by  selling  off  under- 
performing  assets 
and  restructuring  its 
marketing  and  refin- 
ing operations,  Am- 
erada generated 
$2.1  billion  in  cash 
flow  in  2001,  vs. 
$1.9  billion  the  year 
before.  It  also 
bought  Triton  Energy 
last  year  as  part  of 
the  oil-and-gas  in- 
dustry's consolida- 
tion. Now  the  market 
is  buzzing  that 
Amerada  itself  could 
be  an  acquisition 
target. 
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Industry 

Industry 

Office 

Housing  & 

Equipment  & 

Real  Estate 

Computers 

Sales 

Ul 

Sales 

$4.6  billion 

O 

$6.5  billion 

Net  Income 

Net  Income 

$214  million 

^ 

$875  million 

Bruce  Karatz, 
56 

CEO  since  1986 

Despite  a  recession, 
Los  Angeles-based 
KB  Home  had  a 
record  year  in  2001. 
Low  interest  rates 
helped,  but  so  did 
acquisitions.  Karatz 
has  made  14  of 
them  since  1996. 
KB  is  now  the 
largest  homebuilder 
in  several  fast-grow- 
ing markets,  such  as 
Las  Vegas,  Denver, 
and  San  Antonio— a 
big  reason  sales  rose 
16%  last  year. 
Karatz  has  sought  to 
cut  risks  by  building 
to  order  and  sharply 
reducing  the  land 
and  unsold  homes 
he  keeps  in  reserve. 
KB  also  now  sells 
items  such  as  gran- 
ite countertops  and 
blinds  at  prices  be- 
low those  of  local 
merchants.  Home 
buyers  can  roll  the 
cost  of  these  add- 
ons into  their  tax-de- 
ductible mortgage- 
ideally,  supplied  by 
KB's  mortgage  unit. 


Charles  Fote, 
53 

CEO  since  2002 

After  being  named 
heir  apparent  to 
then-CEO  Henry  C. 
Duques  in  1998, 
Fote  helped  sharpen! 
First  Data's  focus  on] 
its  core  business: 
handling  credit-card 
transactions  for  re- 
tailers in  more  than 
2.8  million  locations^ 
He  began  daily  con- 
ference calls  with 
top  managers  to  cre-| 
ate  more  account- 
ability. And  he  bet 
on  the  Atlanta  com- 
pany's transaction 
business  with  an  ag-| 
gressive  international 
push.  Today,  25%  of  j 
revenues  come  from 
outside  the  U.S. 
That  diversification  is 
one  reason  First 
Data's  stock  returned] 
32.2%  m  the  past 
year.  Now,  Fote  is 
working  to  develop 
new  applications, 
such  as  a  cell  phone  | 
that  lets  you  pay  for 
store  purchases  by 
waving  it  over  a 
scanner. 
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iti  wireless  engineer 

reams  in  streaming  video 


f 


I  FORTUNE" 

100  BEST   , 

COMPANIES^ 

I  TO  WORK  FOR  ^  I 


Irww.agilent.com 


■•  ••• 


Wireless  engineers  dream  of  putting  more  of  the  world  in 
the  palm  of  everyone's  hand.  And  no  other  company  is  doing 
more  to  help  them  achieve  it  than  Agilent.  By  providing  test 
solutions  and  services  that  help  design,  deploy,  optimize  and 
manage  networks.  And  technologies  that  help  shrink  handset 
size  and  speed  product  development.  So  everything  from 
simple  e-mails  to  real-time  streaming  video  will  become 
a  wireless  reality.  Sooner  than  you  dreamed  possible. 

Agilent  Technologies 


dreams  made  real 
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RANKIM 


INTERNATIONAL 


Industry 

Conglomerates 

Sales 

$38  billion 

Net  Income 

$5.1  billion 


Tyco,  which  ranked 
No.  1  last  year, 
slipped  all  the  way 
to  45th  place.  Its 
growth  machine, 
heavily  dependent  on 
acquisitions,  ran  out 
of  gas.  And  now  Ko- 
zlowski  has  thrown 
his  whole  strategy 
into  reverse.  On  Jan. 
22,  he  unveiled  a 
plan  to  break  up  the 
Bermuda-based  con- 
glomerate, starting 
with  the  sale  or  spin- 
off of  finance  giant 
CIT  Group.  Mean- 
while, fewer  mergers 
and  slower  internal 
growth  resulted  in  a 
mere  8%  rise  in  net 
income.  Add  to  that 
questions  about 
Tyco's  complex  ac- 
counting, and  the 
stock  returned  a 
negative  46.7%. 


Industry  < 

Manufacturing  o 

Sales  ^ 

$1.2  billion  g 

Net  Income  ^ 

$218  million  5 


Thomas  Baker, 
60 

CEO  since  2000 

Baker  is  a  betting 
man.  In  the  two 
weeks  following  Sep- 
tember 11,  when  in- 
vestors were  slam- 
ming casino  and 
other  entertainment 
stocks,  he  had  the 
company  buy  back 
$100  million  of  its 
shares.  It  was  a 
canny  wager:  The 
share  price  of  the 
world's  largest  maker 
of  slot  machines  has 
since  jumped  60%. 
Hard  times  often 
prompt  governments 
to  pass  new  gaming 
initiatives  to  raise 
money,  and  Reno 
(Nev.)-based  IGT 
is  a  leader  in 
introducing  new 
technologies,  such  as 
machines  that  tally 
up  winnings  on  tick- 
ets instead  of  dis- 
pensing coins.  "It's  a 
hassle  winning  $200 
in  nickels,"  says 
Baker.  IG^'s  profits 
grew  34%  last  year. 
That's  a  lot  of 
nickels. 
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Industry  iz 

Nonbank  uj 

Financial  o 

Sales  _i 

$7.3  billion  g 

Net  Income  ^ 

$642  million  o 


00 


(/) 


>- 

Industry  *2 

Office  g 

Equipment  &  Q 

Computers  S£ 

Sales  o 

$21.5  billion  ?£ 

Net  Income  uj 

$1.4  billion  UJ 


0^ 


o 
in 


d; 

Industry 

Industry 

a 

Utilities  & 

Fuel 

Energy  Services 

Sales 

(/> 

Sales 

$2.1  billion 

o 

$14.8  billion 

Net  Income 

flO 

4 

Net  Income 

$348  million 

$785  million 

Richard 
Falrbank,  51 

CEO  since  1994 

Rich  or  poor,  10 
million  people 
signed  up  for  a 
credit  card  from 
Capital  One  Finan- 
cial in  2001— pow- 
ering 37%  net-in- 
come growth. 
Top-end  "super- 
prime"  customers, 
drawn  by  8.9%  fixed 
rates,  ballooned  Cap 
One's  loan  balances 
by  54%.  At  the 
same  time,  by 
constantly  massaging 
data  to  identify 
risky  customers,  the 
Falls  Church  (Va.) 
company  limited 
charge-offs  to  4.42% 
of  loan  balances  in 
the  fourth  quarter. 
That  was  well  under 
the  rates  for  hard- 
hit  competitors 
NextCard  and  Provid- 
ian Financial.  For 
2002,  Cap  One  is 
counting  on  surging 
growth  in  its  Euro- 
pean card  business 
and  auto-  and 
installment-lending 
subsidiaries. 


Richard  Brown, 
54 

CEO  since  1998 

Brown  has  led  an 
impressive  resur- 
gence at  EDS,  the 
Piano  (Tex.)  info-tech 
services  giant  found- 
ed by  Ross  Perot. 
Brown's  first  move 
was  to  cut  costs  by 
consolidating  busi- 
nesses and  slashing 
jobs.  Thanks  to  a 
boom  in  outsourcing 
by  customers  seek- 
ing to  defray  IT 
costs,  EDS's  sales 
grew  12%  in  2001, 
and  net  income, 
21%.  While  the 
value  of  new  out- 
sourcing contracts 
fell  slightly,  to 
$31.4  billion,  it's  up 
166%  over  1998. 
Critics  have  ques- 
tioned how  Brown 
accounts  for  equip- 
ment loans  that  EDS 
arranges  for  cus- 
tomers. He  says  the 
accounting  is  sound. 
And  he's  bullish 
enough  about  the  fu- 
ture to  have  just  in- 
creased his  sales 
force  by  half. 


Eugene 
Isenberg,  72 

CEO  since  1987 

Despite  low  oil  and 
gas  prices,  which 
forced  many  cus- 
tomers to  cut  back 
or  eliminate  a  slew 
of  U.S.  drilling 
projects,  the  world's 
largest  drilling  con- 
tractor managed  to 
more  than  double 
profits  last  year.  Now 
Isenberg  is  banking 
on  international  ex- 
pansion to  fuel  more 
growth.  Recently  he 
has  fxused  on 
Canada,  buying 
Command  Drilling  in 
November  and  agree- 
ing to  buy  Enserco 
Energy  Service  in 
March.  Enserco 
would  make  Hous- 
ton's Nabors  the  sec- 
ond-biggest land 
driller  in  Canada. 
After  a  year  in  which 
Nabors'  shareholders 
suffered  -37.4%  re- 
turns, they're  betting 
that  an  economic  re- 
covery and  rising  oil 
prices  could  spark  a 
new  round  of  drilling 
activity. 


Wayne  Brunetti 
59 

CEO  since  2000 

Xcel  Energy  of  Min- 
neapolis rode  the 
upswing  in  energy 
prices  in  the  first 
half  of  last  year. 
The  electricity-and 
gas  company, 
formed  in  mid-200i 
through  the  merger 
of  Northern  States 
Power  of  Minneapo- 
lis and  Denver's 
New  Century  Enter- 
prises, saw  strong 
demand  from  retail 
customers  of  its 
regulated  utilities. 
The  74%-owned 
NRG  Energy  sub- 
sidiary generated  a 
quarter  of  Xcel's  nel 
income  last  year, 
which  grew  44%, 
This  year  will  be 
rough,  with  electrici 
ty  prices  down.  Butj 
Xcel  hopes  that 
buying  the  rest  of 
NRG  will  reduce 
costs  by  combining 
trading  operations 
and  ensuring  invest- 
ment-grade access 
to  capital  through 
Xcel. 
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living  at  a  smart  business 
cision  can  happen  anywhere. 
it  the  process  first  requires 
'lormation;  information  that 
leds  to  be  gathered  from 
Ijltiple  sources,  then  analyzed 
d  shared  before  it  can  be  used 
lyour  advantage.  Microsoft 
bws  this.  That's  why  they  ,. 


m 


'X 


chose  Crystal  Decisions"*. 
Microsoft  required  cutting  edge 
reporting  technology  for  its 
recent  Visual  Studio*''  .NET  release. 
They  turned  to  Crystal  Decisions, 
the  industry  leader  in  enterprise 
reporting  to  provide  this 
functionality  for  their  customers. 


WHAT  KIND  OF  DECISIONS  DOES 
MICROSOFT®  MAKE? 
SMART  ONES. 


At  Crystal  Decisions,  our  enter- 
prise reporting,  analysis  and 
information  delivery  solutions 
have  a  proven  track  record  of 
helping  our  customers  and 
partners'  customers  increase 
productivity  and  reduce  IT  costs. 
And  our  strategic  partnerships 
with  companies  like  Microsoft, 


SAP,  IBM,  and  Baan  ensure  our 
solutions  integrate  seamlessly  with 
your  existing  applications.  We  met 
Microsoft's  demanding  standards. 
We're  confident  we  can  meet 
yours.  To  find  out  how,  visit: 
www.crystaldecisions.com/ent/005/ 
orcain-866-821-3525. 


tess.  Analyze.  Report.  Share." 


crystal  decisions 


A   SEAGATE  COMPANY 
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PERFORMANCE 

RANKINGS  o/./.e 

S&P  500 

WHAT  MAKES  A  TOP  CORPORATE  PERFORMER?  To  determine  how 
the  companies  in  the  S&P  500  index  stack  up  against  one  another, 
BusinessWeek  ranked  all  500  using  eight  key  criteria  of  financial  success. 
We  looked  at  growth  in  sales,  profits,  and  return  to  shareholders.  T 
reward  consistency,  we  measured  performance  over  both  one  year  an 
three  years.  And  to  get  a  better  fix  on  which  companies  squeeze  the  most  out  of  opera 
tions,  we  analyzed  profit  margins  and  return  on  equity.  Using  those  rankings,  we  assignee 
grades  for  each  measure.  The  top  20%  received  an  A,  the  next  20%  got  a  B  and  so  on 
down  to  the  F's  in  the  bottom  quintile.  Finally,  we  combined  the  individual  category  rank 
ings  and  added  a  weighting  for  sales  volume  to  come  up  \^ith  our  overall  ranking. 
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-  SIGNIRES  NEW  TO  THE  S&P  500 


JOHNSON  &  JOHNSON 
FREDDIE  MAC 
PFIZER 
MBNA 


TOTAL         TOTAL    |    SALES  SALES         PROFIT        PROFIT  I    RHURN 

RETURN  <   RETURN  I  GROWTH      GROWTH     GROWTH     GROWTH         NET 
(1  YEAR)  I  (3  YEARS) :  (1  YEAR)     (3  YEARS)    (1  YEAR)    (3YEARS)     MARGIN       EQUITY 
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Health  Care 
Nonbank  Financial 
Health  Care 
Banks 
Consumer  Products 

Electrical  &  Electronics 
Nonbank  Financial 
Discount  &  Fashion  Retailing 
Consumer  ProductSa 
Healthcare 

Health  Care 


Utilities  &  Ener^  Services 
Discount  &  Fashion  Retailing 
Discount  &  Fashion  Retailing 
Utilities  &  Energy  Services 

"Aerospace  &  Defer 

ISP 

Nont>ank  Financial  \ 
Utilities  &  Energy  Services 
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S&P  500 


PERFORMANCE     RANKING 


TOTAL         TOTAL         SALES         SALES    I    PROFIT         PROFIT  I  RETURN 

RETURN      RrURN      GROWTH     GROWTH  I  GROWTH      GROWTH         NET  ON 

(1  YEAR)    (3 YEARS)    (1  YEAR)    (3 YEARS)'  (t  YEAR)  I  (3 YEARS):    MARGIN      EQUITY 
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Nonbank  Financial 
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Leisure  Time  Industries 
Consumer  Products 
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Wouldn't  it  be  better  if      ~ 
factories  i^ept  themselves  healthy? 


Someday  factories  will  not  only  schedule 
their  own  checkups,  but  also  automatically 
detect  and  diagnose  potential  problems. 
Industrial  automation,  Internet  and  encryption 
technologies  will  come  together  to  make 
remote  maintenance  a  reality. 


IT   Infrastructure 
for 


iociety      J  fwdtvidua  Is  j       Industry    ] 


The  factory  will  become  a  highly  connected 
and  supremely  efficient  production  network. 
We'll  help  far-flung  managers  make  the  most 
of  it— all  the  facts  and  know-how  they  need  will 
be  as  close  as  their  Internet  connections. 

IT  integration  is  making  things  better  all  oven 
www.mitsubishielectric.com/IT 

A  MITSUBISHI 
ELECTRIC 

Changes  for  the  Better 
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OMNfCOM  GROUP 

DUPONT 

EDISON  INTERNATIONAL 

BOEING 

WALGREEN 

KING  PHARMACEUTICALS 

TXU 

PROGRESS  ENERGY 
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FIRSTENERGY 

GENERAL  ELECTRIC 
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EQUITY  OFFICE  PROPERTIES  TRUST 

RELIANT  ENERGY 

KELLOGG  fli 

QLOGIC 

SIEBEL  SYSTEMS 
ABBOTT  LABORATORIES 
CHARTER  ONE  FINANCIAL 
WELLS  FARGO 
MIRANT 
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^ou  ready  for  the  da) 
head  home  for  retirement?" 


If  you're  a  TD  Waterhouse  customer,  chances  are,  you  are. 
Because  TD  Waterhouse  has  everything  you  need  to  get  control 
of  your  retirement.  So  that  you'll  be  ready  for  that  last  day  of 
work.  For  that  last  commute.  For  that  one  day  when  you  hang 
up  the  business  casual  and  head  home  from  work — for  good. 

Open  an  IRA  account  at  TD  Waterhouse  and  you'll  get: 

•  An  Online  Retirement  Advisor  to  help  with  planriing  strategies 

•  Retirement  Specialists  to  answer  your  questions  at  over 
150  local  branches 

•  No-fee  IRAs 


TD  Waterhouse  Investor  Services,  Inc.  Member  NYSE/SIPC.  Access  to  services  and  your  account  may 
be  affected  by  market  conditions,  system  performance  or  for  other  reasons.  Online  market  orders 
are  $9.95-S14.95  depending  on  trading  activity.  See  tdwaterhouse.com  for  complete  commission 
fee  schedule.  Offer  valid  for  new  TD  Waterhouse  IRA  accounts  opened  and  funded  between 
2/1/02-4/15/02.  Limit  one  offer  per  individua  void  where  prohibited.  li  you 

ae  already  a  subscriber,  we  will  extend  your  su :       .  .  ar.  See  website  for  details. 


Code:PRABWM 


TDW2642  02/02 


WATERHOUSE 

Youre  in  Control. 
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Gate""  VPN  and  AppGate  PowerBox'"  appliance  redefine  what  a  VPN  can  do  by  extending  e-security  all  the  way 
n  the  user  to  the  application.  You  thought  that  a  VPN  had  to  be  network  device  dependent?  Well,  the  AppGate 
:ion  goes  further  by  offering  NAT  transparency,  network,  firewall  and  router  independency.  AppGate  offers  user 
rfaces  that  are  platform  independent  through  a  downloadable  Java®  client,  saving  your  enterprise  distribution, 
support,  and  deployment  costs.  AppGate  provides  the  scalability  to  an  unlimited  number  of  users  and 

flexibility  that  you  have  been  looking  for  in  a  VPN  solution. 

For  more  information,  visit  our  website  at  www.appgate.com  or  give  us  a  call  at  i-866-AppGate. 


appcATE 

m       m         We  take  e-security 


TM 


security  further 


AppCate,  AppCate/PowerBox  and  PowerBox  are  trademarks  of  AppCate  AB  and  AppGate  Inc.;  Java  is  a  registered  trademark  of  Sun  Microsystems.  Inc.         ©2002  AppGate 
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PERHAPS* 
•    I  SHOULD*** 
ADMIT  IT'S  NO** 
LONGER.BABYFAT 

jJ*:WHEN 


YOU. 


•SiioQ*   CONTROL 

Q^DIO*:  THE  MAIL, 

^>So:«2*YOUCON- 

-og!{!95:TROLTHE 

"ifi    INFORMAT 


K 


INFORMATION. 

wifHTHis 

MERGER,  I 
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FIND  tAYi 
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CHANGE. 
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NOT  SINCE  I  MOVED. 
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JUST  BECAUSE  ! 
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©  aooe  H«N*t  Asfeocialef 
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i^s^^mM^ 


'isnt  tia^n 
•eturninq* 
mv  calls?  she 
better  not  be 
•Trio  again,  .log 

MERGE  30,000 
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vySPEAKING^«- 

^M»16  DIFFERENTIA 

Pf^.     LANGUAGES. 

5o.::    DONT WORRY 

J^::  ABOUT  ME.®^ 


i| 
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K:  ILL  BE  just"  FINE. 


^7S:|  SHOULD  HAVE  «>,.«%r, 
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fpl  ENJOY  MORE*** 
Q^b  THAN  A  GOOD  BOOK. 
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'2%at  PENSION  ♦*;••::::::::::: 
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STAIN.  NOT  ME,  BUTww 
k««\i7 


MY  DAY- 
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L.  "  OU  EST  LA  STATION 
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^ 


People  issues  are  complex.  Managing  them  doesn't  have  to  be.   JH(*\V11jL 

Outsourcing  ■  HR  Technology  ■  Organizational  Change  ■  Talent  &  Reward  Strategies  ■  Retirement  ■  Health  Care 


www.hewitt.com 
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'-yr/50.000-mile  warranty 
cheduled  maintenance  included 
j*-hour  roadside  assistance 
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in  the  hardest  things  are  simple  when  you  know  what  you're  doing 


P  AMERKAN 
I    ELECTRK 
POWER 


Strength.  Flexibility.  Experience.  These  are  the  qualities  of  a  global  energy  leader. 
And  that's  what  AEP  delivers.  With  diverse  assets  and  technical  expertise,  we 
combine  the  growth  potential  of  our  energy  marketing  operations  with  the  strength 
of  our  utility  businesses.  Our  unique  use  of  real-time  information  gives  us  the 
flexibility  to  seize  the  right  business  opportunities,  while  responsibly  managing 
risk.  So,  for  a  powerful  combination  of  knowledge  and  resources,  turn  to  the 
energy  leader  that  makes  it  all  look  easy.  AEP. 

aep.com 


AEP  is  a  proud  sponsor  of  Cirque  du  Soleil   2002  North  American  Tours 

©  2002  American  Electric  Power  Co.,  Inc. 
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You  can  ignore  your    ^^^-^ 
401  (k)  rollover  and  hope  it  flies. 

Or  you  can  guide  it 
in  the  right  direction. 


The  Morgan  Stanley  Rollover  Review.  More  than  a  rollover  plan,  it's  your  personal  blueprint  for 
financial  success.  Working  one-on-one  with  your  Financial  Advisor,  we'll  analyze  your  current  holdings,  create 
i  an  asset  allocation  plan  and  then  customize  your  rollover  from  a  wealth  of  investment  options.  To  sign  up 
for  Rollover  Review,  call  1-8M0RGAN-N0W  or  visit  us  online  at  morganstanley.com/rollover. 


MorgariStanley 


Morpi  Stanley  and  its  Financial  Advisors  do  not  provide  tax  or  legal  advice.  Consult  your  tax  advisor  before  engaging  in  transactions  involving  IRAs  or  lax-adwntaged  investments  Ask  lor  our  tree 
i^rocfiures  and  prospectuses,  wtiicti  contain  more  complete  inlormation  on  risl(s.  charges  and  expenses.  Read  the  prospectuses  carefully  t)elore  you  invest  or  send  money  Morgan  Stanley  and  Rollover 
Review  are  service  marks  of  Morgan  Stanley  Dean  Witter  &  Co  Services  are  offered  through  Morgan  Stanley  DW  Inc.  and  Morgan  Stanley  &  Co.  Incorporated,  nfiemt^fs  SIPC  ©2002  Morgan  Stanley 
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For  some  companies,  long  term  planning  means  an  annual  plan... 
...at  Omron,  we  just  finished  our  decade  plan. 


It's  called  Grand  Design  2010.  And  it's  our  roadmap 
for  developing  and  applying  our  core  competencies  in 
sensing  and  confro/ technologies  toward  the  needs  of 
21"  century  society.   It's  not  a  crystal  ball,  but  a  tool  to 
focus  our  vision  of  creating  a  better  tomorrow,  today. 
In  manufacturing,  healthcare,  automotive  systems, 
security  and  electronic  components,  Omron  is 
harnessing  the  power  of  intelligent  information 
sensing,  networks  and  controls  to  deliver  innovative 
solutions  that  offer  greater  comfort,  convenience, 
safety,  productivity  and  quality  and  enhance  the  way 
we  live  and  work. 


Omron  is  a  $5  billion  global  technology  leader  with 
nearly  70  years  of  experience  in  developing 
innovative  products  and  services.  With  operations  in 
nearly  every  part  of  the  globe  we  can  work  closely 
with  our  local  customers  while  providing  global 
expertise.  Odds  are  that  an  Omron  product  has 
touched  your  life  today  -  and  made  it  better. 


Putting  tomorrow's  technology 
within  your  reach. 


Sensing  Tomorrow 


omRon 


Industrial  Automation 

Omron  Electronics  LLC 
800-55-OMRON 


www.omron.com 


Electronic  Components 

Omron  Electronics  LLC 
800-55-OMRON 


Healthcare 

Omron  Healthcare,  Inc. 
847-680-6200 


Automotive 

Omron  Automotive  Electronics,  Inc. 
248-539-4700 


Social  Systems 

Omron  Transaction  Systems,  Inc. 
847-843-0515 
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PERFORMANCE     RANKING 


347 

400 

EATON 

348 
349 

439 

FEDERATED  DEPARTMENT  STORES 

284 

DOW  CHEMICAL 

350 

244 

AON 

351 

185 

WATSON  PHARMACEUTICALS 

341 
342 
343 
344 
345 

346 
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349 
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353 
354 
355 


'357 
358 
359 
360 
361 
362 
363 
364 
365 

366 
367 
368 
369 
370 
371 
%72 
373 


339  CMS  ENERGY 

182  J. P.  MORGAN  CHASE 

370  TUPPERWARE 

369  PACCAR 

48  MERRILL  LYNCH 

273  DOLLAR  GENERAL 

400  EATON 

439  FEDERA 

284  DOW  CI 

244  AON 

185  WATSO 

336  DEERE 

181  ST.  PAUL 

98  INTEL 

434  MANOR  CARE 

345  KNIGHT-RIDDER 

153  CLEAR  CHANNEL  COMMUNICATIONS 

324  IMS  HEALTH 

350  BALL 

447  WASTE  MANAGEMENT 

404  CIRCUIT  CITY  GROUP 

266  INTERNATIONAL  PAPER 

256  COOPER  INDUSTRIES 

432  SPRINT  PCS  GROUP 

225  GOODRICH 

450  CAMPBELL  SOUP 

359  COOPER  TIRE  &  RUBBER 

343  NUCOR 

397  RAYTHEON 

228  HONEYWELL  INTERNATIONAL 

294  HEWLEH-PACKARD 

435  APPLE  COMPUTER 
409  TEXTRON 


374 

240 

PALL 

375 

467 

WINN-DIXIE  STORES 

376 

215 

STARWOOD  HOTELS  &  RESORTS 

377 

354 

BLACK  &  DECKER 

378 

146 

LOEWS 

379 

412 

VF 

380 

342 
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Utilities  &  Energy  Services 

Banks 

Manufacturing 

Autonnotive 

Nonbank  Financial 

Discount  &  Fashion  Retailing 

Automotive 

Discount  &  Fashion  Retailing 

Chemicals 

Nonbank  Financial 

Health  Care 

Manufacturing 

Nonbank  Financial 

Electrical  &  Electronics 

Health  Care 

Publishing  &  Broadcasting 
Publishing  &  Broadcasting 
Service  Industries 
Containers  &  Packaging 
Service  Industries 

Consumer  Products 
Paper  &  Forest  Products 
Electrical  &  Electronics 
Telecommunications 
Aerospace  &  Defen^^^^ 

Food 

Automotive 

Metals  &  Mining 

Aerospace  &  Defense 

Conglomerates 

Office  Equipment  &  Computers 

Office  Equipment  &  Computers 

Conglomerates 

Conglomerates 

Food 

Leisure  TimeTndustries 

Manufacturing 

Nonbank  Financial 

Consumer  Products 

Leisure  Time  Industries 


78  The  BusinessWeek  50  /  Spring  2002 


r^fcoM 


rr 

■9    o 


What  good  is  the  world  at  your  fingertips  if  you  never  actually  touch  it? 


2  3 


a.  tb 

1  r*  ■= 
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-metimes  you  find  yourself  in  the  middle  of  nowhere.  And  sometimes  in  the  middle  of  nowhere  you  find  yourself.  The  legendary  HI. 
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356  AMERICAN  POWER  CONVERSION 

376  CRANE 

416  HUNTINGTON  BANCSHARES 

219  DOVER  ^mn 

462  DILLARD'S 

-  ROCKWELL  COLLINS 

395  BOISE  CASCADE 

428  RYDER  SYSTEM 

459  COMPUWARE 

365  ANDREW  ^^ 

456  GOODYEAR  TIRE  &  RUBBER 

277  ALLIED  WASTE  INDUSTRIES 

261  ROHM  &  HAAS 

422  WALT  DISNEY 

INC  AETNA  WM 

468  WORTHINGTON  INDUSTRIES 

355  TOYS  'R'  US 

364  COCA-COLA  ENTERPRISES 

408  DELPHI  AUTOMOTIVE  SYSTEMS 

386  SNAP-ON  ^^^ 

390  VERITAS  SOFTWARE 

175  GAP 

453  SAFECO 

384  NEXTEL  COMMUNICATIONS 

88  SOLECTRON 

6  PROVIDIAN  FINANCIAL       ^H 

303  CONSTELLATION  ENERGY  GROUP 

221  MOLEX 

427  MEREDITH 

190  INTUIT  ^H 

483  NEWMONT  MINING  ""^ 

286  KEYCORP 

485  XEROX 

474  NAVISTAR  INTERNATIONAL 

480  UNITED  STATES  STEEL 

66  CISCO  SYSTEMS 

289  FORD  MOTOR 

315  BOSTON  SCIENTIFIC 

461  VISTEON 

437  THERMO  ELECTRON 
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Electrical  &  Electronics 

Manufacturing 

Banks 

Manufacturing 

Discount  &  Fashion  Retailing 

Aerospace  &  Defense 

Paper  &  Forest  Products 

Transportation 

Office  Equipment  &  Computers 

Electrical  &  Electronics 

Automotive 

Service  Industr!! 

Chemicals 

Publishing  &  Broadcasting 

Health  Care 

Metals  &  Mining 

Discount  &  Fashion  Retailing 

Consumer  Products . 

Automotive 

Manufacturing 

Office  Equipment  &  Computers 
Discount  &  Fashion  Retailing 
Nonbank  Financial 
Telecommunications 
Electrical  &  Electronics 

Banks  ^^^^^^^' 

Utilities  &  Energy  Services 
Electrical  &  Electronics 
Publishing  &  Broadcasting 
Office  Equipment  &  Computers 

Metals  &  Mining 

Banks 

Office  Equipment  &  Computers 

Automotive 

Metals  &  Mining 

Office  Equipment  &  Computers 

Automotive 

Health  Care 

Automotive 

Electrical  &  Electronics 


JJJIK 
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Lead  conversions 
at  Quick  8k  Reilly 
have  gone  up  50%. 

—Donald  E.  Fronde,  CEO,  Quick  .«<  Rcilly 


[onald  Froude  believes  every  customer  should  feel  cared  for  and  valued.  A  philosophy  that's 
[und  profitable  results  with  Siebel's  CRM  software.  With  it,  Quick  8^  Reilly 's  employee 
pductivity  rose  15%.  Lead  conversions  climbed  50%.  Customer  retention  went  up  10%. 
>s-selling  grew  5%.  Further  evidence  that  customer  relationships  are  still  a  company's  best  friend. 

lEBEL. 

Good  service  is  good  business. 

To  learn  more,  call  1-800-307-2181  or  visit  siebel.com/casestudies. 
I  Siebel  Systems,  Int.  All  rights  reserved.  Siebel  and  the  Siebel  lojo  are  trademorks  of  Siebel  Systene,  Inc.,  and  may  be  registered  in  cerloin  jurisdictions.  Other  product  names,  designolions  and  logos  may  be  trademarks  of  their  respective  owners. 
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421  325  ROCKWELL  AUTOMATION 

422  424  AT&T 

423  255  EASTMAN  CHEMICAL 

424  126  ADVANCED  MICRO  DEVICES 
dir,  'T,  TEXAS  INSTRUMENTS 

428  291  R.R.  DONNELLEY 

427  320  AMR 

428  189  PERKINELMER 

429  484  HASBRO 

430  276  EASTMAN  KODAK  1 

431  INC  CITIZENS  COMMUNICATIONS 

432  401  SPRINT  FON  GROUP 

433  470  CUMMINS 

434  218  INTERPUBLIC  GROUP 

435  430  QUALCOMM 

436  29  SUN  MICROSYSTEMS 

437  385  COMPAQ  COMPUTER 

438  329  MOTOROLA 

439  347  SABRE  HOLDINGS 
l|440  86  CHARLES  SCHWAB 

*441  458  DANA 

442  101  NETWORK  APPLIANCE 

443  17  XILINX 

444  344  NATIONAL  SEMICONDUCTOR 

445  60  SANMINA-SCI 

446  415  BAUSCH&LOMB  fi 

447  426  PHELPS  DODGE 

448  486  McDERMOTT  INTERNATIONAL 

449  —  RATIONAL  SOFTWARE 

450  12  EMC 

451  —  CIENA 

452  358  DELTA  AIR  LINES 

453  479  CONSECO 

454  87  POWER-ONE 
^455  423  BIG  LOTS 

^^6  280  CORNING 

457  51  TERADYNE 

458  32  ALTERA 

459  469  PLACER  DOME 

460  463  AMERICAN  GREETINGS 
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Electrical  &  Electronics 
Telecommunications 
Chemicals 

Electrical  &  Electronics 
Electrical  &  Electronics 
Service  Industries 
Transportation 
Electrical  &  Electronics 
Leisure  Time  Industries 
Leisure  Time  Industries 
Telecommunications 
Telecommunications 
Manufacturing 
Service  Industries 
Electrical  &  Electronics 
Office  Equipment  &  Computers 
Office  Equipment  &  Computers 
Electrical  &  Electronics 
Office  Equipments  Computers 
Nonbank  Financial  ^ 

Automotive 

Office  Equipment  &  Cofnputers 

Electrical  &  Electronics 

Electrical  &  Electronics 

Electrical  &  Electronics 

Health  Care 

Metals  &  Mining 

Manufacturing 

Office  Equipment  &  Computers 

Office  Equipment  &  Computers 

Telecommunications 
Transportation 
Nonbank  Financial 
Electrical  &  Electronics 
Discount  &  Fashion  Retailing 

Telecommunications 
Electrical  &  Electronics 
Electrical  &  Electronics 
Metals  &  Mining 
Leisure  Time  Industries 
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They  both  took  care  of 


business. 


Took  care  of  their 

famiUes. 


1. 


So  why  will  one 

leave  his  family  with  every 


advantage 


f 


while  the  other  leaves 


everything  to  chance? 


®  2002  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 


The  difference  is  an  estate  plan  that  will  leave 
more  of  your  assets- where  you  want  them  to  go. 
Northwestern  Mutual  Financial  Representatives 
offer  expert  guidance  in  estate  planning,  as  well 
as  a  network  of  specialists  to  help  get  you  closer  to 
all  your  financial  goals. 


4r  Northwestern  Mutual 

FINANCIAL  NETWORK"" 


Are  you  there  yet? 


www.nmfn.com 


M 
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461  374  NORTEL  NETWORKS 

462  411  SYMBOL  TECHNOLOGIES 

463  465  UNISYS 

464  371  LUCENT  TECHNOLOGIES 

465  16  MICRON  TECHNOLOGY 

466  454  HERCULES 

467  234  LSI  LOGIC 

468  202  AGILENT  TECHNOLOGIES 

469  478  QUINTILES  TRANSNATIONAL 

470  394  APPLIED  MICRO  CIRCUITS 

471  457  BROADCOM 

472  380  JDS  UNIPHASE 

473  441  ALLEGHENY  TECHNOLOGIES 

474  448  US  AIRWAYS  GROUP 

475  488  AVAYA 

476  263  YAHOO 

477  481  LOUISIANA-PACIFIC 

478  337  GREAT  LAKES  CHEMICAL 

479  43  TELLABS 
^gfjgO  269  PALM 

""481  490  THOMAS  &  BETTS 

482  —  PMC-SIERRA 

483  391  GATEWAY 

484  449  BMC  SOFTWARE 

485  176  SAPIENT 

486  20  ADC  TELECOMMUNICATIONS 

487  489  NOVELL 

488  492  PARAMETRIC  TECHNOLOGY 

489  477  CONEXANT  SYSTEMS 

490  316  VITESSE  SEMICONDUCTOR 

INC  235  COUNTRYWIDE  CREDIT  INDS. 

INC  220  BEAR  STEARNS 

INC  INC  FLUOR 

INC  38  AOL  TIME  WARNER 

INC  INC  UNILEVER  NV 

NR  —  NVIDIA 

NR  1 99  PNC  FINANCIAL  SERVICES  GROUP 

NR  222  WORLDCOM  GROUP 

NR  INC  QWEST  COMMUNICATIONS  INTL. 

NR  475  COMPUTER  ASSOCIATES  INTL. 
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Telecommunications 
Office  Equipment  &  Computers 
Office  Equipment  &  Computers 
Telecommunications 
Electrical  &  Electronics 

Chemicals 

Electrical  &  Electronics 
Electrical  &  Electronics 
Service  Industries 
Electrical  &  Electronii 

Electrical  &  Electronics 

Electrical  &  Electronics 

Metals  &  Mining 

Transportation 

Electrical  &  Electronics 

Office  Equipment  &  Computers 

Paper  &  Forest  Products 

Chemicals 

Telecommunications 

Office  Equipment  &  Computers 

Electrical  &  Electronics 
Electrical  &  Electronics 
Office  Equipment  &  Computers 
Office  Equipment  &  Computers 
Office  Equipment  &  Computers 

Telecommunications 
Office  Equipment  &  Compl 
Office  Equipment  &  Computers 
Electrical  &  Electronics 
Electrical  &  Electronics 

C       Nonbank  Financial 

C       Nonbank  Financial 

B       Service  Industries 

F        Office  Equipment  &  Computers 

A  tlectrical  &  hiectronics 

C  Banks 

D  Telecommunications 

F  Telecommunications 

F  Office  Equipment  &  Computers 
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had's  client  called  his  office 
hen  he  was  out.  chad's  client 
;alled  his  cell  when  he  was  in. 
had's  client  can't  stand  phone  tag, 
had  really  needs  the  sprint  pcs 
lear  wireless  workplace! 


can  give  your  employees  a  single  number  for  their  office  line  and 
ireless  phone,  so  calls  are  instantly  forwarded  to  wherever  they  are. 

can  also  let  them  check  all  their  messages  by  calling  a 

ngle  voicemail  box.  And  it'll  do  a  lot  more  to  help  them  stay  in  touch. 

s  one  part  of  the  Clear  Wireless  Workplace  called  the 

print  PCS  Integrated  Officer  Get  the  whole  story  at  sprintpcs.com 


Sprint 


Sprint  PCS 


to  force  the  competition 

to  play  follow  the  leader. 


H 


'y 


^' 


when  the  stakes  are  high,  every  ounce  of  inefficiency  drains  your  bottom  line.  That's  why  companies 
depend  on  the  proven  technology  of  Emerson  to  give  them  a  competitive  advantage.  Emerson 
Process  Management'is  keeping  beer,  oil  and  pharmaceutical  plants  around  the  world  up  and 
flowing.  Our  fully  integrated  automation  solutions  increase  a  plant's  efficiency,  productivity  and 
profitability.  Ready  to  lead  instead  of  follow?  Visit  us  at  CoToEmerson.com  and  consider  it  solved. 


EMERSO^i 
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Network    Power     •     ProcessManacement 
Industrial   Automation    •    iWoTOR  Technologies 


MATE    Technologies 
Appliance    Solutions 


ACE     So 
Proeessiona 
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INDUSTRY 
P  ANKINGS  of  the 


S&P  500 


he  S&P  500  represents  a  huge  universe,  accounting  for  some  75%  of  the 
market  capitalization  of  all  U.S.  stocks.  To  find  out  how  each  of  the  compa- 
nies in  the  index  measures  up  against  its  peers,  we  ranked  them  within 
industry  groups,  using  the  same  factors  that  go  into  the  overall  report 
card  grades.  The  numbers  used  to  derive  those  grades  are  shown  in  these 
tables,  along  with  a  wealth  of  additional  financial  information.  Each  com- 

)any's  rank  within  its  industry  is  listed  to  the  left  of  its  name,  followed  by  its  overall  rank. 

^aken  together,  they  form  a  vivid  picture  of  how  well  each  company  harnesses  its 

Resources,  given  the  unique  constraints  of  its  industry. 


GLOSSARY    FOOTNOTES 


Companies  on  this  list  are  from  the  Standard 
&  Poor's  500.  Each  company  is  ranked  by 
eight  criteria:  one-year  total  return;  three-year 
total  return;  one-year  sales  growth;  three-year 
average  annual  sales  growth;  one-year  profit 
growth;  three-year  average  annual  profit 
growth;  net  profit  margins;  and  return  on  eq- 
uity, with  additional  weight  given  to  a  compa- 
ny's sales.  A  company's  composite  rank  is 
calculated  using  the  sum  of  all  of  its  ranks. 


MARKET  VALUE 

Share  price  on  Feb.  28,  2002,  multiplied  by 
the  latest  available  common  shares 
outstanding. 

ONE-YEAR  TOTAL  RETURN 

Annual  dividend  per  share,  reinvested,  plus 
Feb.  28,  2002,  price  per  share,  as  a  per- 
cent of  Feb.  28,  2001,  price  per  share. 

THREE-YEAR  TOTAL  RETURN 

Annual  dividend  per  share,  reinvested,  plus 
Feb.  28,  2002,  price  per  share,  as  a  per- 
cent of  Feb.  26,  1999,  price  per  share. 

SALES 

Latest  available  sales  through  the  most  re- 
cent 12  months  ending  Jan.  31,  2002.  In- 
cludes all  sales  and  other  operating  rev- 
enues. For  banks,  this  includes  all  banking 
operations  revenues. 

THREE-YEAR  SALES  GROWTH 

Calculated  using  the  least  squares  method. 
Data  for  2001  and  2000  are  as  reported  by 
company  in  2001. 


PROFITS 

Latest  available  profits  through  the  most  re- 
cent 12  months  ending  Jan.  31,  2002.  Net 
income  from  continuing  operations  before 
extraordinary  items. 

THREE-YEAR  PROFITS  GROWTH 

Calculated  using  the  least  squares  method. 
Data  for  2001  and  2000  are  as  reported  by 
company  in  2001.  If  results  for  the  earliest 
year  are  negative  or  not  available,  the  aver- 
age is  for  two  years. 

NET  MARGINS 

Net  income  from  continuing  operations  be- 
fore extraordinary  items  as  a  percent  of 
sales. 

RETURN  ON  INVESTED  CAPITAL 

Net  income  available  for  shareholders  as  a 
percent  of  debt  and  equity  funds. 

RETURN  ON  EQUITY 

Net  income  available  for  shareholders  divid- 
ed by  total  equity. 

RECENT  SHARE  PRICE 

Price  for  a  single  share  of  a  company's  most 
widely  traded  issue  of  common  stock  as  of 
the  close  of  trading  Feb.  28,  2002. 

HIGH/LOW  PRICE 

Trading  range  for  the  company's  common 
stock,  Feb.  28,  2000,  to  Feb.  28,  2002. 

P^  RATIO 

Price-earnings  ratio  teased  on  latest  12  months' 
earnings  and  Feb.  28,  2002,  stock  price. 

DIVIDEND  YIELD 

Annual  dividend  rate  as  a  percent  of  the 
Feb.  28  stock  price. 


asrarr 

EARNINGS  PER  SHARE 

Diluted  earnings  per  share,  excluding  extra- 
ordinary profit  or  loss,  divided  by  number  of 
common  and  common  equivalent  shares. 

EARNINGS  PER  SHARE  ESTIMATES 

Analysts'  consensus  estimates  for  2002  com- 
piled as  of  Feb.  21,  2002  by  Thomson 
Financial/First  Call 

(a)  Data  as  of  September,  2001. 

(b)  Data  as  of  October,  2001. 

(c)  Total  return  from  July  3,  2001. 

(d)  Total  return  from  Aug.  7,  2001. 

(e)  Two-year  grovrth  rate. 

(x)  Sales  include  excise  taxes. 

(y)  Sales  include  other  income. 

(z)  Sales  include  excise  taxes  and  other  income. 

NA=not  available.  NC=not  calculable. 

NM=not  meaningful.  NR=not  ranked. 

INC=incomplete. 

t  Because  BusinessWeek  is  owned  by 

McGraw-Hill,  the  S&P  500  Scoreboard  does 

not  include  a  forecast  of  the  company's 

earnings. 

Note:  coMPUSTAT  data  provided  by  Standard 
&  Poor's,  from  sources  such  as  statistical 
services,  registration  statements,  and  com- 
pany reports  that  s&p  believes  to  be  reliable 
but  are  not  guaranteed  by  s&p  or  Business- 
Week as  to  correctness  or  completeness. 
This  material  is  not  an  offer  to  buy  or  sell 
any  security. 

Additional  data:  Thomson  Financial/First  Call 
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TOTAl  TOTAL 
RETURN  RETURN 
(HEAR)     (3  YEARS) 


INDUSTRY  AVERAGE 

1  16  GENERAL  DYNAMICS 

2  fo  BOEING 

4  UNITED  TECHNOLOGIES 

4       82  NORTHROP  GRUMMAN 

243  LOCKHEED  MARTIN 

6  365  GOODRICH 

7  369  RAYTHEON 


■' 


8     386     ROCKWELL  COLLINS 
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H  1     331  GENERAL  MOTORS 

||2     344  PACCAR 

|§  3     347  EATON 

1^    367  COOPER  TIRE  &  RUBBER 

^^391  GOODYEAR  TIRE  &  RUBBER 

1^6     399  DELPHI  AUTOMOTIVE  SYSTEMS 

414  NAVISTAR  INTERNATIONAL 

417  FORD  MOTOR 

419  ViSTEON 

441  DANA 
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WELLS  FARGO 

BANK  OF  AMERICA 

SYNOVUS  FINANCIAL 

AMSOUTH  BANCORPORATION 

U.S.  BANCORP 

NATIONAL  CITY 

SOUTHTRUST 

STATE  STREET 

UNION  PLANTERS 

SUNTRUST  BANKS 
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BANK  OF  NEW  YORK 
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RECENT 

ESTIMATED 

•ET 

NET 

RETURN  ON 

RETURN  ON 

SHARE 

12-MONTH 

EARNINGS 

EARNINGS 

)GIN 

MARGIN 

INVESTED 

COMMON 

PRICE 
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PE 

DIVIDEND 

PER  SHARE 

PER  SNARE 

01 
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$ 

RATIO 

YIELD 
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20 
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4.17 

ALL  ALTITUDES 

Last  year  was  a 
mixed  bag  for  big 
players  in  aero- 
space and  defense.  Skit- 
tish travelers  and  a  slug- 
gish economy  knocked 
the  wind  out  of  jetmaker 
Boeing  Co.,  No.  65,  while 
fears  of  a  sales  plunge 
sliced  a  quarter  off  re- 
turns to  investors.  Engine 


maker  United  Technolo- 
gies Corp.,  No.  74,  also 
got  hit  hard.  But  consoli- 
dation and  a  renewed  fo- 
cus on  security  could 
only  help  military  con- 
tractors like  General  Dy- 
namics Corp.,  No.  16, 
and  Northrop  Grumman 
Corp.,  No.  82.  In  the 
post-September  11  world, 
defense  has  come  out  of 
the  shadows. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  87; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  114 
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S&P  500 

19  253     WACHOVIA 

20  261     NORTHERN  TRUST 

21  270     COMERICA 

22  29?     MELLON  FINANCIAL 

23  318     FLEETBOSTON  FINANCIAL 
?4  342     J. P.  MORGAN  CHASE 

25  383     HUNTINGTON  BANCSHARES 

26  406     PROVIDIAN  FINANCIAL 

27  412     KEYCORP 

NR  NR     PNC  FINANCIAL  SERVICES  GROUP 


4   CHEMICALS 
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INDUSTRY AVKRACE 

1  63  DUPONT 

2  135  PRAXAIR 

3  148  AIR  PRODUCTS  &  CHEMICALS 

4  219  INTERNATIONAL  FLAVORS  &  FRAGRANCES 

5  349  DOW  CHEMICAL 

6  393  ROHM  &  HAAS 

7  423  EASTMAN  CHEMICAL 

8  466  HERCULES 

9  478  GREAT  LAKES  CHEMICAL 

5   CONGLOMERATES 
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6  374  PALL 
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6   CONSUMER   PRODLCTS 
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1  5  PHILIP  MORRIS 

2  9  BEST  BUY 

3  32  BED  BATH  &  BEYOND 

4  39  PEPSICO 
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SHOPPING  SPREE 

What  recession? 
Thanks  to  a 
"nesting" 
trend,  companies  that 
supplied  household  needs 
had  a  banner  year  in 
2001.  Fueled  by  low  in- 
terest rates  and  what 
some  saw  as  a  desire  to 
stay  closer  to  family, 
consumers  stocked  up  on 


TVs  and  other  trappings 
for  the  home.  Best  Buy 
Co.,  No.  9,  beat  rivals — 
by  dint  of  great  locations 
and  a  knack  for  knowing 
what  its  shoppers  want. 
The  hottest  property  in 
the  group  was  Philip 
Morris  Cos.,  No.  5,  maker 
of  Marlboro  cigarettes 
and  Miller  beer.  When 
money's  tight,  the  simple 
pleasures  win  out. 
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S&P  500 

12  137  PROCTERS  GAMBLE 

13  143  PEPS!  BOTTLING  GROUP 

14  205  REEBOK  INTERNATIONAL 

15  232  ECOLAB 

:33  GILLETTE 

17  236  JONES  APPAREL  GROUP 

18  244  AVON  PRODUCTS 

19  272  BROWN-FORMAN 

20  280  MAYTAG 

21  292  ADOLPH  COORS 

22  295  LEGGETT  &  PLATT 

23  302  WHIRLPOOL 

24  309  CLOROX 

25  330  RADIOSHACK 

26  361  CIRCUIT  CITY  GROUP 

27  379  VF 

28  398  COCA-COU  ENTERPRISES 
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CHEAP  THRILLS 

The  bankruptcy  of 
Kmart  Corp.  shows 
that  in  the  world 
of  discounting,  it's  not 
enough  just  to  be  cheap. 
The  successful  chains 
distinguish  themselves 
with  easy-to-shop  stores, 
serious  bargains,  or,  in 
the  case  of  Target  Corp., 
No.  61,  whimsical  prod- 


uct lines.  The  real  behe- 
moth of  the  bunch  is 
Wal-Mart  Stores  Inc., 
No.  14,  which  rang  up 
almost  $218  billion  in 
sales.  Now  the  world's 
largest  company,  Wal- 
Mart  wants  to  woo 
wealthier  customers.  But 
beware:  This  may  be  the 
year  giddy  consumers 
close  their  wallets,  even 
to  the  price-choppers. 
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LOW  VOLTAGE 


Nothing  seemed  to 
spark  excitement 
in  the  electronics 
industry  last  year.  Lack- 
luster consumer  demand 
and  Corporate  America's 
allergy  to  tech  spending 
helped  send  sales  and 
profits  plummeting.  No 
wonder  investors  ran 
screaming  from  the  sec- 


tor. One  notable  excep- 
tion: KLA-Tencor  Corp., 
No.  6,  which  increased 
its  net  income  by  48% 
last  year.  The  reason?  It 
makes  equipment  and 
software  that  helps  semi- 
conductor clients  keep 
their  ever-rising  costs  in 
check.  In  tough  times, 
helping  customers  save 
money  is  good  for  every- 
one's bottom  line. 
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8.6 

-28.1 

-40.0 

15 

25/10 

-5 

0.00 

-2.84 

-0.24 

7.5 

-13.7 

-16.6 

31 

42/18 

-16 

0.00 

-1.95 

-0.61 

-59.7 

NM 

-203.7 

8 

33/6 

-1 

0.00 

-12.43 

-0.13 

-62.7 

-85.4 

-85.5 

31 

53/18 

-3 

0.00 

-10.79 

-0.16 

-97.8 

NM 

-747.6 

5 

30/5 

0 

0.00 

^8.55 

-0.08 

-5.6 

-30.7 

-48.6 

5 

17/5 

-4 

0.00 

-1.45 

-0.15 

-10.2 

-9.4 

-20.3 

19 

24/15 

-8 

0.00 

-2.39 

0.01 

10.8 

NM 

-234.8 

15 

50/9 

-4 

0.00 

-3.80 

-0.28 

-22.4 

-63.3 

-91.8 

10 

18/7 

-2 

0.00 

-5.85 

-1.31 

7.0 

-16.5 

-22.5 

7 

45/7 

-5 

0.00 

-1.43 

-0.39 

13.6 

16.6 

23.2 

51 

73/20 

49 

0.00 

1.04 

1.76 

3.1 

11.6 

2.6 

19.2 

1.6 

9.2 

4.7 

13.3 

8.5 

7.4 

3.4 

10.6 

2.0 

6.2 

5.2 

23.8 

15.3 

28.4 

9.1 

10.9 

2.1 

4.4 

7.1 

7.7 

1.1 

2.0 

2.2 

3.8 

7.9 

10.2 

11.2 

23.3 

-1.6 

5.8 

3.1 

NA 

20.4 

28.5 
33.1 
13.4 
55.3 
20.5 
16.0 
118.2 
28.4 
17.6 

6.7 
33.4 

4.1 

7.5 
18.1 

NM 
11.0 

NA 


34 

30 
22 
23 
35 
43 
23 
21 
56 
46 
14 
41 
26 
30 
71 
27 
17 
58 


7.4 

9.1 

8.9 

7.2 

11.6 

9.5 

1.2 

13.6 

31.5 

9.8 

8.5 

9.0 

10.2 

10.2    1 

7.6 

18.6 

8.5 

17.7 

3.2 

12.9 

7.0 

14.0 

4.8 

10.4 

16.6 

11.4 
20.2 
22.1 
16.0 
18.6 
18.8 
20.6 
19.3 
24.2 
17.1 
24.2 


42 

59 
27 
28 
53 
69 
35 
41 
51 
39 
84 
28 


.'>6/33 

68/50 
31/22 
34/25 
62/35 
90/54 
63/18 
46/35 
62/40 
43/30 
98/79 
33/24 


39/27 

27 

1.91 

1.28 

30/22 

31 

1.22 

0.95 

28/20 

17 

0.00 

1.28 

25/13 

45 

0.00 

0.51 

35/25 

29 

2.92 

1.19 

57/37 

17 

0.00 

2.50 

25/18 

19 

4.02 

1.24 

23/18 

11 

2.87 

1.96 

57/44 

35 

1.46 

1.61 

53/37 

22 

2.38 

2.09 

16/10 

21 

1.44 

0.65 

47/37 

28 

3.97 

1.45 

26/13 

45 

2.16 

0.58 

37/27 

29 

2.51 

1.06 

72/59 

47 

1.71 

1.50 

31/26 

20 

2.36 

1.34 

33/10 

27 

1.19 

0.63 

63/49 

NA 

2.22 

NA 

1.86 

1.01 
1.74 
0.53 
1.72 
3.18 
1.55 
1.37 
1.79 
2.81 
0.80 
2.61 
1.93 
2.15 
3.10 
1.29 
1.07 
2.97 


14 

1.76 

3.00 

2.00 

11 

2.44 

5.57 

3.38 

8 

3.73 

3.17 

1.33 

6 

3.35 

4.26 

2.01 

11 

0.76 

4.97 

2.59 

7 

1.73 

10.25 

5.57 

16 

0.00 

2.18 

1.19 

19 

2.23 

2,18 

1.79 

17 

2.33 

3.07 

2.65 

8 

2.60 

4.85 

3.39 

23 

3.32 

3.68 

3.79 

11 

2.75 

2.50 

1.81 

TANKING 

Energy  companies 
had  a  tough  time 
drilling  out  profits 
last  year.  Oil  and  natural 
gas  prices  took  a  dive,  as 
demand  slackened  from 
a  chilly  economy  and 
mild  weather.  Phillips  Pe- 
troleum Co.,  No.  17,  rode 
a  consolidation  wave  to 
raise  its  revenues  by 


15%,  but  net  income  fell 
12%.  Now  it  is  trying  to 
bulk  up  through  a  $35 
billion  merger  with  Cono- 
co Inc.  One  exception  to 
the  trend  is  Marathon  Oil 
Corp.,  No.  24.  Fresh  from 
its  split  with  U.S.  Steel 
Corp.,  Marathon  is  cast- 
ing itself  as  an  indepen- 
dent niche  player.  Ob- 
servers, however,  say  it's 
ripe  for  a  takeover. 
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NOBLE  DRILLING 

TRANSOCEAN  SEDCO  FOREX 

KERR-McGEE 

SCHLUMBERGER 
239     HALLIBURTON 
256     BURLINGTON  RESOURCES 
276     ANADARKO  PETROLEUM 
329     ROWAN 
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CHANGE 

9 

12 
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FROM 
2000 

1556.2 

5 

32.3 

398.6 

0 

5382.2 

3 

-1.7 

438.7 

329 

6752.0y 

-27 

17.2 

599.0 

-17 

7732.0 

-A 

5.8 

386.0 

25 

1002^3 

14 

9.9 

263.9 

59 

2820.1 

129 

43.4 

271.9 

154 

3638.0 

-12 

21.1 

506.7 

-40 

13745.8 

43 

6.1 

522.2 

-29 

13046.0y 

9 

-8.4 

551.0 

193 

3326.0 

6 

21.3 

558.0 

-17 

8369.0 

52" 

176.5 

-176.0 

NM 

731.1 

13 

4.5 

77.0 

10 

3075.0y 

10 

101.2 

54.0 

-93 

110 
34| 
22- 
-0, 
86! 

-11  i 
78.| 

^, 
N 

1 

-16  - 

r  . 


^,0 

I" 

*12 
13 
14 
15 
16 
17 
18 
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21 
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24 
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26 
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28 

33 

37 

40 

52 

57 

66 
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83 

97 
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117 
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AVFRAGE  33877.1 

JOHNSON  &  JOHNSON  185396.1 

PFIZER  257504.0 
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UNITEDHEALTH  GROUP  22330.2 

FOREST  LABORATORIES  14172.3 

TENET  HEALTHCARE  18837.4 

WELLPOINT  HEALTH  NETWORKS  7739.5 

CARDINAL  HEALTH  29707.9 

STRYKER  12090.9 

MERCK  139524.2 

HCA  20969.6 

BAXTER  INTERNATIONAL  32738.7 

WALGREEN  41093.7 

KING  PHARMACEUTICALS  7693.3 

ST.  JUDE  MEDICAL  6794.1 
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BIOMET  8252.1 
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MEDIMMUNE  8825.0 

AMGEN  60635.5 

McKESSON  10109.7 

IMMUNEX  15652.6 

WYETH  83770.1 

PHARMACIA  52930.4 
HEALTH  MANAGEMENT  ASSOCIATES         427 1 .6 

BECTON,  DICKINSON  9490.3 

MEDTRONIC  53871.8 

CHIRON           :^^^^^  8198.8 
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-8.0 
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2.0 
3.1 

-12.5 
-7.2 


.J2.1 

48.3 

-4.1 

81.6 

194.5 

220.9 

193.5 

54.2 

38.0 
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11  1  13.4 
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fe 

26.8 

15.5 

23.6            35 

51/26 

11 

0.46 

3.30 

0.49 

^ 

2.0 

8.6 

13.4            35 

45/26 

27 

1.30 

1.30 

1.15 

^ 

7.9 

8.5 

18.7            36 

40/30 

15 

2.23 

2.43 

1.15 

IN  THE  PINK 

D 

3.9 

9.7 

17.2            43 

47/36 

8 

2.54 

5.47 

4.20 

^    ^       »                J^       ^    ^L    ^L^m           ^L          ^L    J^       ■     ^L    ^ 

a 

18.8 

11.4 

14.8            35 

54/21 

18 

0.00 

1.96 

1.84 

"▼"t's  no  secret  why  this 
1    year's  BW50  is  domi- 
.A.  nated  by  pharmaceu- 
tical houses:  Drugs  are 
highly  profitable  and 
largely  recession-proof. 
Johnson  &  Johnson, 

6 

8.7 

1.8 

2.5            28 

58/23 

33 

0.43 

0.86 

1.18 

9 

20.4 

7.0 

16.0            55 

74/47 

11 

3.26 

4.93 

1.51 

8 

7.6 

3.4 

6.2            58 

70/41 

64 

1.29 

0.91 

1.73 

V 

1.6 

9.0 

12.0            17 

49/9 

13 

3.03 

1.28 

1.06 

^ 

21.4 

7.1 

15.8            38 

52/32 

14 

1.46 

2.69 

0.32 

1 

15.0 

-1.7 

-2.9            52 

73/43 

-71 

0.58 

-0.73 

2.07 

5 

10.9 

4.9 

6.9            19 

34/11 

23 

0.00 

0.80 

0.02 

B 

26.2 

0.8 

1.3            44 

67/31 

336 

0.46 

0.13        1.83 

No.l,  and  Pfizer  Inc., 
No.  3,  gained  from  well- 
timed  acquisitions  and 

6            8.4         14.0          22.3            47           57/36           35          0.58          1.36        1.99 

blockbuster  products.  J&J 

2 

16.6 

21.9 

23.9            61 

61/40 

33 

1.18 

1.84 

2.22 

D 

12.7 

36.9 

41.0            41 

45/34 

34 

1.27 

1.22 

1.59 

l^^^^bk— ^a                   w         ^'    "^ 

7 

0.9 

3.2 

5.7            68 

72/42 

30 

0.15 

2.25 

2.99 

9 

3.5 

19.1 

23.5            72 

76/51 

26 

0.04 

2.79 

3.64 

4 

15.7 

20.6 

20.6            80 

84/47 

47 

0.00 

1.68 

2.19 

b 

3.5 

8.0 

14.4            58 

66/38 

25 

0.00 

2.30 

3.78 

^ 

3.7 

14.3 

19.4          122 

131/82 

19 

0.00 

6.29 

7.77 

3 

1.9 

11.7 

16.6            66 

77/57 

31 

0.15 

2.12 

2.63 

4 

9.7 

15.3 

25.7            62 

63/45 

46 

0.16 

1.34 

1.66 

3 

16.9 

29.7 

47.4            61 

81/57 

20 

2.28 

3.14 

3.14 

9 

1.3 

8.6 

21,7            41 

47/34 

21 

0.20 

1.98 

2.38 

7 

10.7 

10.8 

18.6            55 

57/43 

51 

1.05 

1.09 

2.02 

6 

3.7 

16.8 

16.8            40 

45/29 

45 

0.36 

0.89 

1.00 

has  the  $3.4  billion-a- 

7 

14.0 

10.3 

12.2            31 

46/25 

31 

0.00 

1.00 

1.32 

year  anemia  drug  Procrit, 

B 

11.0 

13.2 

14.6            78 

82/44 

41 

0.00 

1.93 

2.71 

and  a  strong  medical-de- 

5 

20.3 

11.6 

17.1            57 

58/42 

57 

1.66 

0.99 

2.25 

vice  business  that  can 

2 

20.2 

15.9 

17.2            31 

34/24 

39 

0.30 

0.79 

1.08 

offset  slowing  drug  sales. 
Pfizer  bought  Warner- 
Lambert  to  get  Lipitor,  a 
$6  billion-a-year  choles- 
terol drug.  With  an  aging 
population  that  is  de- 
manding new  remedies. 

3 

28.2 

26.7 

38.1            76 

89/70 

29 

1.64 

2.58 

2.72 

1 

26.8 

15.7 

14.3            41 

49/28 

61 

0.00 

0.68 

0.67 

9 

31.4 

20.6 

21.5            58 

74/45 

56 

0.00 

1.03 

1.41 

2 

0.1 

2.4 

3.1            35 

42/23 

86 

0.68 

0.41 

1.80 

2 

17.9 

8.2 

8.2            29 

34/11 

96 

0.00 

0.30 

0.29 

2 

-6.8 

2M 

72.2            64 

65/53 

37 

1.45 

1.72 

2.61 

3 

6.4 

7.5 

10.4            41 

54/37 

42 

1.32 

0.97 

1.93 

6 

10.6 

11.3 

16.8             18 

22/13 

22 

0.00 

0.80 

0.95 

this  sector  looks  poised 

1 

10.8 

14.8 

19.6            37 

39/30 

21 

1.06 

1.72 

1.85 

to  stay  healthy. 

6 

22.2 

14.3 

14.3            45 

52/37 

66 

0.52 

0.68 

1.41 
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7.4 

9.0            43 

58/35 
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HOUSING   &   REAL 

ESTA^ 

FE 

• 

l^DlSTR^ 

AVERVr.F 

6250.1 

26.6 

51.4 

4774.1 

13 

14.9 

348.7 

-5 

2» 

\ 

1 

23 

PULTE  HOMES 

3060.6 

51.8 

119.6 

5381.9y 

27 

22.4 

302.4 

38 

4: 

\ 

2 

34 

CENTEX 

3546.4 

42.5 

61.1 

7492.  ly 

16 

15.9 

371.0 

51 

l; 

] 

3 

4 

43 

KB  HOME 

1843.5 

57.6 

101.0 

4574.2 

16 

20.9 

214.2 

2 

3 

89 

PLUM  CREEK  TIMBER 

2142.0 

29.2 

50.7 

598.0 

21 

-AJ 

338.0 

109 

9 

3 

5 
6 

92 
170 

EQUITY  OFFICE  PROPERTIES  TRUST 

11897.6 

6.0 

34.3 

3199.4 

38 

23.2 

629.7 

33 

1, 

? 

7320.2 

9.8 

59.6 

2174.4 

7 

17.4 

474.4 

-15 

2' 

EQUITY  RESIDENTIAL  PROPERTIES  TRUST 

\ 

.    f 

200 

VULCAN  MATERIALS 

4895.6 

16.3 

13.9 

3020.0 

10 

19.1 

222.7 

1 

I 

?^-8 

247 

MASCO 

12881.9 

22.8 

13.9 

8358.0 

15 

16.4 

198.5 

-66 

-2 

1 

9 

332 

PPG  INDUSTRIES 

8663.4 

3.7 

8.3 

8169.0 

-5 

3.7 

387.0 

-38 

-1 

I 

14 

LEISURE   TIME    IM 

)  U  S  T  I 

UES 

INDUSTRY  AVERAGE 

8744.2 

17.0 

11.9 

.5589.8 

0 

6.4 

330.2 

-28 

- 

J 

38 

HARLEY-DAVIDSON            SHT 

15518.1 

18.6 

78.6 

3424.7y 

16 

18.1 

437.7 

26 

2 

1 

— 

84 

HARRAH'S  ENTERTAINMENT 

4537.8 

30.4 

142.3 

3709.0 

11 

21.4 

209.0 

NM 

1 

> 

91 

DARDEN  RESTAURANTS 

4949.5 

95.1 

94.2 

4166.0 

8 

7.1 

209.2 

9 

1 

\ 

_j 

186 

WENDY'S  INTERNATIONAL 

3543.2 

26.4 

33.5 

2391.2 

7 

7.2 

193.6 

14 

1 

1 

, 

213 

MCDONALD'S 

33548.9 

-10.5 

-37.4 

14870.0 

4 

6.3 

1636.6 

-17 

J 

m 
m 

217 

CARNIVAL 

15996.3 

-16.9 

-36.0 

4535.8 

20 

14.0 

926.2 

-4 

t 

229 

MATTEL 

8152.3 

12.0 

-24.9 

4804.1 

3 

-4.5 

310.9 

83 

1 

i 

J 

297 

TRICON  GLOBAL  RESTAURANTS 

8633.0 

53.6 

-4.8 

6953.0 

-2 

-6.7 

492.0 

19 

- 

i 

n 

317 

MARRIOTT  INTERNATIONAL 

9532.7 

-6.9 

11.7 

10152.0 

1 

9.1 

236.0 

-51 

-1 

J 

Hb 

325 

HILTON  HOTELS 

4749,2 

20.9 

-16.7 

3050.0 

-12 

23.5 

166.0 

-39 

I 

11 

376 

STARWOOD  HOTELS  &  RESORTS 

7119.4 

6.0 

24.9 

3957.0 

-9 

6.8 

151.0 

-62 

- 

! 

12 

380 

BRUNSWICK 

2367.7 

29.0 

35.4 

3370.8 

-12 

-3.9 

84.7 

-58 

-1 

4 

13 

429 

HASBRO 

2471.1 

17.5 

-40.0 

2856.3 

-25 

-5.3 

60.8 

NM 

_c 

! 
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14.7 

22.5 

13.2 

24.7 

36.0 

16.9 

9.7 

12.7 

3.7 

0.9 

1.4 

16.1 

21.0 

1.6 

-0.5 

14.0 

4.6 


RETURN  ON 
INVESTED 
CAPITAL 


25.6 

15.6 

15.1 

27.0 

20.4 

51.2 

16.2 

15.2 

7.4 

6.6 

3.0 

1.4 

5.7 

4.6 

-2.5 

-2.0 

2.2 


8.2 

7.1 

11.8 

20.7 

-0.3 

4.1 

4.9 

12.9 

7.6 

11.6 

13.9 

8.7 

25.6 

10.3 

3.6 

11.3 

5.8 

23.5 

4.8 

3.8 

7.9 

2.4 

9.2 

1.7 

5.3 

4.9 

-3.8 

2.4 
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34.7 

25.4 

23.2 

27.0 

20.2 

190.3 

19.8 

17.2 

8.7 

8.0 

5.7 

1.8 

7.2 

7.9 

-2.9 

-2.9 

4.3 


42 
47 
65 
34 
53 
36 
54 
46 
27 
13 
12 
44 
29 
19 
35 
22 
38 


12'M0NTH 
HIGH/LOW 

S 


53/27 
65/42 
93/59 
44/30 
72/48 
36/25 
65/41 
51/36 
62/23 
14/8 
18/11 
64/36 
66/27 
35/18 
38/23 
28/15 
55/27 


P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2001 

ESTIMATED 

EARNINGS 

PER  SHARE 

2002 

26 

0.00 

1.58 

2.00 

36 

2.38 

1.29 

2.29 

38 

0.56 

1.69 

2.26 

26 

1.86 

1.32 

1.76 

30 

0.00 

1.78 

1.96 

46 

0.00 

0.77 

1.11 

20 

1.54 

2.75 

3.29 

24 

0.75 

1.87 

2.15 

27 

0.84 

1.00 

1.67 

19 

0.00 

0.70 

1.19 

22 

0.00 

0.53 

1.13 

234 

0.00 

0.19 

1.46 

27 

0.00 

1.07 

1.54 

23 

0.00 

0.81 

1.35 

-17 

0.11 

-2.03 

0.72 

-172 

0.00 

-0.13 

0.94 

49 

2.74 

0.78 

1.63 

8.7 

8.3 

9.r^ 

41 

5.1 

7.5 

13.3 

52 

3.8 

5.1 

18.6 

58 

5.3 

7.5 

19.6 

44 

32.9 

29.8 

71.3 

31 

20.4 

2.3 

5.1 

29 

27.3 

3.1 

6.8 

27 

8.0 

8.5 

13.9 

48 

8.2 

2.5 

4.8 

28 

7.2 

7.9 

12.6 

51 

44/27 

53/26 
60/28 
44/25 
32/23 
33/26 
30/25 
55/38 
29/18 
60/39 


1.3 

9 
10 

8 
12 
19 
20 
22 
67 
22 


.3.24 

0.31 
0.27 
0.69 
7.37 
6.97 
6.42 
1.95 
1.92 
3.27 


3.10 

6.01 
6.00 
5.50 
2.61 
1.55 
1.36 
2.17 
0.42 
2.29 


12.4 

24.9 

15.9 

19.0 

13.6 

16.0 

14.1 

17.9 

NM 

6.8 

9.3 

3.8 

7.5 

4.5 


31 

51 
40 
42 
31 
26 
27 
19 
59 
39 
13 
36 
27 
14 


36/20 

57/32 
41/22 
43/21 
32/20 
31/25 
34/17 
20/14 
60/35 
51/27 
15/6 
41/17 
27/14 
18/11 


3.4.'> 

6.59 
7.10 
5.61 
1.21 
2.07 
1.88 
2.53 
1.42 
2.64 


35 

1.05 

0.89 

1.62 

36 

0.23 

1.43 

1.66 

22 

0.00 

1.81 

2.35 

25 

0.19 

1.71 

2.14 

19 

0.77 

1.65 

1.87 

21 

0.86 

1.25 

1.49 

17 

1.54 

1.58 

1.43 

27 

0.26 

0.71 

1.01 

18 

0.00 

3.24 

3.62 

43 

0.66 

0.92 

1.59 

29 

0.62 

0.45 

0.58 

51 

2.22 

0.70 

1.25 

28 

1.85 

0.96 

1.05 

41 

0.84 

0.35 

0.69 

GIMME  SHELTER 

This  was  supposed 
to  be  the  year 
when  homebuilders 
hit  the  wall.  But  low  in- 
terest rates  and  buoyant 
consumers  kept  the  prof- 
its flowing.  Pulte  Homes 
Inc.,  No.  23,  saw  its 
sales  jump  27%,  while 
profits  rose  38%  on  the 
strength  of  vigorous  con- 


struction. With  interest 
rates  bottoming  out,  there 
are  signs  that  the  home- 
buying  boom  may  soon 
tail  off.  Optimists  insist 
that  conservative  building 
will  help  keep  profits 
strong.  But  like  energy 
companies  a  year  earlier, 
even  the  best  home- 
builders  will  have  a  hard 
time  staying  ahead  once 
the  market  shifts. 
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P500 

FEB. 28 
2002 
SMIL. 

TOTAL 
RETURN 
(1  YEAR) 

TOTAL 
RETURN 

(3  YEARS) 

12 

MONTHS 

2001 

SMIL. 

CHANGE 
FROM 
2000 

% 

3-YEAR 
AVERAGE 
CHANGE 

% 

12 

MONTHS 

2001 

SMIL. 

CHANGE 
FROM 
2000 

% 

51 

14     430 

EASTMAN  KODAK 

9166.5 

-27.6 

-47.6^ 

13234.0 

-5 

-0.5 

76.0 

-95 

-58, 

15     460 

AMERICAN  GREETINGS 

877.8 

7.9 

-35.2 

2362.6 

-4 

3.5 

-236.9 

NM 

1 

15   MAM  FACTL  RING                                                                                                       J 

IND' 

' rRAGF 

9919.9 

19.8 

46.9 

6659.2 

-4 

5.9 

277.8 

-42          ^ 

^''1        4b 

INTERNATIONAL  GAME  TECHNOLOGY 

4931.0 

25.0 

255.4 

1230.3 

25 

11.6 

217.5 

34 

m 

5 

JOHNSON  CONTROLS 

7780.1 

35.9 

52.7 

18790.5 

9 

11.1 

495.7 

4 

3     130 

MINNESOTA  MININGS.  MFG. 

46146.5 

6.8 

70.8 

16079.0 

-4 

2.7 

1430.0 

-23 

4     162 

ILLINOIS  TOOL  WORKS 

22412.1 

23.2 

11.0 

9292.8 

-2 

16.3 

802.4 

-17 

5     190 

CATERPILLAR 

19054.2 

37.2 

32.9 

20450.0 

1 

-0.5 

805.0 

-24 

6     195 

NOVELLUS  SYSTEMS 

6103.8 

10.3 

116.3 

1339.3 

2 

44.0 

144.5 

-40 

7     201 

FORTUNE  BRANDS 

6929.7 

38.1 

64.7 

5318.3 

-2 

3.7 

386.0 

NM 

It  ^8     231 

AVERY  DENNISON 

7033.2 

23.6 

26.6 

3803.3 

-2 

3.2 

243.4 

-14 

9     237 
10     238 

STANLEY  WORKS 

4269.4 

49.2 

128.0 

2624.4 

-5 

-1.2 

158.3 

-19 

in  INDUSTRIES 

5186.1 

47.5 

58.1 

4675.7 

-3 

1.6 

216.7 

-18 

11     266 

APPLIED  MATERIALS 

35461.5 

2.9 

56.3 

5980.5 

-41 

23.3 

305.5 

-86 

■ 

12     267 

PARKER  HANNIFIN 

5836.9 

17.6 

41.0 

5940.1 

2 

7.9 

230.5 

^6 

13     282 

INGERSOLL-RAND 

8399.5 

17.1 

9.7 

9682.0 

1 

10.9 

246.2 

-55 

14  311 

15  343 

NEWELL  RUBBERMAID 

8302.4 

22.2 

-19.7 

6909.3 

0 

4.2 

264.6 

-37 

J 

TUPPERWARE 

1172.8 

-10.9 

31.6 

1114.4 

4 

1.1 

61.5 

-18 

16     352 

DEERE 

11375.3 

20.5 

56.9 

13110.0y 

-3 

0.8 

-158.0 

NM 

J 

17     377 

BLACK  &  DECKER 

3900.5 

18.4 

3.0 

4333.1 

-5 

-1.4 

108.0 

-62 

18  382 

19  384 

20  400 

21  433 

CRANE 

1457.7 

-6.9 

-2.6 

1587.2 

6 

0.1 

88.6 

-28 

DOVER 

8009.7 

4.6 

20.7 

4459.7 

-14 

5.1 

166.8 

-68 

~l)l 

SNAP-ON 

1995.0 

25.7 

34.4 

2131.4y 

-4 

5.6 

21.5 

-83 

CUMMINS 

1600.8 

16.0 

11.1 

5681.0 

-14 

-3.0 

-102.0 

NM 

1 

22     448 

McDERMOn  INTERNATIONAL 

879.1 

10.6 

-26.5 

1969.8 

5 

-17.4 

-20.9 

NM 

1 

16   METALS   &   MINING 
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1 
2 
3 

4 
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10 

n 
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STRV  AVERAGE  6444.6 

140  ALCOA  31843.6 

159  ENGELHARD  3741.7 

215  ALCAN  13007.0 

288  INCO  3393.8 

298  FREEPORT-McMORAN  COPPER  &  GOLD  2109.2 

6  BARRICKGOLD  9674.8 

68  NUCOR  4394.9 

396  WORTHINGTON  INDUSTRIES  1256.2 

411  NEWMONT  MINING  4728.4 

415  UNITED  STATES  STEEL  1581.0 

447  PHELPS  D0D6E  2983.5 

459  PLACER  DOME  3813.3 

3  ALLEGHENY  TECHNOLOGIES  1252.9 
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11.6 
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47.6 
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55.2 

13.0 

6.1 

29.8 

32.3 

57.6 

35.6 
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18.5 
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10.0 
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2128.0 


1 
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87.4 
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0 

16.6 
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-8 

8.6 
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34 

38 

18.2 

5.0 
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8.3 
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-2 

1.3 
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47 

3 

17.5 

97.0 

NM 
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1.3 
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0.9 
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-8 
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-23.3 

NM 

3 
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10.1 
3.5 


6.9 

16.5 
2.8 
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10.2 
5.2 
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5.5 
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121 
-4 

2.86 
2.91 

0.26 
-3.73 

2.17 
1.46 

7.8 

16.2 

9.4 

18.8 

11.0 

4.8 

7.7 

11.2 

15.6 

15.4 

12.3 

3.7 

6.3 

3.6 

6.2 

16.1 

-2.0 

5.6 

9.3 

4.7 

1.8 

-4.4 

-2.3 


11.0 

61.2 

15.9 

23.5 

13.3 

14.3 

7.7 

18.3 

26.2 

19.0 

16.7 

4.0 

8.9 

6.4 

10.9 

55.9 

-4.0 

14.4 

13.6 

6.6 

2.8 

-10.0 

-2.6 


50 

68 
89 
118 
74 
56 
43 
46 
64 
50 
59 
43 
50 
50 
31 
20 
48 
49 
24 
40 
34 
42 
14 
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72/36 
90/55 
127/86 
76/49 
57/40 
59/25 
46/30 
65/43 
51/31 
60/36 
59/27 
51/30 
50/30 
31/21 
26/18 
49/34 
50/28 
32/20 
44/26 
35/21 
46/28 
16/7 


2.9 

1.7 

6.5 

5.0 

3.0 

18.2 

6.8 

0.0 

13.7 

4.3 

4.1 

2.9 

-60.2 

2.4 

6.8 

3.9 

3.3 

4.5 

-4.5 

-1.1 

-0.3 

-4.8 

0.6 

-5.2 
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-6.1 

5.4 
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2.6 
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22.5 
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5.2 

13.5 

3.0 
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26 

38 
29 
41 
19 
15 
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57 
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24 
18 
38 
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16 
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46/27 
29/18 
49/28 
21/11 
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20/14 
61/33 

15/9 
26/15 
22/13 
51/26 

14/8 
21/13 


34 

1.63 

1..50 

2.29 

24 

0.00 

2.86 

3.29 

17 

1.49 

5.28 

5.83 

33 

2.10 

3.58 

4.81 

28 

1.20 

2.62 

3.10 

24 

2.52 

2.32 

2.63 

44 

0.00 

0.97 

0.01 

18 

2.20 

2.49 

2.96 

26 

2.06 

2.47 

2.69 

28 

1.90 

1.81 

2.72 

25 

1.02 

2.39 

3.56 

124 

0.00 

0.35 

0.27 

25 

1.45 

1.99 

2.05 

34 

1.36 

1.48 

2.98 

31 

2.70 

0.99 

1.52 

19 

4.36 

1.04 

1.69 

-70 

1.84 

-0.68 

0.77 

36 

0.99 

1.33 

2.75 

17 

1.64 

1.47 

1.62 

48 

1.37 

0.82 

1.38 

93 

2.79 

0.37 

2.09 

-16 

2.89 

-2.66 

0.63 

-42 

0.00 

-0.34 

0.96 

NM 

1.45 

0.00 

0.60 

36 

1.60 

1.05 

1.70 

17 

1.39 

1.71 

1.83 

NM 

1.48 

-0.01 

2.28 

13 

0.00 

1.49 

0.55 

28 

0.00 

0.53 

0.62 

100 
39 

1.22 
1.20 

0.18 

0.55 

1.45 

2.03 

30 

4.35 

0.49 

1.00 

-151 

0.50 

-0.16 

0.41 

-7 

1.13 

-2.45 

-1.03 

-11 

0.00 

-3.50 

-2.54 

-28 
-50 

0.86 

-0.41 

0.35 

5.13 

-0.31 

0.01 

STEEL  YOURSELF 

For  anyone  working 
in  the  metals  in- 
dustry, last  year 
was  a  tough  stretch. 
Weak  industrial  demand 
kept  orders  down,  while 
the  strong  dollar  helped 
cheaper  imports  flood  the 
market.  Giants  such  as 
Alcoa  Inc.,  No.  140,  and 
Alcan  Inc.,  No.  215, 


faced  the  double  blow  of 
rising  power  costs  and 
falling  aluminum  prices. 
Both  companies  had  to 
discount  heavily  just  to 
stay  in  the  game.  In- 
creased manufacturing  ac- 
tivity, as  well  as  tariffs  on 
foreign  steel  imports, 
should  help  improve  the 
sector  in  2002.  But  few 
see  a  chance  of  real  prof- 
its until  the  second  half. 
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3.0 

28.1 

69.1 

13.6 

35.0 

4.1 

NA 

-28.4 

NA 

6.7 

32.9 

-18.9 

29.5 
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23 
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0.5 

2.5 

48 

72/34 

84 

1,34 
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35 
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0.73 

2.53 

SEXY  TWINS 


Last  year  was  a 
good  time  to  court 
consumers  with 
credit  cards  and  home 
loans  but  a  bad  time  to 
make  a  living  on  Wall 
Street.  Topping  this  group 
are  mortgage  twins  Fred- 
die Mac,  No.  2,  and  Fan- 
nie Mae,  No.  7.  Low  in- 
terest rates  and  a 


housing  boom  helped 
boost  their  net  income  by 
72%  and  37%.  Of 
course,  it  helps  to  have 
U.S.  government  backing. 
H&R  Block  Inc.,  No.  19, 
also  gets  government 
help — a  steady  stream  of 
IRS-addled  clients  need- 
ing help  with  their  taxes. 
But  it  has  branched  out 
into  a  range  of  other  ser- 
vices as  well. 
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ALPHABETICAL  INDEX  OF  COMPANIES 
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22.3 

25.4 

50 

20.1 

10.4 

15.9 

15 

10.0 

17.1 

17.1 

44 

3.0 

10.8 

10.9 

42 

21.1 

2.4 

5.0 

34 

4.1 

3.0 

4.8 

48 

6.4 

3.8 

5.0 

20 

6.0 

4.9 

5.2 

22 

5.7 

9.2 

9.2 

11 

-51.3 

-20.6 

-23.9 

35 

25.8 

-2.2 

-2.2 

38 

-1.4 

-2.9 

-9.5 

10 

13.0 

-8.1 

-8.2 

14 

11.3 

-5.7 

-5.7 

9 

1.4 

-4.8 

-5.1 

10 

5.0 

-2.7 

-4.3 

44 

10.1 

-0.5 

-0.5 

16 

12.1 

-5.0 

-8.8 

19 

20.1 

-6.6 

-6.7 

11 

-4.8 

-3.9 

-4.6 

9 

3.6 

-1.7 

-2.4 

11 

43/19 

85/53 

72/51 

22/10 

45/29 

56/12 

60/41 

126/87 

76/48 

49/22 

31/16 

48/22 

51/16 

45/32 

71/41 

37/13 

45/25 

50/29 

76/18 

60/29 

34/13 

27/15 

15/7 

80/17 

47/23 

11/5 

25/11 

24/8 

23/7 

55/21 

33/6 

36/8 

46/10 

37/7 

17/8 


8.3 

0.29 

0.34 

1.09 

37 

0.10 

2.20 

3.29 

21 

1.02 

2.86 

3.33 

39 

0.00 

0.43 

0.51 

39 

0.00 

1.09 

1.37 

57 

0.00 

0.49 

0.60 

33 

0.87 

1.58 

1.75 

23 

0.57 

4.35 

4.78 

54 

0.00 

1.09 

1.87 

44 

0.14 

0.83 

0.97 

54 

0.00 

0.46 

0.75 

18 

3.12 

2.69 

NA 

49 

0.00 

0.59 

0.74 

20 

2.83 

2.08 

2.38 

24 

0.00 

2.05 

2.38 

28 

0.00 

0.54 

0.78 

27 

0.54 

1.61 

2.16 

19 

0.00 

2.22 

2.29 

169 

0.00 

0.20 

0.66 

49 

0.00 

0.97 

2.55 

54 

1.59 

0.37 

1.11 

37 

0.00 

0.59 

0.54 

32 

0.00 

0.36 

0.61 

-22 

0.00 

-1.63 

0.68 

-165 

0.00 

-0.23 

1.04 

-20 

0.00 

-0.49 

0.32 

^5 

0.00 

-0.32 

0.32 

-47 

0.00 

-0.18 

-0.09 

-30 

0.99 

-0.34 

0.27 

-126 

0.00 

-0.35 

1.86 

NM 

0.00 

-0.01 

0.24 

-62 

0.00 

-0.30 

0.52 

-47 

0.00 

-0.23 

0.01 

-36 

0.23 

-0.24 

0.29 

-69 

0.00 

-0.16 

0.70 

TERMINAL  ILLNESS 

Even  slashed  prices 
couldn't  revive 
computer  and 
software  firms  last  year. 
But  not  everyone  fell. 
First  Data  Corp.,  No.  44, 
which  runs  electronic  net- 
works for  credit-card  pur- 
chases, had  a  32.2%  to- 
tal return  on  the  strength 
of  consumer  spending. 
Electronic  Data  Systems 


Corp.,  No. 48,  saw  de- 
mand for  its  data  security 
services  soar  after  Sep- 
tember 11.  But  marquee 
names  from  Microsoft 
Corp.  to  Dell  Computer 
Corp.  suffered  earnings 
declines.  The  savior  for 
the  industry  must  be  Cor- 
porate America.  Until 
businesses  spend  again, 
this  group  will  stay  in  a 
slump. 
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1 


itt4i;f.t.>-wj-*-«,to 


S&P  500 


35 

476 

YAHOO 

36 

480 

PALM 

37 

483 

SATEWAy 

38  ^84  BMC  SOFTWARE 

39  485  SAPIENT 

40  487  NOVELL 

41  488  PARAMETRIC  TECHNOLOGY 
INC  INC  AOL  TIME  WARNER 

NR  NR  COMPUTER  ASSOCIATES  INTL. 


FEB.  28 
2002 
$Mll. 

TOTAL 
RETURN 
(1  YEAR) 

TOTAL 
RETURN 
(3  YEARS) 

8236.6 

-39.3 

-81.2 

1728.0 

-82.6 

NA 

1490.3 

-73.3 

-87.3 

3896.8 

-46.7 

-60.7 

554.1 

-65.9 

-73.7 

1482.0 

-31.1 

-78.9 

1913.5 

-44.7 

-52.1 

109844.1 

-43.7 

-44.2 

9400.6 

-47.7 

-61.0 

717.4 
1141.0 
6079.5 
1376.0 

329.7 
1066.1 

898.3 

38234.0 

2929.0 


CHANGE 
FROM 
2000 

% 

3-YEAR 
AVERAGE 
CHANGE 

% 

12 

MONTHS 

2001 

SMIL 

CHANGE 
FROM 
2000 

% 

-35 

47.0 

-92.8 

NM 

-26 

46.0 

-451.6 

NM 

-37 

-5.0 

-1014.4 

NM 

-12 

5.1 

-159.3 

NM 

-34 

30.7 

-189.8 

NM 

-2 

-3.1 

-256.7 

NM 

-3 

-4.6 

-23.4 

NM 

NA 

NA 

-4921.0 

NA 

^5 

-16.0 

-1274.0 

NM 

19   PAPER   &   FOREST   PRODUCTS 


INDl  STH^   \M  HA(;F                                               8742.0           6.9          -2.0          15141.2         -2            9.5        -251.4        NM        ^ 

1     249     WEYERHAEUSER         ^^^SHR     13590.0 

18.4 

21.1          14545.0 

-9 

12.4         354.0 

-58  " 

"    f 

5^2     326     GEORGIA-PACIFIC               ^"TH       5896.6 

-13.2 

-26.7          25016.0 

13 

23.3        -255.0 

NM 

1 

Ifa     362     INTERNATIONAL  PAPER               ^'**     21083.1 

19.1 

12.3         26363.0 

-6 

4.3     -1142.0 

NM 

1 

^4     387     BOISE  CASCADE                                        2086.1 

14.2 

22.2            7422.2 

-5 

7.0          -42.5 

NM 

1 

5     477     LOUISIANA-PACIFIC                                   1054.0 

-3.8 

-39.0            2359.7 

-20 

0.3        -171.6 

NM 

1 

20   PUBLISHING   &   BROADCASTING                                                                 1 

INDISTRY  AVFRAGE                                             2173.3.1            0.7          22.2             7631.8           7          16.1             90.5        -80           f 

1      180     GANNETT                                                20208.2 

17.0 

25.1           6344.2 

2 

8.8         831.2 

-14 

-1 

^2     191     McGRAW-HILL                                         12719.1 

13.4 

26.4            4645.5 

9 

7.6         377.0 

-20 

1 

Wk     241     UNIVISION  COMMUNICATIONS                  8622.0 

25.0 

102.4              887.9 

3 

16.3            54.7 

-53 

m 

4     268     VIACOM                                                   82049.0 

-6.3 

5.3         23222.8 

16 

32.0        -219.6 

NM 

1 

5     314     TRIBUNE                                                  12760.5 

6.6 

33.1            5253.4 

6 

25.1          111.1 

-64 

-m 

,6     316     COMCAST                                               32004.7 

-21.8 

-4.5            9674.2 

18 

23.7          225.6 

-89 

-J 

^     320     DOW  JONES                                               4723.3 

-7.6 

25.1            1773.1 

-20 

-4.8            98.2 

NM 

m 

8     340     NEW  YORK  TIMES                                      6648.9 

0.5 

46.5            3016.0 

-11 

1.5          202.2 

-48 

i 

9     356     KNIGHT-RIDDER                                         5017.1 

14.7 

41.4            2900.2 

-10 

-2.0          184.8 

-41 

-m 

10     357     CLEAR  CHANNEL  COMMUNICATIONS       27862.0 

-18.4 

-22.3            7970.0 

49 

82.5     -1144.0 

NM 

1 

11     394     WALT  DISNEY                                          46234.6 

-24.9 

-33.0          24884.0 

-4 

3.0         316.0 

-63 

-m 

12     409     MEREDITH                                                 1947.2 

10.9 

20.4            1010.9 

-7 

-0.4           48.1 

-29 

-f 

2  1    SERVICE   INDUSTRIES                                                                                         1 

INDLSTRV  \VKHA(;i-                                                7620.3            1.6          11.4            4997.8         10          15.5           151.3        -33          ( 

Hi        62     OMNICOM  GROUP                                    17384.3 

4.2 

44.8            6889.4 

12 

17.9          506.1 

1 

^:2       75     PAYCHEX                                                 13846.6 

-6.4 

101.4             1871.4 

16 

20.0         273.0 

23 

^3     104     CENDANT                                                 14932.8 

33.1 

5.1            8950.0 

92 

19.0         423.0 

-36 

4     174     CINTAS                                                      7517.6 

23.7 

-4.5            2221.4 

9 

14.0         229.6 

10 

5     211     GENUINE  PARTS                                        6327.5 

40.5 

38.0            8220.7 

-2 

7.2          297.1 

-23 

6     262     CONVERGYS                                               5235  1 

-28.0 

76.1            2320.6 

6 

17.8          138.8 

-27 

4 

7     269     W.W.GRAINGER                                         5564.3 

71.8 

39.8            4754.3 

-4 

3.7          174.5 

-10 

4 

8     296     TMP  WORLDWIDE                                      3076.7 

-46.6 

-0.7            1448.1 

3 

32.4            69.0 

36 

1 

9     300     ROBERT  HALF  INTERNATIONAL                  4516.2 

8.1 

44.5            2452.9 

-9 

12.8          121.1 

-35 

■ 

10     358     IMS  HEALTH                                               5910.3 

-25.4 

-35.3            1332.9 

-6 

3.7          138.4 

19 

i 

:i 
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1     _ 

H 

NET 

MARGIN 

2000 

RETURN  ON 
INVESTED 
CAPITAL 

RECENT 
RETURN  ON             SHARE 
COMMON               PRICE 
EQUITY                   $ 

12-MONTH 

HIGH/LOW 

$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2001 

ESTIMATED 

EARNINGS 

PER  SHARE 

2002 

< 

6.4 

-4.7 

-4.7 

14 

24/8 

-90 

0.00 

-0.16 

0.10 

' 

3.9 

-65.3 

-65.3 

3 

23/1 

-4 

0.00 

-0.79 

0.00 

2.6 

-57.7 

-57.7 

5 

20/4 

-1 

0.00 

-3.14 

-0.18 

■ 

7.5 

-10.3 

-10.3 

16 

31/12 

-25 

0.00 

-0.65 

0.51 

9.3 

-49.8 

-49.8 

4 

15/3 

-3 

0.00 

-1.53 

-0.29 

0.7 

-19.9 

-20.0 

4 

7/3 

-5 

0.00 

-0.78 

0.07 

-0.2 

-6.0 

-6.0 

7 

14/4 

-82 

0.00 

-0.09 

0.24 

1 

NA 

-2.8 

-3.2 

25 

59/22 

-22 

0.00 

-1.11 

0.95 

3.9 

-17.0 

-26.0 

^^16 

39/13 

-7 

0.49 

-2.21 

2.64 

2.2 

-2.0 

-5.1 

35 

40/25 

NM 

1.70 

-0.90 

0.88 

«?. 

5.3 

2.9 

5.2 

62 

64/43 

38 

2.59 

1.61 

1.55 

I 

1.6 

-1.6 

-4.9 

26 

38/19 

-23 

1.95 

-1.12 

1.74 

1.3 

-4.3 

-11.1 

44 

45/31 

-18 

2.29 

-2.37 

0.98 

2.3 

-1.9 

-3.2 

36 

38/27 

-37 

1.67 

-0.96 

0.59 

-0.5 

-7.7 

-15.9 

10 

14/5 

-6 

0.00 

-1.64 

-0.46 

6.2 

7.5 

0.7 

49 

56/34 

62 

0.84 

0.78 

l.,58 

15.6 

7.9 

15.1 

76 

78/53 

24 

1.21 

3.12 

4.25 

11.0 

12.9 

19.3 

66 

71/49 

34 

1.55 

1.92 

t 

13.5 

2.1 

6.9 

41 

47/16 

179 

0.00 

0.23 

0.40 

-1.8 

-0.3 

-0.4 

47 

60/24 

-358 

0.00 

-0.13 

1.15 

6.3 

0.9 

1.5 

43 

46/30 

153 

1.03 

0.28 

1.45 

24.9 

0.9 

1.6 

34 

46/29 

147 

0.00 

0.23 

-1.13 

-5.4 

44.7 

235.1 

56 

64/43 

49 

1.79 

1.14 

1.54 

11.4 

11.6 

17.6 

44 

48/35 

35 

1.14 

1.26 

1.96 

9.8 

5.8 

11.7 

67 

69/50 

31 

1.48 

2.16 

3.64 

. 

4.7 

-2.9 

-3.8 

47 

66/35 

-24 

0.00 

-1.93 

0.97 

3.3 

0.8 

1.4 

23 

35/11 

135 

0.91 

0.17 

0.62 

I 

6.3 

5.7 

11.0 

39 

40/27 

42 

0.91 

0.94 

1.23 

5.0 

8.7 

7.7 

34 

43/24 

49 

0.87 

0.69 

1.49 

8.1 

11.7 

28.0 

94 

98/59 

34 

0.86 

2.72 

3.52 

13.8 

32.2 

32.2 

37 

43/28 

51 

1.19 

0.73 

0.86 

14.2 

2.0 

6.0 

17 

22/11 

39 

0.00 

0.45 

1.30 

10.3 

14.8 

17.1 

44 

53/34 

33 

0.56 

1.34 

1.61 

4.6 

9.2 

12.7 

37 

38/24 

21 

3.18 

1.71 

2.19 

8.6 

11.3 

11.3 

30 

44/24 

38 

0.00 

0.80 

1.59 

3.9 

10.3 

11.1 

59 

59/30 

32 

1.18 

1.84 

2.52 

3.6 

5.4 

5.6 

28 

64/25 

46 

0.00 

0.61 

1.19 

6.9 

15.0 

15.0 

26 

31/19 

39 

0.00 

0.67 

0.54 

8.2 

30.9 

45.4 

20 

31/17 

43 

0.40 

0.46 

1.04 

SERVICE  STAR 


Madison  Avenue 
couldn't  give 
away  ad  space 
last  year.  But  Omnicom 
Group  Inc.,  No. 62,  stood 
out  for  its  ability  to  make 
money  during  an  industry 
bloodbath.  Its  marketing, 
advertising,  and  public- 
relations  companies  are 
among  the  best  in  their 


fields,  and  they  operate 
with  remarkable  autono- 
my. Units  include  ad 
agency  BBDO  Worldwide, 
which  won  new  business 
from  mega-accounts  such 
as  PepsiCo  Inc.  Still, 
Omnicom  bumped  profits 
up  by  only  1%.  For 
clients  struggling  to  keep 
their  own  finances  afloat, 
ad  budgets  were  an 
obvious  cut. 
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S&P  500 

11  360  WASTE  MANAGEMENT 

'    12  392  ALUED  WASTE  INDUSTRIES 

f  13  426  R.R.  DONNELLEY 

14  434  INTERPUBLIC  GROUP 

15  469  QUINTILES  TRANSNATIONAL 
i  INC  iNC  FLUOR 


FEB.  28 
2002 
$Mll. 

TOTAL 
RETURN 
(1  YEAR) 

TOTAL 
RETURN 

(3  YEARS) 

16510.4 

3,7 

-46.^ 

2570.4 

-19.2 

-33.1 

3236.4 

-0.4 

-7.6 

10273.4 

-26.7 

-25.0 

1986.8 

-7.7 

-61.5 

3036.5 

1.0 

45.7 

11322.0 
5565.3 
5297.8 
6726.8 
1619.9 
8972.2 


-9 
-2 
-8 
-6 
-2 
NA 


-3.7 

54.1 

2.3 

22.7 

9.2 

NA 


503.0 

75.5 

25.0 

-505.3 

-175.9 

127.8 

iV-'fii'i'^ 


NM 
-45 
-91 
NM 
NM 
NA 


2  2   TELECOMMIMCATIOXS 


INDUSTRY  AVERAGE 

[4  SBC  COMMUNICATIONS 

53  ALLTEL 

n  CENTURYTEL 

255  SCIENTIFIC-ATUNTA 

263  VERIZON  COMMUNICATIONS 

6  264  BELLSOUTH 

7  278  COMVERSE  TECHNOLOGY 

8  283  AT&T  WIRELESS  SERVICES 


9 

364 

SPRINT  PCS  GROUP 

10 

404 

NEXTEL  COMMUNICATIONS 

I    11 

422 

AT&T 

'.    12 

431 

CITIZENS  COMMUNICATIONS 

13  432  SPRINT  FON  GROUP 

[    14  451  CIENA 

15  456  CORNING 

16  461  NORTELNETWORKS 

17  464  LUCENT  TECHNOLOGIES 

18  479  TELLABS 

I   19  486  ADC  TELECOMMUNICATIONS 


NR 
NR 


NR     QWEST  COMMUNICATIONS  INTL. 
NR     WORLDCOM  GROUP 


26163.0 

127201.5 

17274.4 

4684.2 

3497.0 

127108.8 

72752.5 

2910.8 

21431.2 

9298.1 

3982.0 

54946.3 

2551.1 

13913.9 

2549.8 

6205.1 

16293.7 

19021.3 

4206.4 

2858.0 

14485.5 

22251.9 


-46.7 

-44.9 

-18.6 

-23.6 

6.0 

-1.0 

15.9 

-18.0 

-52.2 

38.4 

-2.6 

-11.8 

-5.9 

-12.1 

-79.1 

-34.6 

-52.0 

NA 

-63.3 

-42.2 

-79.3 

-66.8 

-13.3 

-62.2 

-41.1 

NA 

-35.5 

-65.6 

-88.5 

^4.3 

-75.0 

-61.6 

-72.5 

-64.8 

-51.9 

-88.1 

-76.4 

-74.4 

-67.6 

-64.4 

-76.4 

-69.6 

-52.4 

-85.6 

16373.0 

-5 

22.3 

-2062.9 

.NM 

45908.0 

Iff  ■ 

^  15.5 

7260.0 

-9 

7598.9 

5 

10.7 

1047.5 

-47 

2117.5 

15 

10.3 

343.0 

48 

2111.6 

-5 

25.4 

225.9 

-20 

67190.0 

4 

27.0 

590.0 

-95 

24130.0 

-8 

1.7 

2570.0 

-39 

1351.7b 

20 

31.7 

185.5b 

-17 

13610.0 

30 

36.1 

200.0 

-76 

9725.0 

53 

99.5 

-1249.0 

NM 

7261.0a 

41 

68.8 

-1367.0a 

NM 

52550.0 

-5 

-1.6 

-4131.0 

NM 

2457.0 

36 

35.3e 

-63.9 

NM 

16924.0 

-4 

2.1 

-146.0 

NM 

1413.4 

34 

49.6 

-1917.9 

NM 

6272.0y 

-12 

23.6 

-5498.0 

NM 

17511.0 

-37 

3.9 

-24307.0 

NM 

20527.0 

-22 

-13.3 

-13018.0 

NM 

2199.7 

-35 

12.1 

-182.0 

NM 

1885.0 

-46 

11.6 

-1324.9 

NM 

19743.0 

19 

17.7 

-3945.0 

NM 

21348.0 

-6 

0.8 

1407.0 

-46 

2  3   TRANSPORTATION 


INDUSTRY  AVFRACK 

1  138  UNION  PACIFIC 

2  151  FEDEX 

3  187  SOUTHWEST  AIRLINES 

4  206  NORFOLK  SOUTHERN 
r     5  284  CSX 

I      6  315  BURLINGTON  NORTHERN  SANTA  FE 

-      7  388  RYDER  SYSTEM 

I    8  427  AMR 

[     9  452  DELTA  AIR  LINES 

I  10  474  US  AIRWAYS  GROUP 


8728.8 

15069.6 

17262.0 

16186.6 

9178.9 

8044.7 

11195.2 

1704.2 

4032.1 

4252.1 

362.4 


2.7 

12.1 

41.4 

13.6 

33.1 

14.7 

-1.7 

40.6 

-21.5 

-17.9 

-87.1 


-1.0 

36.1 

21.5 

58.2 

-5.7 

6.0 

-7.5 

13.8 

-1.2 

-42.9 

-88.8 


10728.0 

11973.0 

20127.4 

5555.2 

6170.0 

8110.0 

9208.0 

5006.1 

18963.0 

13879.0 

8288.0 


-4 

3.3 

-147.5 

NM 

1 

4.4 

966.0 

15 

6 

7.4 

590.9 

-18 

-2 

11.0 

511.1 

-18 

0 

14.0 

362.0 

110 

-1 

-7.9 

293.0 

58 

0 

1.0 

737.0 

-25 

-6 

3.3 

18.7 

-79 

-4 

0.7 

-1762.0 

NM 

-17 

0.3 

-1216.0 

NM 

-11 

-0.7 

-1976.0 

NM 
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.^  I  f»icN  I  04 1 A 


RETURN  ON 
INVESTED 
CAPITU 


RETURN  ON 
COMMON 
EDUin 


12-MONTH 

HKH/lOW  P-E 

$  UTID 


DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2001 

ESTIMATED 

EARNINGS 

PER  SHARE 

2002 

A 

-0.8 

3.8 

9.3 

26 

33/22 

33 

0.04 

0.80 

1.43 

A 

2.4 

0.0 

0.1 

13 

20/9 

NM 

0.00 

0.01 

1.12 

5 

4.6 

1.4 

2.8 

29 

32/24 

136 

3.36 

0.21 

1.53 

5 

5.9 

-13.1 

-27.1 

27 

39/18 

-20 

1.40 

-1.37 

1.24 

9 

-2.1 

-12.2 

-12.4 

17 

26/12 

-11 

0.00 

-1.49 

0.67 

4 

NA 

16.0 

16.3 

38 

63/29 

24 

1.69 

1.61 

NA 

S 

7.8 

-12.4 

-14.3 

18 

39/15 

NM 

0.78 

-0.97 

0.65 

S 

15.5 

14.4 

22.3 

38 

48/34 

18 

2.71 

2.14 

2.45 

8 

27.1 

11.1 

18.8 

56 

65/49 

17 

2.44 

3.34 

3.24 

2 

12.5 

7.7 

14.7 

33 

37/25 

14 

0.63 

2.41 

2.10 

7 

12.7 

16.2 

16.2 

22 

66/16 

16 

0.18 

1.38 

1.04 

9 

16.7 

0.6 

1.8 

47 

57/43 

213 

3.29 

0.22 

3.22 

7 

16.1 

7.5 

13.8 

39 

43/36 

29 

1.96 

1.36 

2.46 

7 

19.8 

8.0 

11.1 

16 

87/15 

16 

0.00 

1.00 

0.57 

5 

7.9 

0.5 

0.6 

10 

23/9 

202 

0.00 

0.05 

0.06 

8 

-29.5 

-7.7 

-87.8 

9 

29/7 

-7 

0.00 

-1.27 

-0.61 

8 

-18.5 

-8.1 

^9.2 

5 

24/3 

-2 

0.00 

-2.07 

-1.50 

9 

4.8 

-4.8 

-8.5 

16 

25/14 

-12 

0.97 

-1.33 

0.15 

6 

-2.2 

-0.9 

-3.3 

9 

16/8 

-33 

0.00 

-0.28 

0.04 

9 

7.3 

-0.9 

-1.2 

14 

25/13 

-88 

3.55 

-0.16 

1.34 

7 

11.9 

-69.5 

-92.7 

8 

78/7 

-1 

0.00 

-5.88 

-0.68 

7 

5.7 

-55.0 

-101.4 

7 

32/6 

-1 

0.00 

-5.89 

-0.44 

8 

-10.7 

NM 

-503.9 

5 

20/5 

-1 

0.00 

-7.62 

-0.28 

^ 

-4.3 

-83.2 

-105.0 

6 

14/5 

-1 

0.00 

-3.85 

-0.53 

'3 

22.4 

-7.4 

-7.4 

10 

50/9 

-23 

0.00 

-0.44 

0.17 

3 

23.0 

-71.8 

-72.5 

4 

13/3 

-2 

0.00 

-1.68 

-0.14 

P 

-0.5 

-6.9 

-10.8 

9 

42/7 

-4 

0.58 

-2.38 

0.14 

5 

11.5 

1.7 

2^ 

8 

22/6 

16 

0.00 

0.48 

0.75 

• 

4 

4.6 

1.2 

-3.0 

32 

40/21 

NM 

0.76 

-3.99 

-0.34 

1 

7.1-^ 

5.l' 

10.1 

61 

62/44 

16 

1.32 

3.77 

4.26 

9 

3.8 

7.3 

9.5 

58 

59/33 

29 

0.00 

1.97 

2.73 

2 

11.1 

9.6 

12.7 

21 

22/11 

34 

0.09 

0.63 

0.65 

9     :      2.8 

2.8 

5.9 

24 

24/13 

25 

1.01 

0.94 

1.17 

6 

2.3 

2.5 

4.8 

38 

41/25 

27 

1.06 

1.38 

2.29 

0     1    10.6 

5.2 

9.4 

29 

34/22 

15 

1.65 

1.89 

2.29 

4 

1.7 

0.7 

1.5 

28 

28/17 

91 

2.14 

0.31 

1.57 

3 

4.0 

-12.3 

-32.8 

26 

40/15 

-2 

0.00 

-11.43 

-4.11 

8 

'      5.5 

-9.9 

-32.6 

35 

48/20 

-3 

0.29 

-9.99 

-2.70 

8 

1    -1.8 

NM 

NM 

5 

42/4 

0 

0.00 

-29.39 

-11.57 

SORRY.  WRONG 
NUMBERS 

Anyone  who  in- 
vested in  tele- 
corns  last  year 
must  feel  like  they  dialed 
the  wrong  number.  Re- 
turns were  lousy,  thanks 
to  broadband  and  net- 
work overcapacity,  too 
many  players,  and  price 
wars  that  sent  profits 
plunging.  That  meant 


less  cash  to  service  the 
mountain  of  debt  the  in- 
dustry built  up  to  devel- 
op expensive  networks. 
Lucent  Technologies  Inc., 
No.  464,  lost  $13  billion 
last  year.  Nortel  Networks 
Corp.,  No. 461,  lost 
$24.3  billion.  With  high 
fixed  costs  and  cutthroat 
competition,  the  timing 
of  a  telecom  turnaround 
is  anyone's  call. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  87: 
ALPHABETICAL  INDEX  OF  COMPANIES 
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24   UTILITIES     &   ENERGY   SERVICES 


IM)L 

SiRV 

\\]  HUA 

1 

12 

EXELON 

2 

15 

DYNEGY 

3 

"0 

CALPINE 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 


30 
35 
50 
53 
58 
64 
68 
69 
71 
77 
93 


15  100 

16  101 
i  17  107 

18  108 

19  115 
i^^20  131 
I' 21  149 

22  157 

23  160 

24  167 

25  171 
28  176 

27  179 

28  188 

29  198 

30  230 
..  31  234 
1 32  235 
^  33  246 

34  323 

35  328 

36  341 

37  407 


DUKE  ENERGY 

AMERICAN  ELECTRIC  POWER 

XCEL ENERGY 

ALLEGHENY  ENERGY 

CINERGY 

EDISON  INTERNATIONAL 

TXU 

PROGRESS  ENERGY 

FIRSTENERGY 

SEMPRA  ENERGY 

RELIANT  ENERGY 

MIRANT 

DOMINION  RESOURCES 

PG&E 

SOUTHERN 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

NICOR 

PINNACLE  WEST  CAPITAL 

AMEREN 

CONSOLIDATED  EDISON 

FPL  GROUP 

TECO ENERGY 

DTE  ENERGY 

NISOURCE 

WILLIAMS 

KEYSPAN 

ENTERGY 

AES 

EL  PASO 

PEOPLES  ENERGY 

PPL 

KINDER  MORGAN 

CMS  ENERGY 

CONSTELLATION  ENERGY  GROUP 


7863.3 

-12.1 

29.5 

15813.2 

-22.1 

49.8 

8327.8 

-45.1 

199.7 

2242.9 

-83.5 

79.5 

27428.1 

-10.9 

37.0 

14128.6 

-2.7 

26.4 

8157.2 

-11.6 

9.6 

4316.4 

-24.1 

35.2 

5069.0 

3.0 

30.8 

5147.8 

6.0 

-32.9 

13475.8 

30.0 

43.6 

9785.8 

8.6 

31.5 

8197.7 

35.9 

47.0 

4624.6 

3.9 

26.0 

6198.8 

-47.8 

-9.6 

2954.2 

-65.3 

NA 

14506.5 

-7.3 

75.1 

7722.2 

51.9 

-25.7 

17633.3 

38.1 

88.1 

8770.2 

-1.2 

30.5 

1874.1 

18.3 

25.3 

3433.1 

-9.5 

25.2 

5624.0 

2.7 

33.2 

8658.0 

16.9 

4.1 

9340.4 

-15.0 

16.7 

3395.5 

-10.1 

35.9 

6743.6 

19.7 

23.3 

4355.3 

-23.2 

-6.7 

7964.5 

-59.1 

-52.5 

4450.4 

-13.3 

43.7 

9123.4 

9.8 

63.6 

2750.6 

-90.4 

-72.2 

19940.8 

-43.4 

13.9 

1316.9 

-0.1 

29.4 

4762.1 

-26.7 

41.9 

5081.0 

-25.7 

105.3 

2899.0 

-21.7 

-37.7 

4727.9 

-31.3 

26.9 

1.5983.9 

15140.0y 

42242.0 

7581. 2y 

59503.0y 

61300.0y 

14811. ly 

10378.9y 

12922.5 

11435.9y 

27927.0y 

8461.5y 

7999.4y 

8029.0y 

47595.1ay 

31537.0y 

10558.0y 

22959.0y 

10155.0y 

9815.0y 

2544.  ly 

4551.4y 

4505.9y 

9634.  Oy 

8475.0y 

2648.6y 

7849.  Oy 

9458.7y 

11034.7X 

6633. ly 

9620.9y 

9327.0 

57475.0y 

1930.8y 

5725.0y 

1054.9y 

14659.0ay 

3928.3y 


36 

38.6 

623.8 

66 

102 

41.8 

1416.0 

150 

43 

47.8 

646.0 

29 

201 

148.6 

652.6 

75 

21 

56.4 

1994.0 

12 

67 

119.6 

1003.7 

232 

30 

71.1 

784.7 

44 

159. 

57.4 

454.0 

42 

53 

30.9 

445.7 

10 

7 

9.0 

2424.3 

NM 

27 

24.2 

689.0 

-26 

106 

36.7 

541.6 

13 

14 

10.9 

727.0 

10 

14 

18.6 

530.0 

20 

103 

60.9 

777.9a 

-7 

137 

180.9 

563.0 

70 

14 

24.2 

544.0 

25 

-12 

7.3 

1090.0 

NM 

1 

-4.8 

1138.5 

12 

3 

20.4 

763.0 

1 

-1 

11 

22.2 

143.7 

208 

23 

31.0 

327.4 

8 

17 

10.6 

487.8 

4 

2 

12.2 

695.8 

17 

20 

8.5 

796.0 

11 

15 

11.1 

303.7 

21 

40 

22.5 

332.0 

-29 

57 

51.7 

219.6 

47 

15 

12.9 

835.4 

-13 

31 

40.5 

240.3 

-21 

-4 

-3.9 

727.0 

2 

24 

63.5 

467.0 

-44 

18 

131.8 

67.0 

-95 

12 

23.2 

91.7 

0 

1 

15.7 

221.0 

-57 

-61 

-32.3 

238.6 

30 

98 

39.9 

-393.0a 

NM 

2 

5.0 

95.6 

-73 
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SIN 

11 

NET 

MARGIN 

2000 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 

SHARE 

PRICE 

$ 

12-MONTH 
HIGH/LOW 

% 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2001 

ESTIMATED 

EARNINGS 

PER  SHARE 

2002 

. 1 

9 

3.2 

5.2 

12.6 

32 

47/28 

13 

3.98 

2.44 

3.00 

4 

7.5 

6.5 

17.9 

49 

70/39 

11 

3.57 

4.43 

4.63 

5 

1.7 

7.1 

13.7 

26 

59/20 

14 

1.17 

1.89 

2.25 

D 

14.8 

4.9 

22.9 

7 

58/6 

4 

0.00 

2.05 

1.61 

i 

3.6 

6.9 

15.5 

35 

48/32 

14 

3.12 

2.56 

2.78 

5 

0.8 

5.1 

11.8 

44 

51/40 

14 

5.47 

3.12 

3.62 

3 

4.8 

4.2 

12.4 

24 

32/22 

10 

6.34 

2.30 

2.42 

I 

7.9 

8.1 

16.1 

35 

55/32 

9 

4.98 

3.73 

3.65 

\ 

4.8 

6.4 

14.7 

32 

36/28 

12 

5.66 

2.75 

2.84 

I 

-17.9 

16.0 

174.7 

16 

17/8 

2 

0.00 

7.37 

1.55 

J 

4.2 

2.6 

7.7 

51 

51/38 

16 

4.72 

3.12 

4.41 

I 

11.7 

3.6 

8.9 

45 

46/39 

17 

4.87 

2.64 

4.01 

L 

9.4 

6.2 

12.1 

37 

39/25 

13 

4.10 

2.84 

3.59 

i 

6.3 

7.7 

17.5 

22 

29/21 

9 

4.48 

2.52 

2.61 

i 

3.6 

5.5 

11.6 

21 

50/20 

8 

7.21 

2.68 

2.45 

J 

2.5 

5.1 

12.0 

9 

47/8 

5 

0.00 

1.62 

1.60 

? 

4.7 

2.6 

6.7 

58 

70/55 

27 

4.43 

2.15 

4.90 

7 

-12.7 

7.9 

22.7 

21 

22/7 

7 

0.00 

2.99 

2.75 

? 

10.1 

6.0 

13.4 

25 

36/21 

16 

5.28 

1.62 

1.71 

J 

8.1 

5.1 

18.2 

42 

52/39 

12 

5.12 

3.66 

3.95 

3 

2.0 

12.3 

19.8 

42 

43/34 

13 

4.21 

3,17 

3.21 

> 

8.2 

6.8 

13.1 

41 

51/38 

11 

3.95 

3.85 

3.97 

J 

12.2 

7.4 

13.3 

41 

45/37 

12 

6.24 

3.45 

3.31 

? 

6.3 

6.0 

11.5 

41 

43/35 

13 

5.44 

3.21 

3.20 

I 

10.2 

7.1 

12.6 

53 

66/51 

11 

4.37 

4.62 

4.85 

) 

10.9 

7.2 

16.2 

25 

33/23 

11 

5.53 

2.24 

2.35 

J 

8.4 

2.8 

7.4 

41 

47/37 

19 

4.97 

2.16 

3.86 

} 

2.5 

2.2 

6.0 

21 

33/18 

21 

5.53 

1.01 

2.04 

5 

10.1 

5.0 

13.8 

15 

46/14 

9 

5.18 

1.67 

2.45 

5 

6.0 

2.9 

7.8 

32 

41/29 

19 

5.55 

1.68 

2.64 

5 

7.1 

4.5 

8.9 

41 

45/34 

13 

3.20 

3.23 

3.42 

D 

11.0 

1.7 

9.1 

5 

59/3 

6 

0.00 

0.87 

1.45 

1 

2.5 

0.3 

0.8 

39 

75/32 

217 

2.23 

0.18 

3.37 

7 

5.3 

6.3 

11.3 

37 

43/34 

14 

5.60 

2.59 

2.81 

d 

9.0 

2.2 

8.7 

33 

62/31 

28 

4.42 

1.15 

3.41 

5 

6.9 

4.1 

10.6 

41 

60/37 

21 

0.49 

1.97 

2.59 

7 

3.1 

-3.7 

-19.4 

22 

32/19 

-7 

6.70 

-3.15 

1.97 

* 

9.3 

1.3 

1.9 

29 

50/21 

56 

3.32 

0.52 

2.69 

LOOKING  FOR 
THE  LIGHT 


Once  upon  a  time, 
the  energy  indus- 
try cruised  pretty 
much  under  the  public's 
radar  screen.  Now,  thanks 
to  the  Enron  Corp.  scan- 
dal, investors  are  closely 
examining  the  financial 
strategies  some  of  these 
companies  employed. 
Still,  outfits  like  Dynegy 


Inc.,  No.  15,  steered 
clear  of  the  questionable 
deals  that  brought  Enron 
down.  And  when  all  was 
said  and  done,  Dynegy 
managed  to  boost  net  in- 
come by  29%  in  a  tough 
year.  Acquisitions  and  di- 
versification boosted  the 
bottom  lines  of  several 
other  players.  With  prices 
falling,  it's  hard  to  suc- 
ceed by  staying  put. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  87; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  114 
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S&P  500 


ALPHABETICAL      LIST,   OF      COMPANIES 

The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among  Businessweek '5  Performance 
Rankings  of  the  SicP  500  companies.  That  list  begins  on  page  60.  The  numbers  immediately  to  the  right  iden- 
tify- the  company's  rank  in  market  ralne  and  12-month  sales  and  profits,  respectively,  among  the  500. 


RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES     PROFITS 


A 


97  ABBOTT  LABORATORIES  ABT  (12) 
250  ACE  ACE  (17) 
486  ADC  TELECOMMUNICATIONS  ADCT(22) 

139  ADOBE  SYSTEMS  AOBE  (18) 

424  ADVANCED  MICRO  DEVICES  AMD  (9) 

234  AESAES(24) 

395  AETNA  AET  (12) 

209  AFLAC  AFL  (17) 

468  AGILENT  TECHNOLOGIES  A  (9) 

148  AIR  PRODUCTS  &  CHEMICALS  APD  (4) 

133  ALBERTO-CULVER  ACV  (8) 

285  ALBERTSON'S  ABS  (10) 
215  ALCANAL(16) 

140  ALCOA  AA  (16) 

53  ALLEGHENY  ENERGY  AYE  (24) 
473  ALLEGHENY  TECHNOLOGIES  ATI  (16) 
207  ALLER6ANAGN(12) 
392  ALLIED  WASTE  INDUSTRIES  AW  (21) 
305  ALLSTATE  ALL  (17) 
153  ALLTEL  AT  (22) 
458  ALTERA  ALTR  (9) 
125  AMBAC  FINANCIAL  GROUP  ABK  (17) 

42  AMERADA  HESS  AHC  (11) 
157  AMERENAEE(24) 

35  AMERICAN  ELECTRIC  POWER  AEP  (24) 
307  AMERICAN  EXPRESS  AXP  (17) 
460  AMERICAN  GREETINGS  AM  (14) 

79  AMERICAN  INTERNATIONAL  GROUP  AIG  (17) 
381   AMERICAN  POWER  CONVERSION  APCC  (9) 

10  AMERIS0URCEBERGENABC(12) 
121   AMGENAMGN(12) 
427  AMR  AMR  (23) 

142  AMS0UTHBANC0RP0RATI0NAS0(3) 
276  ANADARKO  PETROLEUM  APC  (11) 

286  ANALOG  DEVICES  ADI(9) 
390  ANDREW  ANDW  (9) 

51  ANHEUSER-BUSCH  BUD  (6) 
INC  AOL  TIME  WARNER  AOL  (18) 
350  AONA0C(17) 

41   APACHE  APA  (11) 
372  APPLE  COMPUTER  AAPL  (18) 
281   APPLIED  BIOSYSTEMS  GROUP  ABI(9) 
266  APPLIED  MATERIALS  AMAT  (15) 


26 

110 

49 

183 

256 

428 

431 

409 

482 

241 

449 

272 

363 

320 

418 

436 

184 

174 
452 

335 

63 

159 

177 

115 

144 

225 

471 

194 

264 

166 
340 

426 

371 

171 

38 

184 

161 

143 

397 

70 

76 

91 

373 

161 

176 

490 

390 

406 

242 

416 

250 

439 

265 

374 
66 

88 

51 

120 

216 

74 
408 
182 

275 

481 

295 

486 

305 

135 

87 

318 

293 

167 
77 
59 

150 

12 

44 

77 

497 

379 

446 
15 

7 

16 

440 

436 

342 

282 

71 

311 

69 

485 

34 

313 

385 

95 

267 

333 

147 

160 

199 

436 
287 

156 

407 

485 

471 

382 

48 

142 

41 
494 

18 

36 

216 

213 

274 

277 

356 

109 

269 

259 

269 

349 

422 

290 

217 

59 

254 

RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


470  APPLIED  MICRO  CIRCUITS  AMCC  (9) 
161   ARCHER  DANIELS  MIDLAND  ADM  (10) 

164  ASHLAND  ASH  (11) 
422  AT&T  1(22) 


MARKET  VALUE     SALES     PROFITS 


283  AT&T  WIRELESS  SERVICES i\WE  (22) 

100 

279  AUTODESK  ADSK  (18) 

446 

102  AUTOMATIC  DATA  PROCESSING  ADP  (18) 

68 

113  AUTOZONE  AZO  (8) 
475  AVAYAAV(9) 

280 
478 

231  AVERY  DENNISONAVY  (15) 

283 

244  AVON  PRODUCTS  AVP  (6) 

173 

B 


144  BAKER  HUGHES  BHI  (11) 

359  BALLBLL(7) 

116  BANK  OF  AMERICA  BAC  (3) 

222  BANK  OF  NEW  YORK  BK  (3) 
224  BANK  ONE  ONE  (3) 

259  BARD(C.R.)BCR(12) 
336  BARRICKG0LDABX(16) 
446  BAUSCH&L0MB60L(12) 

57  BAXTER  INTERNATIONAL  BAX  (12) 

81   BB&TBBT(3) 
INC  BEAR  STEARNS  BSC  (17) 
168  BECTON,  DICKINSON  BDX  (12) 

32  BED  BATH  &  BEYOND  BBBY  (6) 
264  BELLSOUTH  BIS  (22) 
155  BEMISBMS(7) 

9  BESTBUYBBY(6) 
455  BIG  LOTS  BLI  (8) 

223  8I0GENBGEN(12) 
103  BI0METBMET(12) 

377  BLACK  &  DECKER  SDK  (15) 

19  BLOCK  (H&R)HR6  (17) 
484  BMC  SOFTWARE  BMC  (18) 

65  BOEING  BA(1) 
387  BOISE  CASCADE  BCC  (19) 
418  BOSTON  SCIENTIFIC  BSX  (12) 
202  BRISTOL-MYERS  SQUIBB  BMY  (12) 
471   BROADCOM  BRCM  (9) 


453 

499 

225 

85 

425 

212 

37 

19 

100 

133 

446 

475 

68 

229 

280 

282 

478 

244 

283 

323 

173 

253 

180 

270 

451 

328 

21 

18 

84 

227 

50 

67 

433 

453 

208 

401 

461 

417 

67 

214 

124 

247 

329 

193 

212 

321 

206 

355 

32 

68 

424 

383 

147 

99 

482 

331 

260 

467 

247 

461 

387 

297 

220 

341 

388 

438 

57 

14 

460 

221 

226 

364 

23 

92 

268 

474 

1 14  The  BusinessWeek  50  /  Spring  2002 


^        J. 


r.^f 


■J. 


intellectual  reservoirs  of  great  depth  and  breadth  to  draw  from,  we  combine  insight  knowledge 


Wi^S^k 


and  original  thinking  to  create  new  opportunities.  We  do  It  for  ourselves.  We  can  do  it  for  you. 


'^l-^S^OrS' 


:i.»5^^ 


Solutions  beyond  the  obvious.^H  Swiss  Re 


S&P  500 


alphabetic:al    list    of    companies 

The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among 
BusinessWeek  5  Peiformance  Rankings.  For  an  explanation  of  other  rankings,  see  page  87. 


RANK       COMPANY  &  SYMBOL  {INDUSTRY  CROUP)                                            MARKET  VALUE 

SALES  1  PROFITS 

272  BROWN-FORMAN  BF.B  (6) 

360 

404 

247 

380  BRUNSWICK  BC  (14) 

449 

334 

364 
104 

315  BURLINGTON  NORTHERN  SANTA  FE  BNI  (23) 

185 

186 

256  BURLINGTON  RESOURCES  BR  (11) 

271 

336 

139 

c 

20  CALPINECPN(24) 
366  CAMPBELL  SOUP  CPB  (10) 
47  CAPITAL  ONE  FINANCIAL  COF  (17) 
33  CARDINAL  HEALTH  CAH  (12) 
217  CARNIVAL CCL(14) 

454 
187 

217 
242 

118 
143 

195 

226 

120 

74 
131 

23 

292 

88 

79 
86 
97 

190  CATERPILLAR  CAKIS) 

107 

104  CENDANT  CD  (21) 
34  CENTEX  CTX  (13) 

140 
399 

190 

188 

218 

201 

177  CENTURYTELCTL(22) 

356 

393 

208 
161 

98  CHARTER  ONE  FINANCIAL  CF  (17) 

289 

351 

88  CHEVRONTEXACOCVX(ll) 

175  CHIRON  CHIP  (12) 
337  CHUBB  CB  (17) 

24 
249 

7 

20 

465 

297 

165 

211 

346 

451   CIENA  CIEN  (22) 
226  CIGNA  CI  (17) 

260  CINCINNATI  FINANCIAL  CINF  (17) 
58  CINERGY  CIN  (24) 
174  CINTASCTAS(21) 

442 
162 

437 

486 

94 

78 

297 
333 

369 
141 

284 
178 
249 

272 

384 

361   CIRCUIT  CITY  GROUP  CC  (6) 

392 

181 

326 
488 

416  CISCO  SYSTEMS  CSCO  (18) 

25  CITIGROUP  C  (17) 
431   CITIZENS  COMMUNICATIONS  CZN  (22) 
245  CITRIX  SYSTEMS  CTXS(  18) 

20 

98 

6 
441 
432 

6 
372 
492 
209 

2 

419 
350 
477 

357  CLEAR  CHANNEL  COMMUNICATIONS  CCU  (20) 
309  CL0R0XCLX(6) 

82 
199 

317 

228 
459 

19 
402 

67 

341   CMS  ENERGY  CMS  (24) 

430 

120 

110  COCA-COLA  KG  (6) 

398  COCA-COLA  ENTERPRISES  CCE  (6) 

14 
262 

90 
113 

126  COLGATE-PALMOLIVE  CL(6) 
316  COMCAST  CMCSK  (20) 

73 

180 

69 

173 

252 

270  C0MERICACMA(3) 
437  COMPAQ  COMPUTER  CPQ  (18) 
NR  COMPUTER  ASSOCIATES  INTERNATIONAL  CA  (18) 

193 

303 

111 

119 

42 

466 

214 

348 

481 

338  COMPUTER  SCIENCES  CSC  (18) 

254 

152 

310 
330 
292 

389  C0MPUWARECPWR(18) 

278  COMVERSE  TECHNOLOGY  CMVT(22) 

123  CONAGRA  FOODS  CAG  (10) 

56  CONCORD  EFSCEFT (17) 
489  CONEXANT  SYSTEMS  CNXT(9) 

90  CONOCO  COC  (11) 
452  CONSECO  CNC  (17) 
180  CONSOLIOATEO  EDISON  ED  (24) 

377 
429 

413 
442 

170 
^38 
438 

54 
418 
478 

117 
261 
484 

118 
488 
237 

33 
206 
174 

48 
461 
113 

RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


407  CONSTELLATIOM  ENERGY  GROUP  CEG  (24) 
262  C0NVERGYSCVG(21) 
363  COOPER  INDUSTRIES  CBE  (9) 
367  COOPER  TIRE  &  RUBBER  CTB  (2) 
292  COORS  (ADOLPH)  RKY  (6) 
456  CORNING  GLW  (22) 
152  COSTCO  WHOLESALE  COST  (8) 
INC  COUNTRYWIDE  CREDIT  INDUSTRIES  CCR  (17) 
382  CRANE  CR  (15) 
284  CSX  CSX  (23) 
433  CUMMINS  CUM  (15) 
290  CVS  CVS  (12) 


MARKET  VALUE     SALES  I  PROFITS 


D 


441   DANA0CN(2) 
218  DANAHER  DHR  (9) 

91   DARDEN  RESTAURANTS  DRI  (14) 
352  DEERE  OE  (15) 
158  DELL  COMPUTER  DELL  (18) 
399  DELPHI  AUTOMOTIVE  SYSTEMS  DPH  (2) 
452  DELTA  AIR  LINES  DAL  (23) 
181   DELUXE  DLX  (18) 
339  DEVON  ENERGY  DVN  (11) 
385  DILLARD'S  DDS  (8) 
394  DISNEY  (WALT)  DIS  (20) 
346  DOLLAR  GENERAL  DG  (8) 
101   DOMINION  RESOURCES  0(24) 
426  DONNELLEY  (R.R.)ONY  (21) 
384  DOVER  DOV  (15) 
349  DOW  CHEMICAL  DOW  (4) 
320  DOW  JONES  OJ  (20) 
176  DTE  ENERGY  DTE  (24) 

30  DUKE  ENERGY  DUK  (24) 

63  DUP0NTDD(4) 

15  DYNEGY  DYN  (24) 


E 


423  EASTMAN  CHEMICAL  EMN  (4) 
430  EASTMAN  KODAK  EK  (14) 
347  EAT0NETN(2) 
232  EC0LABECL(6) 

64  EDISON  INTERNATIONAL  EIX  (24) 
235  EL  PASO  EP  (24) 

48  ELECTRONIC  DATA  SYSTEMS  EDS  (18) 
450  EMC  EMC  (18) 
291   EMERSON  ELECTRIC  EMR  (9) 
159  ENGELHARD  EC  (16) 


354 

319 

327 

382 

411 

299 

484 

339 

456 

376 

303 

246 

110 

40 

337 

272 

481 

426 

255 

205 

475 

262 

190 

81 

435 

160 

209 

324 

342 

302 

184 

137 

33 

49 

227 

61 

378 

129 

415 

447 

323 

342 

474 

198 

45 

65 

345 

277 

142 

158 

413 

274 

258 

294 

80 

55 

355 

415 

291 

210 

85 

13 

43 

66 

245 

30 

409 

269 

222 

136 

319 

223 

307 

381 

330 

150 

104 

15 

81 

84 

91 

228 

90 

118 

391 

279 

384 

378 

213 

369 

144 

391 

306 
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Drew's  first  priority  is  his  business.  The  second  is  his  portfolio. 
His  money  makes  the  combination  work  to  his  advantage. 


MERRILL  LYNCH  FINANCIAL  ADVISOR  SANFORD  COGGINS 

Can  being  the  CEO  of  a  small  company  and  an 
investor  at  the  same  time  actually  work  to 

your  advantage?  It  can  if  you're  Drew  Vogelman.  At 

Merrill  Lynch,  Drew's  personal  Financial  Advisor  helped 

him  set  up  a  Working  Capital  Management  Account" 

(WCMA)  which  integrates  business  cash  management, 

investments  and  financing.  He  also  helps  Drew  with 

pensions  and  employee  401(k)  programs,  as  well  as 

managing  his  personal  portfolio  and  providing  estate 

and  trust  planning  services.  This  is  the  way  Merrill  Lynch 

simplifies  life  for  Drew.  How  can  we  simplify  yours? 

MERRILL  LYNCH 
WEALTH  MANAGEMENT 


CONTACT  A  MERRILL  LYNCH  FINANCIAL  ADVISOR 


DREWVOCELMAN'S 
MERRILL  LYNCH: 

Professional 

-A  Merrill  Lynch  Working  Capital 
Management  Account"  (WCMA) 
to  maximize  cash  flow 

-Commercial  lines  of  credit 

-Employee  benefit  plans 

-Online  business  banking 

-Business  term  loans 

-Visa®  business  cards 

Personal 

-Merrill  Lynch  Consults?  a  managed 
money  program  with  access  to 
experienced  investment  managers 
who  follow  a  disciplined  course 

-Tax  MINIMIZATION  STRATEGIES 

-Trust  accounts  and  services 
-Philanthropic  advice  • 

-Customized  lending  solutions 


1-800-MERRILL  OR  VISIT  ASKMERRILL.ML.COM 


BULLISH  on  AMERICA 


C«p«-:inn  Jnf.  ritpnrs  name  andstory  are  fictttcous  and  intended  to  be  ar  "  i^^ai  nn  o<  services  available  through  Ur.r-.r  i  uo'h  it  may  not  £»  representative  of  ttie  experience  of  every  client  Investment  results  may  vary.  Merrill 
ti  3  registered  service  mark  of  Merrill  Lynch  and  Co>  Inc  -Vnclv  Pierce.  Fenner  &  Sr-  -'  ItemtKr,  SIPC.  The  WCMA  account  is  not  a  tiank  account  Bankinq  services  provided  By  licensed 

twr  ripanies.  Merrill  LytK^  Pierce,  Fenner  &  Smith  Incorporate  ed  t)roker-deaier,  and  is  not  -posit  investment  products  are  not  FDIC-insured,  are  not  guaranteed  by  a  bank,  and  may  lose  value. 

^C  'Tg  Capital  Management  Account  are  registered  service  marks  of  Merrill  Lynch  &  Co,  Inc,  and  are  products  ol  Merrill  Lynch.  Pierce,  Fenner  &  Smith  Incorporated.  Financing  and  credit  which  may  be  linked  to  the 

Wc  management  Account,  is  offered  through  Merrill  Lynch  Business  Financial  Services  Inc,  222  North  LaSalle  Street  r7th  Floor,  Chicago,  IL  60601  -  Califomia  Loans  made  pursuant  to  a  Department  of  Corporations 

'.atnoriia  ^  rwrce  Lenders  License.  Programs,  options  and  property  types  are  not  available  In  all  states  and  are  subject  to  change  Certain  corNMions,  restrictions  and  costs  may  apply.  Not  all  features  are  available  with  all  pfograms. 
^isa  is  a  registered  trademark  of  Visa  International. 
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ALPHABETICAL      LIST     OF      COMPANIES 

The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among 
Business  Week 'j?  Performance  Rankings.  For  an  explanation  of  other  rankings,  seepage  87. 


RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES     PROFITS 


RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES  .  PROFITS  ' 


230  ENTERGY  ETR  (24) 

106  EOG  RESOURCES  EOG  (11) 

301  EQUIFAX  EFX  (17) 

92  EQUITY  OFFICE  PROPERTIES  TRUST  EOP  (13) 
170  EQUITY  RESIDENTIAL  PROPERTIES  TRUST  EQR  (13) 

12  EXELON  EXC  (24) 

59  EXXON  MOBIL  XOM  (11) 


F 


70  FAMILY  DOLLAR  STORES  FDO  (8) 
7  FANNIE  MAE  FNM  (17) 

348  FEDERATED  DEPARTMENT  STORES  FD  (8) 
151  FEDEX  FDX  (23) 

54  FIFTH  THIRD  BANCORP  FITB  (3) 

44  FIRST  DATA  FDC  (18) 

71  FIRSTENERGY  FE  (24) 
87  FISERVFISVdS) 

318  FLEETBOSTON  FINANCIAL  FBF  (3) 
INC  FLUOR  FLR  (21) 
417  FORD  MOTOR  F  (2) 

18  FOREST  LABORATORIES  FRX  (12) 
201  FORTUNE  BRANDS  FO  (15) 
187  FPL  GROUP  FPL  (24) 
306  FRANKLIN  RESOURCES  BEN  (17) 

2  FREDDIE  MAC  FRE  (17) 
298  FREEPORT-McMORAN  COPPER  &  GOLD  FCX  (16) 


G 


180  GANNETT  GCI  (20) 
402  GAP  GPS  (8) 
483  GATEWAY  GTW  (18) 
16  GENERAL  DYNAMICS  GD(1) 
72  GENERAL  ELECTRIC  GE  (5) 
146  GENERAL  MILLS  GIS  (10) 
331  GENERAL  MOTORS  GM  (2) 
211  GENUINE  PARTS  GPC  (21) 
333  GENZYME  GENERAL  GENZ  (12) 
326  GEORGIA-PACIFIC  GP  (19) 
233  GILLETTE  G  (6) 

36  GOLDEN  WEST  FINANCIAL  GDW  (17) 
365  GOODRICH  GR(1) 
391   GOODYEAR  TIRE  &  RUBBER  GT  (2) 
269  GRAINGER  (W.W.)GWW  (21) 
478  GREAT  LAKES  CHEMICAL  GLK  (4) 
197  GUIDANTGDT(12) 


224 

175 

107 

383 

428 

194 
337 

380 

459 

178 

338 

123 

276 

387 

172 

133 

116 

51 

3 

2 

1 

317 

322 

281 

31 

20 

13 

257 

114 

152 

121 

89 

132 

56 

239 

70 

71 

240 

92 

250 

208 

108 

253 

408 

268 
84 

61 

93 

420 

188 

332 

86 

4 

495 

149 

432 

216 

286 

273 

198 

215 

194 

99 

191 

377 

177 

49 

39 

17 

459 

412 

344 

103 

243 

95 

197 

130 

400 

479 

251 

474 

111 

147 

83 

1 

5 

3 

123 

215 

125 

75 

3 

129 

302 

202 

225 

213 

473 

389 

310 

64 

447 

58 

189 

90 

204 

295 

96 

421 

300 

296 

366 

124 

443 
298 

320 

286 

491 

425 

449 

168 

362 

170 

H 


239  HALLIBURTON  HAL  (11) 

38  HARLEY-DAVIDS0NHDI(14) 

84  HARRAH'S  ENTERTAINMENT  HET(14) 
273  HARTFORD  FINANCIAL  SERVICES  GROUP  HIG  (17) 
429  HASBRO  HAS  (14) 

52  HCAHCA(12) 

147  HEALTH  MANAGEMENT  ASSOCIATES  HMA(12) 
322  HEALTHS0UTHHRC(12) 
252  HEINZ  (H.J.)  HNZ  (10) 
466  HERCULES  HPC  (4) 
287  HERSHEY  FOODS  HSY  (10) 
371   HEWLETT-PACKARD  HWP  (18) 
325  HILTON  HOTELS  HLT  (14) 

13  HOME  DEPOT  HO  (8) 
370  HONEYWELL  INTERNATIONAL  HON  (5) 

27  HOUSEHOLD  INTERNATIONAL  HI  (17) 
321   HUMANA  HUM  (12) 
383  HUNTINGTON  BANCSHARES  HBAN  (3) 


I 


162  ILLINOIS  TOOL  WORKS  ITW  (15) 
128  IMMUNEXIMNX(12) 
358  IMS  HEALTH  RX  (21) 
288  INC0N(16) 
282  INGERS0LL-RANDIR(15) 
354  INTEL  INTO  (9) 

1 1 1   INTERNATIONAL  BUSINESS  MACHINES  IBM  (18) 
219  INTERNATIONAL  FLAVORS  &  FRAGRANCES  IFF  (4) 
46  INTERNATIONAL  GAME  TECHNOLOGY  IGT  (15) 
362  INTERNATIONAL  PAPER  IP  (19) 
434  INTERPUBLIC  GROUP  IPG  (21) 
410  INTUIT  INTU  (18) 
238  ITT  INDUSTRIES  in  (15) 


J 


342  J. P.  MORGAN  CHASE  JPM  (3) 
312  JABIL  CIRCUIT  JBL  (9) 
472  JDS  UNIPHASE  JDSU  (9) 
194  JEFFERSON-PILOT  JP  (17) 
220  JOHN  HANCOCK  FINANCIAL  SERVICES  JHF  (17) 
1  JOHNSON  &  JOHNSON  JNJ  (12) 
55  JOHNSON  CONTROLS  JCI(15) 
236  JONES  APPAREL  GROUP  JNY  (6) 


281 

138 

137 

332 

364 
132 

326 
115 

445 
102 
374 

350 
101 
405 

357 
146 

296 
171 

486 
210 

54 
352 

15 

367 
290 

28 
344 

17 

72 
92 

72 
128 

455 
361 

96 
135 

163 
374 

185 
472 

308 

445 

408 

398 

244 
8 
10 
412 
344 
101 
198 
256 
328 

172 

59 

8 

411 

448 

60 

236 

439 

287 

36 
393 
294 

22 
309 
388 

270 

335 

172 
9 

183 
44 

261 

97 

367 

310 

118  The  BusinessWeek  50  /  Spring  2002 


f**!^-^;^ 


Efficient 


U^- 


Just  another  uneventful  day 


TRANSPORTING  DANGEROUS  CHEMICALS. 
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Cendian 

Chemical  Logistics 


Because  Cendian  is  the  leading  company  that  speciaHzes  in  chemical  logistics,  we  have  the 
experience  to  customize  solutions  to  fit  your  specific  needs  and  challenges.  Leveraging  over 
SI  billion  in  purchasing  power  and  state-of-the-art  technolog}',  our  clients  can  ship  an>'where 
around  the  world.  Our  solution  requires  no  upfront  capital  investment,  and  delivers 
immediate  bottom  line  results.  After  all,  in  the  chemical  business  the  last  thing  anyone  needs 
is  surprises.  If  this  is  your  philosophy,  call  1 .800. Cendian  or  visit  us  at  ww w.cendian.com. 


©  2002  Cendian  Corooration.  All  nghts  reserved. 
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ALPHABETICAL      LIST      OF      COMPANIES 

The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among 
Business\^  eek  V  Performance  Rankings.  For  an  explanation  of  other  rankings,  seepage  87. 


RANK       CONPANY  &  SYMBOL  (INDUSTRY  GROUP) 


K 


43  KBH0MEKBH(13) 

94  KELLOGG  K  (10) 
193  KERR-McGEEKMG(ll) 
412  KEYCORP  KEY  (3) 
198  KEYSPAN  KSE  (24) 
105  KIMBERLY-CLARK  KMB  (6) 
328  KINDER  MORGAN  KMI  (24) 

67  KING  PHARMACEUTICALS  KG  (12) 
6  KLA-TENCOR  KLAC  (9) 
356  KNIGHT-RIDDER  KRI  (20) 

31  KOHL'S  KSS  (8) 

80  KROGER  KR  (10) 


L 


295  LEGGETT  &  PLATT  LEG  (6) 

185  LEHMAN  BROTHERS  HOLDINGS  LEH  (17) 

221  LEXMARK  INTERNATIONAL  LXK  (18) 

112  LILLY  (ELI)  LLY  (12) 

251  LIMITED  LTD  (8) 

248  LINCOLN  NATIONAL  LNC  (17) 

271  LINEAR  TECHNOLOGY  LLTC  (9) 

127  LIZ  CLAIBORNE  LIZ  (6) 

243  LOCKHEED  MARTIN  LMT(l) 

378  LOEWS  LTR  (17) 

477  LOUISIANA-PACIFIC  LPX  (19) 

8  LOWE'S  LOW  (8) 
467  LSI  LOGIC  LSI  (9) 
464  LUCENT  TECHNOLOGIES  LU  (22) 


M 


355  MANOR  CARE  HCR  (12) 

24  MARATHON  OIL  MRO  (11) 
317  MARRIOTT  INTERNATIONAL  MAR  (14) 
118  MARSH  &MCLENNANMMC  (17) 
242  MARSHALL &ILSLEYMI(3) 
247  MASCO  MAS  (13) 
229  MATTEL  MAT  (14) 

277  MAXIM  INTEGRATED  PRODUCTS  MXIM  (9) 
258  MAY  DEPARTMENT  STORES  MAY  (8) 
280  MAYTAG  MYG  (6) 
196  MBIAMBI(}7) 
4  MBNAKRB(3) 
448  McDERMOn  INTERNATIONAL  MDR  (15) 
213  MCDONALD'S  MCD  (14) 


MARKET  VALUE  I    SALES  I  PROFITS  ■     RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUPI 


191  McGRAW-HILLMHP(20) 
124  McKESS0NMCK(12) 
274  MEADWESTVACO  MWV  (7) 
117  MEDIMMUNEMEDI(12) 
169  MEDTRONIC  MOT  (12) 
293  MELLON  FINANCIAL  MEL  (3) 

40  MERCK MRK(12} 
335  MERCURY  INTERACTIVE  MERQ  (18) 
409  MEREDITH  MDP  (20) 
345  MERRILL  LYNCH  MER  (17) 
324  METLIFEMET(17) 

78  MGIC  INVESTMENT  MTG  (17) 
485  MICRON  TECHNOLOGY  MU  (9) 
119  MICROSOFT  MSR  (18) 
228  MILLIPORE  MIL  (9) 
130  MINNESOTA  MINING  &  MFG.  MMM  (15) 
100  MIRANT  MIR  (24) 
408  MOLEXM0LX(9) 
254  MOODY'S  MCO  (17) 

173  MORGAN  STANLEY  DEAN  WIHER  MWD  (17) 
438  MOTOROLA  MOT  (9) 


MARKET  VALUE     SALES  I  PROFIT 


469 

289 

263 

151 

192 

171 

321 

329 

158 

192 

222 

316 
242 

369 

238 

66 

122 

45 

332 

466 

243 

266 

479 

246 

188 

391 

193 

339 

349 

293 

94 

219 

163 

114 

21 

73 

336 

307 

289 

157 

80 

63 
229 

298 

304 

27 

149 

26 
151 

264 

182 

207 

241 

133 
223 

181 

487 

414 

330 

285 
367 

89 

70 

186 

96 

465 

495 

380 

434 

60 

82 

75 

324 

414 

472 

108 

87 

497 

466 

363 

365 

243 

43 

58 

211 

165 

245 

77 

167 

80 

296 

359 

210 
280 

163 

200 

252 

283 

215 

141 

452 

258 
112 

189 

123 

418 

298 

305 

235 

460 

135 

76 

166 

42 

496 

402 

403 

63 

117 

44 

N 


49  NABORS  INDUSTRIES  NBR  (11) 
163  NATIONAL  CITY  NCC  (3) 
444  NATIONAL  SEMICONDUCTOR  NSM  (9) 
414  NAVISTAR  INTERNATIONAL  NAV  (2) 
304  NCR  NCR  (18) 

442  NETWORK  APPLIANCE  NTAP  (18) 
340  NEW  YORK  TIMES  NYT  (20) 
31 1   NEWELL  RUBBERMAID  NWL  (15) 
411   NEWMONT  MINING  NEM  (16) 
404  NEXTEL  COMMUNICATIONS  NXTL  (22) 
131   NICORGAS(24) 
120  NIKENKE(6) 
179  NISOURCENI(24) 
172  NOBLE  DRILLING  NE  (11) 
289  NORDSTROM  JWN  (8) 
206  NORFOLK  SOUTHERN  NSC  (23) 
461  NORTEL  NETWORKS  NT  (22) 
261   NORTHERN  TRUST  NTRS  (3) 

82  NORTHROP  GRUMMAN  NOC(l) 
487  NOVELL  NOVL  (18) 
195  NOVELLUS  SYSTEMS  NVLS  (15) 
368  NUC0RNUE(16) 

NR  NVIDIA  NVDA  (9) 


167 

288 

202 

24 

398 

318 

229 

490 

38 

249 

130 

285 

11 

25 

434 

494 

465 

469 

53 

35 

93 

45 

278 

441 

106 

357 

2 

58 

444 

489 

46 

112 

428 

48 

316 

403 

313 

483 

39 

29 

78 

50 

340 

392 

117 

187 

368 

427 

443 

237 

384 

257 

326 

482 

293 

346 

246 

232 

353 

421 

386 

224 

468 

370 

134 

176 

371 

178 

359 

470 

406 

258 

221 

248 

128 

104 

177 

337 

175 

134 

480 

463 

306 

444 

370 

305 

274 

440 
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JUNE  7  1941:  THE  THEORY  THAT  AN  ARMY  TRAVELS 
ON  ITS  STOMACH  IS  DRASTICALLY  REVISED. 

On  that  fateful  day,  a  truly  essential  piece  of  nnilitary  equipment  was  delivered  to  the  U.S.  Army— the  Willys 
MA.  The  legendary  4x4  so  vital  to  the  war  effort  that  General  Dwight  D.  Eisenhower  proclaimed  that  we  could 
not  have  won  the  war  without  it.  Today  that  same  heroic  capability  lives  on  in  its  descendants:  Jeep  Wrangler, 
Jeep  Grand  Cherokee,  and  the  all-new  Jeep  Liberty.  The  only  4x4s  with  over  60  years  of  off-road  leadership. 
The  only  4x4s  routinely  tested  on  one  of  the  world's  toughest  off-road  courses— the  Rubicon  Trail.  The  only 
4x4s  that  can  talk  about  freedom  because  they  actually  helped  fight  for  it. 


Jeep 


THERE'S   ONLY  ONE 


WW: 


4F*^ 


For  more  information,  call  1-800-925-JEEP  or  visit  jeep.com.  Jeep  is  a  registered  trademark  of  DaimlerChryslcr 


S&P  500 


A  L  P  H  ABETICAL      LIST      OF      COMPANIES 


The  number  to  the  left  of  the  company's  nameJdentifies  its  overall  rank  among 
BusinessWeek"?  Performance  Rankings.  For  an  explanation  of  other  rankings,  see  page  87. 


COMPAMY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES     PROFITS 


COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE  I    SALES  I  PROFIT^ 


0 


21   OCCIDENTAL  PETROLEUM  OXY  (11) 
210  OFFICE  DEPOT  OOP  (8) 
62  OMNICOM  GROUP  OMC  (21) 
86  ORACLE  ORCL  (18) 


P 


344  PACCAR  PCAR  (2) 

303  PACTIVPTV(7) 

374  PALLPLL(5) 

480  PALM  PALM  (18) 

488  PARAMETRIC  TECHNOLOGY  PMTC  (18) 

267  PARKER  HANNIFIN  PH  (15) 

75  PAYCHEXPAYX{21) 
294  PENNEY  (J.C.)JCP  (8) 
246  PEOPLES  ENERGY  PGL  (24) 
182  PE0PLES0FTPSFT(18) 
143  PEPSI  BOTTLING  GROUP  PBG  (6) 

39  PEPSICO  PEP  (6) 
128  PERKINELMER PKI(9) 

3  PFIZER  PFE  (12) 
107  P6&EPCG(24) 
145  PHARMACIA  PHA  (12) 
147  PHELPS  DODGE  PD  (16) 
5  PHILIP  MORRIS  MO  (6) 

17  PHILLIPS  PETROLEUM  P  (11) 
149  PINNACLE  WEST  CAPITAL  PNW  (24) 
216  PITNEY  BOWES  PBI  (18) 
459  PLACER  DOME  PDG  (16) 

89  PLUM  CREEK  TIMBER  POL  (13) 
482  PMC-SIERRA  PMCS  (9) 

NR  PNC  FINANCIAL  SERVICES  GROUP  PNC  (3) 
454  POWER-ONE  PWER  (9) 
332  PPG  INDUSTRIES  PPG  (13) 
323  PPL  PPL  (24) 
135  PRAXAIR  PX  (4) 
310  PRICE  (T.ROWE)  GROUP  TROW  (17) 
137  PROCTERS.  GAMBLE  PG  (6) 

69  PROGRESS  ENERGY  PGN  (24) 
109  PROGRESSIVE  PGR  (17) 
40S  PROVIDIAN  FINANCIAL  PVN  (3) 
115  PUBLIC  SERVICE  ENTERPRISE  GROUP  PEG  (24) 

23  PULTE  HOMES  PHM  (13) 


39  PEPSICO  PEP  (6) 

25 

428  PERKINELMER PKI(9) 

452 

3  PFIZER  PFE  (12) 

5 

107  PG&EPCG(24) 

265 

145  PHARMACIA  PHA  (12) 

40 

447  PHELPS  DODGE  PD  (16) 

427 

5  PHILIP  MORRIS  MO  (6) 

16 

203 

127 

65 

315 

153 

277 

116 

233 

159 

22 

159 

32 

322 

250 

299 

422 

353 

312 
353 
462 
405 

448 

451 

472 

458 

467 

476 

312 

255 

248 

154 

410 

230 

331 

47 

343 

487 

406 

357 

231 

396 

286 

284 

196 

218 

25 

56 

29 

452 

446 

398 

5 

46 

5 

265 

75 

71 

40 

131 

60 

427 

314 

450 

16 

10 

4 

95 

69 

43 

405 

291 

212 

200 

306 

153 

389 

450 

429 

458 

491 

209 

447 

497 

469 

136 

231 

148 

498 

493 

439 

236 

204 

196 

350 

260 

256 

217 

278 

183 

346 

468 

282 

17 

34 

24 

205 

195 

145 

182 

220 

191 

494 

267 

323 

232 

168 

103 

419 

271 

221 

0 

95^0 


R 


9F  QLOGIC  QLGC  (9) 
435  QUALCOMM  QCOM  (9) 
469  QUINTILES  TRANSNATIONAL  QTRN  (21) 

NR  QWEST  COMMUNICATIONS  INTERNATIONAL  Q  (22) 
330  RADIOSHACK  RSH  (6) 
449  RATIONAL  SOFTWARE  RAIL  (18) 
369  RAYTHEON  RTN  (1) 
205  REEBOK  INTERNATIONAL  RBK  (6) 
225  REGIONS  FINANCIAL  RGBK  (3) 

93  RELIANT  ENERGY  REI  (24) 
300  ROBERT  HALF  INTERNATIONAL  RHI  (21) 
421   ROCKWELL  AUTOMATION  ROK  (9) 
386  ROCKWELL  COLLINS  COL  (1) 
393  ROHM  &  HAAS  ROH  (4) 
329  ROWAN  RDC  (11) 

73  ROYAL  DUTCH  PETROLEUM  RD  (11) 
388  RYDER  SYSTEM  R  (23) 


s 


439  SABRE  HOLDINGS  TSG  (18) 
403  SAFECO  SAFC  (17) 

122  SAFEWAY  SWY  (10) 

445  SANMINA-SCISANM(9) 

485  SAPIENT  SAPE  (18) 

132  SARA  LEE  SLE  (10) 

114  SBC  COMMUNICATIONS  SBC  (22) 

208  SCHERING-PLOUGH  SGP  (12) 

214  SCHLUMBERGERSLB(ll) 

440  SCHWAB  (CHARLES)  SCH  (17) 
255  SCIENTIFIC-ATLANTA  SFA  (22) 
319  SEALED  AIR  SEE  (7) 

199  SEARS,  ROEBUCKS (8) 
77  SEMPRA  ENERGY  SRE  (24) 

257  SHERWIN-WILLIAMS  SHW  (8) 
96  SIEBEL  SYSTEMS  SEBL  (18) 

265  SIGMA-ALDRICHSIAL(12) 

400  SNAP-ON  SNA  (15) 

405  SOLECTRON  SLR  (9) 

108  SOUTHERN  SO  (24) 

165  SOUTHTRUSTS0TR(3) 

187  SOUTHWEST  AIRLINES  LUV  (23) 

432  SPRINT  FON  GROUP  FON  (22) 

364  SPRINT  PCS  GROUP  PCS  (22) 
83  ST.  JUDE  MEDICAL  STJ  (12) 

353  ST.  PAUL  SPG  (17) 


404 

495 

87 

360 

463 

423 

143 

91 

343 

284 

396 

484 

152 

106 

476 

347 

273 

311 

304 

26 

365 

373 

394 

308 

375 

354 

218 

263 

471 

485 

19 

9 

473 

281 

309 

395 

372 

234 

99 

41 

325 

327 

499 

496 

126 

100 

12 

27 

42 

169 

64 

132 

113 

275 

402 

394 

390 

343 

122 

31 

362 

207 

382 

280 

164 

399 

410 

454 

462 

389 

300 

111 

115 

164 

234 

325 

129 

266 

153 

105 

219 

170 

290 

443 

201 

191 
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What  does  product 

development 
^nean  to 

ElVIC? 


"Driving  product  innovations 
like  a  startup,  getting  them  to  market 
like  a  global  leader." 

-Dave  Ellard,  Senior  Vice  President  and  CIO 

EMC  Corporation 


As  manufacturers  look  for  new  ways  to  stay  ahead,  more  and  more  are  returning  to  what  really  sets  them  apart- 
their  products.  That's  why  visionary  ClOs  like  Dave  Ellard  have  put  themselves  on  the  product  development  team.  PTC 
collaborative  product  development  solutions  have  allowed  EMC  to  cut  weeks  out  of  core  processes  and  deliver  the  next 
generation  of  storage  solutions  faster.  "Ultimately  what  PTC  has  helped  us  do  is  make  our  entire  company  more  scalable," 
says  Ellard,  "so  we  extend  our  leadership."  For  more,  download  our  case  study  on  EMC  at  www.ptc.com/go/emc. 


II 


Product  development  means  business: 


©2002  Parametric  Technologv  Corporation.  PTC  and  its  logo,  Shaping  Innovation,  Create  Collaborate  and  Control,  ProductFirst,  and  Product 
Development  Means  Business  are  trademarks  or  registered  trademarks  of  Parametric  Technology  Corporation  or  its  subsidiaries  in  the  United 
States  and  in  other  countries.  EMC  is  a  registered  trademark  of  EMC  Corporation. 


^ 


^J 


1 


SMART 
CAR  CARE 


You  can  help  keep  your  car 
safe  and  on  the  road. 


Cars  are  complex,  and  it's  easy  to  feel  overwhelmed  when  you  look  under  the  hood.  But  there  are  plenty  of  bay, 
things  you  can  do  yourself  to  keep  your  car  safe,  economical  and  dependable.  From  checking  the  oil  to  keepir 
your  tires  inflated  to  the  proper  pressure,  preventive  maintenance  can  extend  the  life  of  your  car  and  help  so 
you  money.  Learn  how  to  keep  your  vehicle  safe  and  on  the  road  with  the 
new  "Smart  Car  Care"  booklet.  It's  fre:  'rom  Shell.  Pick  one  up  at  your 
nearest  Shell  station,  visit  countonshell.ccr  or  call  1-800-376-0200. 


Count  on  Shel 


S&P500 


IVLPHABETICAL      LIST      OF      COMPANIES 

The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among 
BusinessWeek '5  Performance  Rankings.  For  an  explanation  of  other  rankings,  see  page  87. 


RANK       COMPANY  &  SVHBOt  (INDUSTRY  GROUPI 


237  STANLEY  WORKS  SWK  (15) 
166  STAPLES  SPLS  (8) 

85  STARBUCKS  SBUX  (10) 
376  STARWOOD  HOTELS  &  RESORTS  HOT  (14) 
178  STATE  STREET  Sn  (3) 
334  STILWELL  FINANCIAL  SV  (17) 

37  STRYKERSYK(12) 
436  SUN  MICROSYSTEMS  SUNW  (18) 

76  SUNOCO  SUN  (11) 
189  SUNTRUST  BANKS  STI  (3) 
275  SUPERVALU  SVU  (10) 
462  SYMBOL  TECHNOLOGIES  SBL  (18) 
141  SYNOVUS  FINANCIAL  SNV  (3) 

22  SYSCO  SYY  (10) 


T 


61  TARGET  TGT  (8) 
171  TECO  ENERGY  TE  (24) 

313  TEKTRONIX  TEK  (9) 
479  TELLABS  TLAB  (22) 
327  TEMPLE-INLAND  TIN  (7) 

26  TENET  HEALTHCARE  THC  (12) 
457  TERADYNETERO) 
425  TEXAS  INSTRUMENTS  TXN  (9) 
373  TEXTRON  TXT  (5) 
420  THERMO  ELECTRON  TMO  (9) 
481  THOMAS  &  BETTS  TNB  (9) 
203  TIFFANY  TIF  (8) 

60  TJX  TJX  (8) 

296  TMP  WORLDWIDE  TMPW  (21) 
192  T0RCHMARKTMK(17) 

397  TOYS  'R'  US  TOY  (8) 

184  TRANSOCEANSEDCO  FOREX  RIG  (11) 

314  TRIBUNE  TRB  (20) 

297  TRICON  GLOBAL  RESTAURANTS  YUM  (14) 
299  TRW  TRW  (5) 

343  TUPPERWARETUPdS) 
68  TXU  TXU  (24) 
45  TYCO  INTERNATIONAL  TYC  (5) 


u 


156  U.S.  BANCORP  USB  (3) 
INC  UNILEVER  NV  UN  (10) 
138  UNION  PACIFIC  UNP  (23) 
183  UNION  PLANTERS  UPC  (3) 
463  UNISYS  UIS  (18) 
415  UNITED  STATES  STEEL  X  (16) 


MARKET  VALUE     SALES      PROFITS  ■     RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


74  UNITED  TECHNOLOGIES  UTX(l) 
11   UNITEDHEALTH  GROUP  UNH  (12) 

241   UNIVISION  COMMUNICATIONS  UVN  (20) 

150  UNOCAL  UCl  (11) 

227  UNUMPROVIDENT  UNM  (17) 

474  US  AIRWAYS  GROUP  U  (23) 

154  USA  EDUCATION  SLM  (17) 

129  USTUST(6) 


MARKET  VALUE     SALES     PROFITS 


376 

366 

314 

223 

156 

234 

230 

358 

278 

279 

316 

317 

127 

261 

124 

334 

429 

222 

174 

368 

233 
467 

83 

126 

423 

145 

195 

112 

197 

56 

403 

83 

370 

464 

433 

416 

238 

397 

214 

105 

78 

122 

55 

32 

55 

407 

365 

220 

457 

464 

358 
438 

379 

385 

437 

301 

348 

109 

139 

102 

311 

435 

442 

41 

203 

441 

292 

146 

309 
385 

395 

386 

493 

430 

430 
300 

351 

424 

196 

157 

146 
375 

417 

434 

341 

361 

204 

401 

154 

313 

228 

352 

232 

166 

276 

347 
164 
376 

239 

230 

301 

109 

492 

462 

380 

158 

52 

114 

35 

37 

16 

52 

108 

40 

65 

NR 

NR 

139 

148 

82 

299 

340 

179 

397 

252 

413 
444 

477 

245 

V 


401  VERITAS  SOFTWARE  VRTS  (18) 

263  VERIZON  COMMUNICATIONS  VZ  (22) 

379  VF  VFC  (6) 

268  VIACOM  VIA.B  (20) 

419  VISTE0NVC(2) 

490  VITESSE  SEMICONDUCTOR  VTSS  (9) 

200  VULCAN  MATERIALS  VMC  (13) 


w 


253  WACHOVIA  WB  (3) 

66  WALGREEN  WAG  (12) 

14  WAL-MART  STORES  WMT  (8) 

29  WASHINGTON  MUTUAL  WM  (17) 
360  WASTE  MANAGEMENT  WMI  (21) 
212  WATERS  WAT  (9) 
351   WATSON  PHARMACEUTICALS  WPI  (12) 

28  WELLPOINT  HEALTH  NETWORKS  WLP  (12) 

99  WELLS  FARGO  WFC  (3) 
186  WENDY'S  INTERNATIONAL  WEN  (14) 
249  WEYERHAEUSER  WY  (19) 
302  WHIRLPOOL  WHR  (6) 
188  WILLIAMS  WM6  (24) 
375  WINN-DIXIE  STORES  WIN  (10) 

NR  WORLDCOM  GROUP  WCOM  (22) 
396  WORTHINGTON  INDUSTRIES  WOR  (16) 
134  WRIGLEY(WM.)JR.WWY(10) 
136  WYETHWYE(12) 

50  XCEL  ENERGY  XEL  (24) 
413  XEROX  XRX  (18) 
443  XILINXXLNX(9) 
308  XL  CAPITAL  XL  (17) 
476  YAHOO  YHOO  (18) 
240  ZIMMER  HOLDINGS  ZMH  (12) 
204  ZIONS  BANCORPORATION  ZION  (3) 


62 

53 

37 

97 

73 

89 
383 
130 

240 
233 

477 
235 

288 

179 

136 

500 

201 

487 

145 

312 

199 

314 

420 

165 
470 

148 

431 

13 

11 

134 
329 
445 

358 
29 

268 
74 

470 

102 

426 

483 
347 

498 
345 

451 
254 

47 

79 

46 
88 
10 
27 

51 

62 

4 
79 

1 
103 

125 
381 

151 
480 

160 
303 

416 

456 

339 

263 

30 

400 

144 

57 

378 

189 

22 

283 

155 

121 

205 
390 

338 

162 

259 

155 

93 
361 

450 

140 

98 
489 
169 

86 
419 
375 

52 
388 
202 

28 

125 

34 

251 

119 

100 

285 

107 

455 

176 

457 

454 
468 

179 

315 

248 

488 

421 
318 
227 

287 
348 

455 
400 
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Today,  Business  is  Globa  . 

Is  Your  Law  Firm? 

To  realize  a  vision,  a  company  must  be  poised  to  tal<e  advantage 
of  opportunities  quickly  —  before  they  are  seized  by  others. 
Combining  an  understanding  of  our  clients'  needs  with  the 
broad  transactional  and  litigation  experience  of  a  1,000  lawyer 
international  law  firm,  Morrison  &  Foerster  lawyers  help  clients 
recognize  opportunities,  resolve  problems,  and  create  value  in 
today's  fast-changing  global  marketplace. 


MORRISON 


FOERSTER     LLP 

Lawyers  forthe  global  economy 


on  the  web  at  www.mofo.con 


•  The  BusinessWeek  i^ 


5) 

(INVESTING 


MA  RECOVERING 


ECONOMY, 


LOOK  FOR  GEMS 


AMONG  SMALLER 


COMPANIES  AND 


^  BATTERED 


SECTORS 


A  bear  market,  a  recession,  and  enough  accounting  scan- 
dals to  fill  a  couple  of  textbooks.  No  wonder  you're  market- 
shy.  But  with  the  stock  market  and  the  economy  perking  up, 
you  should  be  investing  for  growth.  We  can  help. 

In  the  following  pages,  you'll  find  smart  ways  to  identify 
and  invest  in  winning  stocks  from  all  strata  of  the  market. 
Begin  with  the  BusinessWeek  50,  which  you  have  already  ex- 
amined in  this  issue.  It's  a  rigorous  screening  of  the  compa- 
nies in  the  Standard  &  Poor's  500-stock  index  by  revenue  and 
earnings  growth,  profitability,  and  market  performance. 
There  are  worthy  companies  in  the  S&P  500  that  didn't 
nake  the  cut  simply  because  their  industries  were  hit  hard  by  the  downturn.  That's  why  we  cre- 
ited  a  Best  in  Class  list  of  intriguing  stocks  in  battered  sectors  such  as  telecom  and  media,  which 
;ould  prosper  in  the  upturn.  Opportunities  exist  in  smaller  companies,  too.  We  have  identified  the 
tars  of  the  S&P  MidCap  400  and  the  S&P  SmallCap  600. 

How  can  you  tell  whether  a  promising  stock  is  for  real — or  the  next  Enron?  Our  five  in- 
vesting guidelines  will  show  you  how  to  spot  early  signs  of  trouble.  Getting  carried  away  with 
celebrity  stocks  is  one  blunder  investors  made  during  the  bear  market. 

If  you're  not  into  stock-picking  and  would  prefer  a  packaged  approach,  consider  some  of 
he  new  exchange-traded  funds.  Or  assemble  a  portfolio  of 
nutual  funds,  customized  to  your  appetite  for  risk.  It's  all 
vaiting  for  you.  Just  turn  the  page. 


INVESTING  FOR 


GROWTH 


H 


FINDING 

STOCKS 

YOU  CAN 


as  selecting  stocks^  ever  been  trickier?  After  Enron,  in- 
vestors feel  they  can  no  longer  trust  CEOs  to  talk  straight, 
Wall  Street  analysts  to  provide  an  honest  reading  of  a 
company,  or  reported  earnings  to  reflect  reality.  Other 
worries:  shriveling  profits,  a  spike  in  corporate  bankrupt- 
cies, and  an  economy  struggling  to 
get  on  its  feet.  If  there's  a  silver  lin 
ing,  it's  this;  Investors  have  learned 
the  importance  of  bringing  a  healthy 
dose  of  skepticism  to  the  table. 

But  skepticism  only  goes  so  far. 
What  investors  require  more  than 


TRUST 


ever  are  guidelines  to  help  them  separate  worthy 
companies  from  the  pretenders.  That's  because 
only  the  strongest,  most  ethical  companies  will 
survive  today's  tough  times.  We  are  talking  about 
companies  with  soUd  business  models,  top-notch 
management,  and  abundant  po- 
tential. These  companies  are  in  a 
variety  of  industries,  including  fi- 
nancial services,  health  care,  and 
consumer  products.  Growi:h  com- 
panies come  in  aU  sizes,  from  household  names 
such  as  PepsiCo  to  up-and-comers  like  Activi- 
sion,  a  maker  of  hot  video  games  based  on  such 
extreme  sports  as  snowboarding. 

We've  outlined  five  key  criteria  for  you  to  take 
into  account  when  you're  trying  to  identify  com- 
panies with  outstanding  growth  prospects.  These 
measures,  which  include  revenues,  earnings,  and 
cash  flow",  aren't  fail-safe.  But  if  you  apply  them  in 
th<-  ngorous  manner  that  we  detail  in  this  article. 


SPECIAL  REPORT 


they  will  help  you  get  a  feel  for  whether  a  com-  f| 
pany's  strong  performance  is  for  real  or  merely' 
inflated  by  accoimting  gimmicks. 

You'll  also  want  to  do  a  little  sleuthing  oni 
your  owm.  By  visiting  corporate  Web  sites,  you  J 
can  gain  access  to  financial  state-- 
ments,   management   speeches,, 
and  replays  of  conference  calls  i 
between  company  executives  and  I 
Wall  Street  analysts. 
The  reports  of  these  analysts  can  also  be  a 
good  source  of  information.  Keep  in  mind,  how- 
ever, that  brokerage  firm  stock  analysts  tend  to : 
be  overly  optimistic,  especially  about  companies  i 
that  give  investment  banking  business  to  their  ^ 
firms.  Rely  on  your  gut,  too.  If  a  company's  num- 
bers seem  too  good  to  be  true,  they  probably  | 
are.  Lastly,  if  you  don't  understand  what  thej 
company  does,  or  its  financial  disclosures  fallj 
short,  simply  move  on. 


HOW  TO  TELL  WHETHER  A  COMPANY'S  STRONG  PERFORMANCE 
iS  FOR  REAL  OR  BOOSTED  BY  ACCOUNTING  GIMMICKS 
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^      REVENUE  GROWTH  in  a  low- 

I       inflation  world,  raising  prices  to 

I       plump  up  profits  isn't  an  option 

I       for  most  companies.  That's  why 

■       strong,  sustainable  sales  gi-owth  is 
so  important. 

Companies  that  flourish  in  a  challenging 
environment  deliver  great  products  and 
services.  Take  phannaceutical  giant  .Johnson 
&  Johnson,  which  has  enjoyed  69  consecu- 
tive years  of  sales  increases,  most  recently 
fueled  by  blockbusters  like  the  anti- 
psychotic drug,  Risperdal.  And  look  at  Wal- 
Mart  Stores,  the  nation's  largest  retailer. 
Wal-Mart  is  in  a  virtuous  circle.  Because  of 
its  size,  it  has  clout  with  manufacturers, 
allowing  it  to  buy  in  large  enough  quanti- 
ties to  offer  consumers  rock-bottom  prices. 
Its  low  prices  and  wide  variety  draw  cus- 
tomers, which  in  turn  drives  sales. 

What  kind  of  top-line  growi:h  should  you 
look  for?  A  defining  attribute  of  a  growth 
company  is  that  its  revenues  grow  at  a 
pace  greater  than  that  of  the  overall  econ- 
omy. Given  that  the  gross  domestic  product 
is  expected  to  increase  at  a  3%  average 
annual  pace  over  the  next  three  years,  sales  growth  above 
that  rate  is  attractive.  Charles  Carlson,  contributing  editor  of 
the  investment  newsletter  Dow  Theoi-y  Forecasts,  advises  in- 
vestors in  large  companies  to  seek  out  those  that  are  able  to 
expand  sales  at  a  6%  to  8%  pace  over  the  next  three  years. 
With  smaller  companies,  the  hurdle  should  be  higher — say, 
9%  to  12% — since  smaller  companies  typically  grow  faster 
than  larger  ones. 

Many  investors  also  prefer  to  examine  sales  instead  of 
earnings  because  they're  harder  to  manipulate.  Still,  even 
with  sales,  you  have  to  do  a  reality  check.  For  instance,  look 
to  see  if  sales  and  inventories  are  growing  at  similar  rates. 
(You  can  find  that  in  the  quarterly  financial  statements 
called  the  10-Q,  and  annual  financial  statements,  the  10-K, 
which  the  company  files  with  the  Securities  &  Exchange 
Commission.)  You  can  find  these  documents  on  the  SEC's 
EDGAR  Web  site,  www.edgar-online.com. 

What  if  you  see  that  inventories  jimiped  12%  last  year, 
while  sales  grew  at  9%?  It  could  be  sign  that  the  company 
misread  demand  for  its  products,  causing  goods  to  languish 
on  warehouse  shelves. 


How  much  debt  is  too  much? 
Here's  a  good  rule  of  thumb: 
When  you  add  together  the 
equity  and  debt  for  the  total 
capital,  the  debt  portion 
should  be  less  than  50%.  The 
following  are  the  debt-capital 
ratios  for  selected  BW  50 
companies. 

COMPANY  DEBT/CAPITAL  RATIO 


BEST  BUY 

9.0% 

HARLEY-DAVIDSON 

20.2 

JOHNSON  &  JOHNSON 
LOWES 

9.8 
35.9 

MARATHON  OIL 

41.0 

PEPSICO 

24.5 

PFIZER 

6.5 

SYSCO 
UNITEOHEALTH  GROUP 

30.9 
15.0 

WAL-MART  STORES 


34.0 


Data:  Standard  &  Poor's 


Of  course,  there  could 
be  a  more  benign  ex- 
planation. The  compa- 
ny may  be  building  in- 
ventories it  needs  to 
launch  a  new  product. 
The  annual  report's 
"Management  Discus- 
sion and  Analysis"  sec- 
tion should  tell  you  if 
that's  the  case. 

Another  caveat:  Be 
wary  of  companies 
whose  revenues  are 
growing  primarily 
through  acquisitions. 
It's  rare  for  corporate 


CHECKS 


IF.. 


THEN... 


Sales  growth  lags  behind 
inventory  growth 

The  rate  of  earnings 
expansion  outpaces 
sales  growth 


The  company  liberally  hands     Earnings  could  be  inflated  since  companies 
out  employee  stock  options       need  not  count  options  grants  as  an  expense 


Profits  are  growing  at  a 
faster  rate  than  cash  flow 


marriages  to  reward  investors  over  the 
long  haul.  Among  the  largest  global  merg- 
ers between  1997  and  1999,  only  30%  in- 
creased shareholder  value,  according  to  a 
study  by  accounting  firm  kpmg.  Also,  it's 
easy  for  acquirers  to  manipulate  compli- 
cated financial  statements  to  camouflage 
blunders.  Tyco  International  became  a  Wall 
Street  darling  in  the  1990s  as  its  revenues 
soared  through  aggressive  acquisitions. 
Now",  investors  are  w^ary  of  serial  acqiiirers' 
financials,  so  Tyco  is  doing  a  180-degree 
turn  and  plans  to  split  into  four  pieces. 

EARNINGS  GROWTH  Today, 

the  quaUty  of  earnings  is  a  para- 
inount  consideration.  After  the 
dot-com  bust,  investors  were  al- 
ready getting  suspicious  of  pro- 
forma  earnings  statements  that  companies 
w^ere  foisting  on  them,  hoping  to  spin  their 
numbers  in  the  best  possible  light.  Now, 
even  companies  that  follow  traditional  gen- 
erally accepted  accoxmting  principles  (GAAP) 
are  finding  that's  no  longer  enough.  Blue 
chips  such  as  IBM  and  General  Electric  are  • 
releasing  more  financial  data  than  ever,  in  part,  to  allay  in- 
vestor skepticism  about  how  the  numbers  are  put  together. 
How  can  you  tell  if  a  company  is  puffing  up  profits?  Sales 
drive  earnings,  so  both  should  rise  at  around  the  same  pace< 
each  year.  Thus,  if  you  notice  that  a  company's  sales  rose 
10%  last  year  but  earnings  jumped  20%,  other  factors  are  at 
work.  Lehman  Brothers  accounting  analyst  Robert  Willens 
says  the  discrepancy  could  be  a  sign  that  the  company  has 
overdone  cost-cutting  or  sold  off  assets  such  as  business 
units  or  patents.  Both  moves  would  give  a  short-term  boost 
to  profits  but  crimp  sales  and  earnings  over  time.  Of  course, 
there  could  also  be  a  positive  reason  for  profit  growth  to  out- 
pace sales.  The  company  might  have  raised  the  prices  of  its 
goods  or  services  or  boosted  productivity,  resulting  in  fatter 
profit  margins. 

If  a  company  liberally  hands  out  stock  options  to  its  em- 
ployees, its  earnings  probably  look  better  than  they  really 
are.  Current  accounting  rules  don't  require  companies  to  list 
stock  options  grants  as  an  expense  when  they  calculate 
their  earnings.  However,  the  sec  does  require  companies  to 

estimate  the  impact  of 
these  options  on  the 
bottom  line.  You'll  find 
the  stock  options  infor- 
mation in  a  footnote  in 
the  annual  report, 
which  most  companies 
issue  in  the  spring. 
David  Zion,  an  ac- 
counting analyst  ati 
Bear  Stearns,  esti- 
mates that  the  earn- 
ings for  the  companies 
in  the  Standard  & 
Poor's  500-stock  index 
would  have  been  an 
average  of  9%  lower 
in   2000   if  employee  t% 


The  company  might  have  misread  demand 
and  goods  are  languishing  in  the  warehouse 

The  company  might  have  gone  too  far  with 
cost-cutting  or  sold  assets  to  give  profits  a 
short-term  boost 


Cash  collections  may  have  stalled, 
increasing  the  risk  that  future  earnings 
could  be  dragged  down  by  bad  debt 
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Chapter  6  Managing 


Taxes 


How  a  couple 
of  investors 

avoided  being 
bitten  by  taxes 

by  choosing  a  fund  that 
knew  how  to  hold  still. 
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When  comparing  mutual  fund  tax  advantages,  how  a  fund  is 
managed  can  make  a  big  difference.  What  should  you  watch  for? 
A  high  turnover  rate. 

Aggressively  managed  funds  that  are  constantly  adjusting 
their  positions  turn  over  a  lot.  And  all  that  turnover  can  mean 
higher  taxes. 

Tax-managed  funds,  on  the  other  hand,  stay  the  course  to 
keep  turnover  low.  Which  can  make  for  less  churning  in  your 
stomach  around  tax  time. 

If  smaller  bites  sound  better,  call  us  at  1-800-962-5078,  or 
visit  us  at  vanguard.com." 
We  can  help. 

if 


^rm. 
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1-800-962-5078 
www.vanguard.com 


TH^femsuardGRoup. 

Invest  in  our  way  of  investing 


III 
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stock  options  had  been  expensed. 

3  CASH  FLOW  Some 
investors  believe  cash 
flow  is  a  better  gauge 
than  earnings  and  sales 
of  how  well  a  company 
is  performing  because  it  is  less 
open  to  accounting  distortions  dic- 
tated by  GAAP.  Cash  flow  is  what 
a  company  earns  before  accoun- 
tants subtract  the  intangible  costs 
of  depreciation  and  amortization. 
If  you  owned  the  neighborhood 
candy  store,  all  you  would  care 
about  at  the  end  of  the  day  was 
how  many  dollars  were  in  the 
cash  register,  less  what  you  owed 
for  expenses.  That's  cash  flow. 

Net  income  and  cash  flow 
should  rise  by  roughly  the  same 
percentage  each  year.  To  compare  the  two,  check  the  com- 
pany's latest  lOQ  or  lOK  filings.  You'll  find  net  income  at  the 
bottom  of  the  income  statement.  Cash  flow  is  on  a  line 
called  "cash  from  operating  activities." 

If  earnings  are  grovdng  much  faster  than  cash  flow,  it 
could  be  a  red  flag.  That's  because  companies  record  the  rev- 
enue when  they  ship  the  goods — but  before  customers  pay. 
The  cash  flow  statement  reflects  how  much  money  is  col- 
lected. So  if  earnings  soar  but  collections  stall,  it  could  be  a 
sign  that  future  earnings  are  at  risk  of  being  dragged  down 
by  bad  debt. 

Conversely,  if  cash  flow  is  suddenly  growing  much  faster 
than  earnings,  the  company  may  be  deferring  spending  on 
plant  and  equipment  to  cut  costs,  says  Lehman  Brothers' 
Willens.  That  move  could  eventually  lower  productivity. 

4  DEBT  Corporate  credit  quality  is  a  big  concern 
these  days.  Of  the  15  largest  business  bankinpt- 
cies  since  1980,  seven  were  in  the  past  year,  in- 
cluding Global  Crossing,  and  Enron — the  biggest 
Chapter  11  filing  in  history.  Bankruptcies  among 
public  companies  hit  a  record  257  in  2001,  up  from  176  a  year 
earlier,  according  to  BankruptcyData.Com.  All  of  them  arise 
from  a  company's  inability  to  meet  its  debt  obhgations. 

There's  nothing  wrong  with  borromng — it's  when  the 
borrowing  becomes  excessive  that  problems  arise.  Tapping 
outside  financing  to  fund  growth  is  crucial  for  expansion,  es- 
pecially in  a  company's  early  stages.  The  trouble  is  that 
corporations  went  on  a  borrovmig  binge  during  the  1990s. 
Not  all  of  it  was  done  to  build  the  business.  Much  borrowing 
was  done  to  finance  corporate  share  repvirchases.  Buybacks 
help  reduce  outstanding  shares,  lift  eamings-per-share  fig- 
ures, impress  Wall  Street — and  boost  share  prices. 

How  much  debt  is  too  much?  First,  look  at  capital,  which 
is  long-term  debt  plus  shareholder  equity.  As  a  rule  of 
thumb,  the  debt  should  be  less  than  50%  (table).  But  it's  best 
to  compare  companies  in  the  same  industry.  In  cycHcal  in- 
dustries like  paper  and  chemicals,  where  revenues  can  swing 
wildly,  the  less  debt  the  better  Industries  with  stable  rev- 
enues, Uke  old-fashioned  utiMties,  or  those  that  generate  lots 
of  cash,  like  supermarkets,  can  service  more  debt.  Lehman 
Brothers'  Willens  likes  to  see  companies  with  total  debt 
burdens  that  are  less  than  40%  of  the  market  capitaUzation. 


PRICE  AND  EARNINGS 

How  can  you  tell  if  a  growth  stock  is  reasonably 
priced?  Its  price-to-earnings  ratio  should  be  less 
than,  equal  to.  or  slightly  above  its  estimated, 
five-year  annualized  profit  growth  rate. 

PRICE-         FIVE-YR. 
EARNIN6S     EARNINGS 
COMPANY                                SYMBOL         RATIO*          BROWTHRATE 

CAPITAL  ONE  FINANCIAL        COF 

18 

22% 

CITIGROUP                         C 

15 

14 
12 

DUKE  ENERGY                     DUK 
DYNEGY                             DYN 

14 

14 

16 

ELECTRONIC  DATA  SYSTEMS  EDS 

19 

15 

FANNIE  MAE                        FNM 

13 

14 

MBNA                                KRB 

17 

20 

UNITEDHEALTH  GROUP         UNH 

21 

18 

*AII  price-earnings  ratios  are  based  on  prices  and  estimates  of  fiscal  2002 
earnings  as  of  Mar  20,  and  earnings  growth  rates  are  based  on  estimates 
Data;  Bloomberg  Financial  Markets,  l/B/E/S 

To  figure  a  company's  market  cap, 
multiply  shares  outstanding  by 
the  ciirrent  share  price. 

Another  way  to  determine  if  a 
company  can  cover  interest  pay- 
ments on  its  debt  is  to  calculate 
"interest  coverage."  This  is  a  ratio 
of  earnings  before  interest,  taxes, 
depreciation,  and  amortization 
(EBITDA)  divided  by  the  company's 
annual  interest  payments.  "A  com- 
pany should  have  five  times  or 
more  interest  coverage  for  a  level 
of  comfort,"  says  Kenneth  A.  Shea, 
director  of  equity  research  at  Stan- 
dard &  Poor's.  He  notes  that  Gen- 
eral MiUs  has  a  stiff  debt-to-capital 
ratio  of  82%,  thanks  to  its  acquisi- 
tion of  PiUsbury  last  year.  But  be-  i 
cause  the  cereal  maker  generates 
lots  of  cash,  it  can  more  than  meet 
its  debt  obhgations;  its  interest  coverage  is  7. 

VALUATION  Once  you've  found  a  great  company, 
ask  yourself:  Is  its  stock  fairly  priced?  If  the  share 
price  is  relatively  rich,  your  investment  return  may 
be  limited.  To  find  reasonably  priced  growi:h  stocks, 
use  a  common  valuation  tool  called  the  price-to- 
earnings  ratio.  A  stock's  p-e  ratio  is  its  share  price  divided  by 
earnings  per  share.  Most  often,  the  earnings  number  used  in 
the  equation  is  a  consensus  forecast  for  a  company's  operating 
earnings  over  its  current  or  coming  fiscal  year. 

Many  stock-pickers  look  at  a  stock's  p-e  relative  to  its  in- 
dustry peers,  its  own  historical  ratio,  and  the  expected  rate 
of  its  earnings  growth  over  the  next  five  years.  During 
much  of  the  1990s,  growth-stock  afficionados  sought  stocks 
\Adth  a  p-e  less  than  or  equal  to  its  expected  annualized 
five-year  growth  rate.  So  a  35  p-e  looked  cheap  if  the  com- 
pany was  expected  to  grow  40%  (table). 

In  today's  tough  business  environment,  "you  need  to  pay 
a  higher  premium  for  sustainable  growth,"  says  Larry 
Puglia,  portfoHo  manager  of  the  T.  Rowe  Price  Blue  Chip 
Growth  Fimd.  As  a  result,  Pugha  beheves  it's  reasonable  to 
pay  a  premium  for  the  best  growth  stocks — as  long  as  it  isn't 
too  steep.  One  top-notch  growth  stock  that  Pugha  likes  is 
Pfizer,  whose  p-e  ratio  was  recently  at  22,  vs.  its  estimated 
15%  annual  average  five-year  growth  rate. 

The  problem  with  a  p-e  valuation  analysis  is  the  "e." 
Even  when  a  company  is  completely  forthright,  it's  tough  to 
get  estimates  right.  Another  dilemma:  Wall  Street  analysts 
have  a  lot  of  leeway  in  calculating  operating  earnings.  Op- 
erating earnings  generally  exclude  one-time  charges  for 
events  such  as  layoffs  and  inventory  reductions,  which 
makes  results  look  better.  Some  growth  managers  think  a 
better  valuation  tool  is  the  price-to-sales  ratio,  which  is  the 
stock's  price  divided  by  revenues  per  share.  That's  because 
sales  are  less  susceptible  to  manipulation  than  earnings. 

During  the  1990s,  it  seemed  that  you  could  find  a  winning 
stock  by  throwing  a  dart  at  the  New  York  Stock  Exchange 
and  Nasdaq  hstings.  But  investing  was  never  that  easy,  a  les- 
son driven  home  by  the  bear  market  of  the  past  two  years. 
To  succeed,  you  must  map  out  a  sound  plan,  based  on  re- 
search and  common  sense,  and  stick  to  it. 

By  Susan  Scherreik 
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See  Wh  ere  I'm  com  ing  fro  m.  n  takes  vision  to  know  what  your  customer, 
want.  Now  Accenture  has  teamed  with  Avaya  to  provide  leading-edge  CRM  solutions  that  do  more  than 
just  connect  customers,  but  help  anticipate  their  needs.  Whether  it's  phone,  email  or  web,  Avaya's  intel- 
ligent voice  and  data  technology  and  Accenture's  visionary  CRM  expertise  help  you  make  the  most  of 
your  investment.  Let  Avaya  power  your  business  to  make  every  contact  count.  Visit  avaya.com/learnmore. 
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Execution  is  everything. 


At  Conoco,  we  know  how  to  come  up  with  the  big  ideas.  But  more  importantly,  we 
turn  those  ideas  into  reality  with  quick,  innovative  thinking.  For  instance,  our 
proprietary  gas-to-liquids  technology  allows  us  to  tap  into  previously  stranded 
natural  gas  and  process  it  in  a  way  that's  both  cost-effective  and  environmentally 
friendly  And  Cc^oco's  breakthrough  in  carbon  fiber  technology  may  soon  enable 
engineers  to  turn  innovative  ideas  into  reality.  Ideas  that  without  Conoco  might 
never  see  the  light  of  day.  Proof  that  execution  truly  is  everything.  To  learn  more, 
log  on  to  conoco.com 


Think  big.  M( 


I  Conoco  Inc.,  2002.  All  rights  reserved. 
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SPECIAL  REPORT 


ou  can't  control  the 
stock    market,    but 
you  can  link  up  with 
those  who  know  how  to 
lake  your  money  grow. 
^eVe  chosen  six  who  have 
stood  out  in  bull  and  bear 
larkets.  Some  are  value 
Investors  who  look  for  bar- 
gains among  the  wrecks; 
)thers     want     companies 
^hose  earnings  are  gaining 
^team.  Another  is  an  in- 
vestment  strategist   who 
loes   not  manage   money 
)ut  counsels  those  who  do. 
*ast       performance,       of 
pourse,  is  not  indicative  of 
Future    gains.    But    these 
folks    should    keep    your 
)ortfolio  chugging  along. 

By  John  Waggoner,  USA  Today 


OF  GROWTH 


STEVE    GALBRAITH 


DEERE 
HEART 


CHIEF  MARKET  STRATEGIST, 
MORGAN  STANLEY  DEAN  WIHER 

Galbraith,  who  recently  took  over  for  the 
well-known  Byron  Wien,  made  his  career 
by  being  a  worrier — and  he  hasn't  stopped. 
"The  recession  is  over,  but  the  bull  market  is  on 
shaky  footing,"  he  says.  Prices  have  already  risen 
in  expectation  of  profit  recovery,  which,  he  be- 
lieves, wall  be  only  in  the  high  single  digits.  To  do 
better,  Galbraith  suggests  investors  look  to  old 
Rust  Belt  companies — "the  real  ugly  stuff."  One 
example:  Deere,  the  tractor  maker. 

Indeed,  Galbraith  says  many  of  these  unhip 


sectors  have  two  things  going  for  them:  time  and 
price.  First,  it  has  taken  Wall  Street  time  to  re- 
alize that  boring  industries  such  as  containers 
and  packaging,  unlike  many  Internet  sites,  are 
good  businesses.  Their  prices,  he  says,  are  at- 
tractive because  they  have  been  ignored  so  long. 

Other  Galbraith  observations: 

•Forget  bonds.  They  thrive  in  a  weakening 
economy,  and  the  economy  is  gaining  strength. 

•Go  global.  Foreign  stocks  are  cheaper  than 
U.  S.  issues.  "The  U.  S.  is  one  of  the  most  expen- 
sive markets  in  the  world,"  Galbraith  says,  yet  the 
average  U.S.  investor  has  given  up  on  interna- 
tional investing. 
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HOW  FAST 
IS  FAST? 


*AII  fund  returns  in  this  section 

are  as  of  Mar.  14. 2002. 

Data:  Upper  Inc 


CLAIRE        YOUN 


JANUS  OLYMPUS  FUND 

AVERAGE  ANNUAL  TOTAL  RETURN: 
1  YEAR,  -12.2%;  5  YEARS,  16.5%* 

Claire  Young  wants  to  invest  in  fast-growing 
companies,  and  fast  is  a  relative  term.  Back 
in  1999,  when  she  doubled  her  investors' 
money,  Young  wouldn't  even  consider  betting  on  a 
company  with  less  than  25%  annual  revenue 
growth.  Today,  she'll  settle  for  10%. 

That's  leading  Young  to  more  prosaic  indus- 
tries— such  as  financial  ser\iees.  Most  analysts 
figure  that  bad  loans  wlU  increase  as  debt-rid- 
den consumers  succumb  to  bankruptcy.  But  high- 


er default  rates  are  built  into  stock  prices  nowj 
Young  explains.  "People  get  overly  optimistiij 
when  the  economy  is  doing  well,  and  they  gej 
overly  pessimistic  w^hen  the  economy  is  slow,[ 
she  says.  Young  thinks  Wall  Street  has  beaten  uf 
the  large  drug  companies  too  much  on  concemjj 
over  their  pipelines  of  new  drugs. 

And  what  about  tech?  Young  doesn't  see  muc 
new  in  computers,  and  she  notes  that  there's 
glut  of  bandwidth  available  now.  "I'm  waiting  ttl 
see  new"  products  out  there  that  will  spark  an  I 
other  upgrade  cycle,"  she  says.  Until  then,  a  comj 
pany  growing  at  10%  a  year  looks  like  an  attracj 
tive  proposition. 
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ARIO       GABELLI 


MEDIA 
MAVEN 


3ABELLI  VALUE  FUND 

WERAGE  ANNUAL  TOTAL  RETURN:  1  YEAR,  5.1%; 
YEARS,  17.7%;  10  YEARS,  16.3%* 

ario  Gabelli,  who  has  been  on  Wall  Street  for  35 
years,  remembers  when  bear  markets  drove  stocks 
down  to  ridiculous  levels.  That's  why  he  can't  get  too 
xcited  about  what's  available  in  the  market  now.  "The  real 
argains  were  in  1975,  1976 — when  no  one  wanted  to  own 
tocks,"  he  says.  Now,  with  the  Standard  &  Poor's  500- 
tock  index  up  about  19%  from  its  September  lows,  most 
tocks  aren't  cheap  by  historical  standards. 

Like  most  other  value  investors,  Gabelli  doesn't  buy 

tocks  just  because  they're  at  a  low  price  relative  to  eam- 

gs.  Cheap  stocks  can  stay  cheap  for  a  long  time,  so  he  also 

ants  to  see  a  catalyst  that  will  pull  undervalued  stocks  out 

f  the  doldrums. 

Right  now,  he's  betting  on  a  wave  of  mergers  in  the  me- 
ia  business.  A  new  Federal  Communications  Commission 
olicy  is  the  catalyst  that  will  allow  cable  companies  to  own 
elevision  stations  in  the  same  market.  So  he  figures  cable 


companies  will  start  buying  media  companies,  which  will 
rebound  when  the  economy  and  advertising  picks  up. 

And,  he  says,  mergers  should  sweep  the  beleaguered 
telecom  industry  as  well.  "We're  going  to  see  the  Verizons 
and  SBC  Communications  step  up  and  buy  wireless  or  long- 
distance companies,"  Gabelli  says.  One  Ukely  target:  Sprint. 
Reason  for  mergers?  "Capacity  has  to  be  removed,  or 
brought  to  someone  who  will  reenergize  it." 


A      M 


STEWART 


SMALL-CAP 
BELIEVER 

WASATCH  CORE  GROWTH  FUND 

AVERAGE  ANNUAL  TOTAL  RETURN: 
1  YEAR,  39.2%;  5  YEARS,  24.0%; 
10  YEARS,   18.8%* 

Growth  investing  is  a  lonely  busi- 
ness these  days.  Sam  Stewart 
knows  why — and  it's  not  just  be- 
cause precious  few  companies  are  post- 
ing double-digit  earnings  gains.  Many 
growth  investors  forgot  two  things  dur- 
ing the  great  bull  market  of  the  1990s: 
business  analysis  and  valuation.  "You 
have  to  drill  down  to  a  company's  basic 
business  model  and  ask:  'How  good  is 
it?'"  Stewart  says.  "And  even  if  you 
have  a  good  business  model,  you  still 
have  to  pay  some  attention  to  price." 

Stewart  thinks  that  earnings  growth 
drives  stock  prices  and  that  small-com- 
pany stocks  offer  the  greatest  oppor- 


tunities to  achieve  that  growth.  He's 
mindful  about  what  he  pays,  too.  He 
wants  a  company  whose  price-earnings 
ratio  is  less  or  equal  to  the  company's 
expected  five-year  growth  rate. 

Stewart  doesn't  expect  to  see  tor- 
rents of  cash  coming  into  small-cap 
stocks.  Big  institutional  investors  don't 
put  a  lot  of  money  into  them,  even 
when  they're  hot.  'Traditionally,  it's  an 
area  fueled  by  individual  investors — 
and  Stewart  thinks  they're  largely  on 
the  sidelines. 

Stewart  is  sticking  with  companies 
with  records  of  steady  earnings  growth. 
Rent-A-Center,  which  rents  out  furni- 
ture and  gives  customers  the  option  to 
buy,  is  one  of  his  favorites.  Another  is 
AmeriCredit,  a  subprime  lender  that 
has  attracted  a  lot  of  short-sellers.  "I'm 
0.  K.  with  that,"  Stewart  says,  in  part 
because  those  speculators  will  eventu- 
ally have  to  buy  stock  to  cover  their 
positions.  And  that  will  boost  the 
stock's  price. 
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ERIC       McKISSACK 


UNLIKELY   . 
VALLJES 

ARIEL  APPRECIATION  FUND 

AVERAGE  ANNUAL  TOTAL  RETURN:   1  YEAR,  23.2%; 
5  YEARS,  17.9%;  10  YEARS,  14.9%* 

Eric  McKissack  wants  to  buy  cheap  stocks,  but  cer-| 
tainly  not  junk.  He  likes  companies  with  strong  bal- 
ance sheets  in  reliable  businesses.  That's  why  he  hs 
been  looking  at  advertising  companies,  typically  early  bene- 
ficiaries of  an  economic  upturn.  One  example:  Interpublic,  the 
world's  largest  advertising  conglomerate.  Media  companies 
also  get  a  boost  when  ad  spending  rises,  which  is  why 
McKissack  favors  newspaper  publisher  McClatchy.  "There's 
lots  of  room  for  additional  media  consohdation,"  he  says. 

He  is  also  a  fan  of  Black  &  Decker,  the  power-tool  mani 
ufacturer.  The  company  is  a  successful  marketer  to  the  big| 
home  improvement  stores,  and  it's  expanding  its  oversea 
sales  as  well. 

It  helps  if  the  company  is  out  of  favor.  McKissack  is  inter^ 
ested  in  Cendant,  still  unloved  because  of  earnings  probler 
because  of  a  bad  acquisition.  Says  McKissack:  "The  company 
is  quite  clear  about  what  got  them  in  trouble."  It  has  recov-  ;p. 

ered  from  its  case  of  what's  now  called  Enronitis. 

r- 

—    JcSii 


WALLACE 


W    E     I    T    Z^ 


KEEPING  IT 
SIMPLE 

WEITZ  VALUE  FUND 

AVERAGE  ANNUAL  TOTAL  RETURN: 
1  YEAR,  1.6%;  5  YEARS,  19.6%; 
10  YEARS,   17.9%* 

Don't  come  to  Wally  Weitz  with 
the  latest  hot  tech  stock.  If  he 
doesn't  understand  the  product, 
he  doesn't  buy  the  stock — which  elimi- 
nates most  tech  companies.  His  other 
criteria:  The  company  must  have  a 
market  niche  strong  enough  to  let  it 
set  prices  for  its  products;  it  must  gen- 
erate more  cash  than  it  needs  to  oper- 
ate; and,  perhaps  most  important,  it 
must  have  honest  management. 

One  of  Weitz'  favorite  holdings  is 
Berkshire  Hathaway,  run  by  fellow 
Omaha  native  and  bargain-hunter  War- 
ren Buffett.  But  looking  for  value  isn't 


leA 


re- 

a  mechanical  process,  Weitz  says.  You 
can't  just  pick  stocks  with  a  low  price 
earnings  ratio  or  choose  from  amongliinr 
the  ones  making  new  52-week  lows; 
"It's  about  using  common  sense  and 
trying  to  imderstand  what  a  business  is  iovi 
worth  to  a  businessperson,"  he  says 

Right  now,  he's  finding  value  in  th€' 
cable-TV  industry.  Coaxial  cable  intc||g| 
the  home  provides  a  huge  pipeline  for 
television,  the  Net,  and  advertising^^^ 
One  favorite:  Qwest  Communications. 
There  have  been  investor  worries  over 
the  Denver  telecom  giant's  accounting, 
but  Weitz  says  that's  all  in  the  price:  "J 
still  feel  just  fine  about  Qwest." 

Weitz  made  big  bets  on  out-of-favo] 
sectors  in  the  past:  financials  in  199f 
and  cable  stocks  in  '96.  Yet  both  choic- 
es, contrarian  at  the  time,  have  workec 
out  well  for  shareholders.  Says  Weitz 
"You  have  to  have  the  willingness  tc 
look  stupid  for  a  while."  That  mighl 
be  a  small  price  for  a  big  payoff. 


* 
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TEST  YOUR  MARKET  IQ 


410W  MANY  COMPANIES  ARE  THERE 
INTHES&PMIDCAP400? 


;i 


If  you  guessed  four  hundred, 
you're  savvy  enough  to  think  about 
investing  in  MidCap  Spiders. 


I  you're  pondering  the  different  ways  of  investing  in  midcap 
companies,  put  your  brain  at  ease.  MidCap  Spiders  are  the 
best  parts  of  a  stock  and  a  mutual  fund  in  one.  Each  share  you 
J  )uy  is  a  portion  of  the  whole  basket  of  S&P  MidCap  400™ 
;tocks,  just  like  a  traditional  index  fund.  And  with  Spiders, 
ie  nnanagement  fees  are  very  low.  You  buy  and  sell  MidCap 
Jpiders  the  same  way  you  buy  stocks,  paying  your  usual 
ommission.  And  Spiders  trade  all  day,  allowing  you  to  sell 
inytime  without  a  penalty.  MidCap  Spiders  (MDY)  are  one 
f  over  100  different  Exchange  Traded  Funds  listed  on 
ie  American  Stock  Exchange.  So  you  can  be  smart  in  lots  of 
lifferent  ways.  Talk  to  your  broker  or  financial  advisor.  Or  to  get 
lore  details  call  l-800-THE  AMEX  or  visit  www.amex.com/MDY 
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BS  and  expenses  wilt  reduce  the  performance  of  the  l^idCap  SPOR  Trust  as  compared  to  the  S&P  MidCap  400  Index.  For  more  complete  information  and  a 
Bspectus,  including  potential  risks,  on  MidCap  SPDRs,  call  1-800-THE  AMEX  or  visit  www.amex.com/MDY.  Read  the  prospectus  carefully  before  you  invest. 

iCap  SPDRs  are  subject  to  risks  similar  to  those  of  stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility,  so  that  an 
istor's  shares,  when  redeemed  or  sold,  may  be  worth  more  or  less  than  their  original  cost.  Past  performance  is  no  guarantee  of  future  results. 

Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust.  "Standard  &  Poors,^ "  "S&R  '  S&P 

jlCap  4007'"  "Standard  &  Poor's  Depositary  Receipts'"  and  "MidCap  SPDRs'^'"  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  and  have  been  licensed 

'use  by  PDR  Services  LLC  and  American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  S&P  a  division  of  The 

IcGraw-Hili  Companies,  Inc.,  and  S&P  makes  no  representation  regarding  the  advisability  of  Investing  in  MidCap  SPDRs.  ©2002  American  Stock  Exchange  LLC 


POWER  PORTFOLIO 


[ANOTHER  REASON   PSEG   HAS   WALL   STREET'S   ATTENTION] 


In  today's  economy,  the  savvy  investor  knows  a  well-designed  portfolio 


can  help  mitigate  downdrafts  in  the  market.  PSEG's  philosophy  is  no 


different.  By  continuously  expanding  our  foundation  of  strategically 


related  businesses,  including  both  domestic  and  international  power 


generation  and  delivery,  PSEG  can  not  only  weather  marketplace  storms, 


but  thrive.  It's  exactly  this  diversity  that  can  provide  solid  long-term 


profitability  through  turbulent  economic  times.  Now  that's  the  kind  of 


power  that  energizes  any  investor. 


PSEG 

We  make  things  loork  for  you. 


vtfww.pseg  com 


INVESTING  FOR 


GROWTH 


MID-CAP 

STARS 


VIDEOGAMES,  CAR 
AUCTIONS,  BIOTECH, 
AND  HOUSING  ARE 
SOME  STALWARTS 
IN  THIS  GROUP 


00  big  to  be  undiscovered  gems  but  too  small 
to  command  the  respect  of  large-cap  stocks,  mid- 
caps  as  a  category  are  often  overlooked.  That's 
too  bad,  because  there  are  some  great  invest- 
ment opportunities  in  this  pack.  Granted,  last 


year  wasn't  exactly  a  smash:  The  Stan- 
dard &  Poor's  MidCap  400  index  fell 
5.2%  during  the  year  ended  Feb.  15. 
But  that  performance  bested  the  s&P 
500-stock  index,  which  lost  16.8%  in 
the  same  period.  Moreover,  since  its 
launch  in  1990,  the  MidCap  400  has 
been  a  solid  \vinner — up  280%  vs.  the 
S&P  500's  243%. 

To  help  investors,  BusinessWeek  and 
USA  Today  teamed  up  to  examine  the 
performance  of  the  MidCap  400.  We 
measured  and  ranked  the  one-  and 
three-year  total  returns  for  the  stocks  in 


the  index,  then  added  the  two  rankings 
to  come  up  with  the  best  performers 
(table,  page  144).  The  hst  covers  the 
far-flung  corners  of  industry,  from 
biotechnology  and  video-game  software 
to  the  gritty  but  apparently  lucrative 
business  of  running  junked-car  auctions. 
Some  themes  emerge  from  the  list. 
ResOient  consumers  and  low  interest 
rates,  for  example,  were 
a  boon  to  homebuilders 
and  financial  firms. 
Builders  such  as  D.  R. 
Horton  and  Lennar  ben- 
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efited  as  Americans,  perhaps  fed  up 
with  stocks,  turned  instead  to  some- 
thing they  understand:  investing  in  real 
estate.  Brisk  house  sales  and  refinanc- 
ings, prompted  by  low  interest  rates, 
meant  good  business  for  mortgage 
lenders  such  as  New  York  Community 
Bancorp,  TCF  Financial,  and  Indepen- 
dence Community  Bank. 

Based  in  Arlington,  Tex.,  D.  R.  Hor- 
ton— which  builds  both  starter  homes 
and  those  for  families  looking  to  up- 
grade— has  scorched  the  charts,  with 
a  total  return  of  67.6%  for  the  12 
months  ended  Feb.  15.  Americans' 
seemingly  insatiable  demand  for  hous- 
ing, even  amid  recession,  pushed  rev- 
enue up  21.9%,  to  $4.5 
billion,  and  net  income 
34.1%,  to  $257  milHon, 
in  the  last  fiscal  year. 
While   Horton  already 
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INVESTING  FOR 


GROWTH 


builds  in  20  states,  it 
plans  to  expand  \\ith 
its  purchase  this 
year  of  Schuler 
Homes,  a  top  West 
Coast  builder 

Choosing  winning 
mid-cap  stocks  in 
2001  was  more  a 
matter  of  finding  top 
companies  than  iden- 
tifying breakthrough 
industries.  Take  Gi- 
lead  Sciences  in  Fos- 
ter City,  Calif.  Al- 
though biotech  stocks  were  flat  in  2001, 
Gilead's  stock  returned  97.3%,  in  part 
because  the  company  began  selling 
Viread,  an  mx  treatment.  Unlike  many 
other  biotech  businesses  still  struggling 
to  develop  salable  products,  Gilead  has 
five  on  the  market.  Thus  the  company's 
revenues  grew  19.5%,  to  $233.8  million, 
last  year. 

In  a  slow  economy,  drug  stocks  do 
well  because  people  must  buy  medi- 
cine. They  don't  have  to  spend  on 
amusements — but  they  will,  given  the 
right  products.  That's  why  Activision, 
which  saw  its  shares  returned  74.6% 
in  the  year  ended  Feb.  15,  is  so  hot. 
The  software  company  makes  video 
games  for  consoles  such  as  Sony's 
PlayStation  2  and  Microsoft's  Xbox. 
This  is  one  industry'  that  has  cniised 
through  the  recession:  Video  game 
hardware,  software,  and  gear  sales 
jmnped  42.4%,  to  a  record  $9.4  biUion 
last  year,  says  npd  Group. 

But  Activision,  based  in  Santa  Monica, 
Cahf.,  has  outperformed  even  its  peers 
by  keying  video  games  to  extreme 
sports  such  as  skateboaixling  and  snow- 
boarding.  Tony  Hawk's  Pro  Skater,  for 
example,  is  a  game  that  featui'es  the 
Michael  Jordan  of  skateboaixiing.  Strong 
sales  of  Tony  Hawk's  Pro  Skater  3  for 
the  PlayStation  2  helped  Activision  re- 
port 26%  higher  revenue — $621.5  mil- 
lion— during  the  fii-st  nine  months  of  the 
fiscal  year  ended  in  March.  2002,  and  a 
111^%  increase  in  net  income,  to  $41.4 
million.  This  year,  Activision  will  also 
release  games  tied  to  upcoming  movies 
such  as  Spider-Man,  X-Men  2,  and 
Blade  II,  says  CEO  Robert  Kotick. 

Many  investors  may  still  shudder 
when  they  hear  the  words  Internet 
and  stock  in  the  same  breath.  But  Co- 
part  in  Benicia,  Calif.,  which  auctions 
cars  that  insurance  companies  have 
junked,  credits  the  Net  for  its  growi:h 
spurt.  Roughly  25%  of  its  $25^;^  million 


LOFTY:  Builder  D.  R  Norton  scorched  the  charts, 
with  a  total  12-month  return  of  67.6%,  as  it 
raced  to  satisfy  Americans'  demand  for  housing 

in  revenue  during  fiscal  2001  came  from 
buyers — often  body  shops  and  junk- 
heap  operators — ^who  bid  online  instead 
of  traveling  to  auctions.  Think  of  Co- 
part  as  the  eBay  of  battered  cars. 

Having  more  bidders  usually  means 
higher  prices — and  thus  more  commis- 
sion dollars — for  Copart,  says  Jayson 
Adair,  the  company's  president.  That's 
one  reason  Copart's  net  income  rose 
45%,  to  $42.7  million,  during  fiscal  2001. 

While  Copart  is  part  New-  Economy 
and  part  Old,  some  classic  industrial 

COPART  PROSPERED 
BY  SELLING  OFF  CARS 
-OFTEN  FOR  PARTS- 
THAT  INSURANCE 
COMPANIES  HAD 
JUNKED:  IT'S  THE  EBAY 
OF  BATTERED  AUTOS 


companies  led  the  mid-cap  universe. 
One  was  tractor  manufacturer  AGCO,| 
which  spent  much  of  the  past  year  try- 
ing to  lower  overhead.  Even  in  a  slow  | 
economy,  the  company  boosted  net  in- 
come by  545.7%  last  year,  to  $22.6  mil- 1 
Uon.  During  the  same  period,  revenue  [ 
rose  only  8.8%,  to  $2.5  bilhon. 

Another  industrial  notable  is  Airgas  in  I 
Radnor,  Pa.  It's  trying  to  boost  growth  j 
by  acquiring  the  U.  S.  packaged-gas  busi- 
ness of  rival  Air  Products  &  Chemicals. 
The  buy  gives  Airgas  a  further  100  fa- 
dUties  in  30  states,  plus  access  to  assets] 
that  generated  $223  mil- 
lion in  sales  diu-ing  the| 
last  fiscal  year.  More  ac-; 
quisitions  could  be  in  the] 
cards,  says  CEO  Peter  Mc- 
Causland,  since  half  the  I 
market  is  controlled  by  in-| 
dependents. 

Tech   companies   mayi 
stiU  be  suspect,  but  sev-| 
eral  mid-cap  techs  man-j 
aged  to  excel:  CDW  Com- 
puter Centers,  Symantec,J 
and    GTECH.    StealingJ 
market  share  from  weak- 
er players  has  been  the] 
strategy  of  CDW  Computer  Centers  inj 
Vernon  Hills,  111.,  w^hich  sells  to  small] 
and  midsize  companies,  mostly  over 
telephone.  While  CDw's  3.1%  revenue 
growth,  to  $4  biUion  last  year,  may  notj 
sound  impressive,  it  is  when  you  con- 
sider that  the  company  managed 
sales  gain  w^hile  prices  on  computer 
and  servers  dropped  18%,  says  CE( 
John  Edwardson.  CDw's  net  incomei 
grew  4.0%,  to  $168.7  milhon. 

Others,  such  as  Symantec  in  Cuperti-i| 
no,  Calif.,  were  in  areas  of  tech  not 
hurt  by  Corporate  America's  spending 
cuts  in  that  sector.  In  1999,  Symantec 
cused  on  the  quirky  niche  of  antiv 
and  security  software  and  stopped  tr 
to  be  a  smaller  version  of  Microsoft, 
timing  couldn't  hav^  e  been  better 
over  Nimda  and  Code  Red  viruses  pan- 
icked consumers  and  corporations  alike.  I 
That  helped  Symantec  increase  corpo-j 
rate  sales:  About  70%  of  its  $760.7  mil-i 
Hon  in  revenue  during  the  nine  month 
ended  Dec.  31  came  from  businesses. 

At  GTECH,  in  West  Greenwich! 
R.  I.,  the  secret  to  surviving  the  tec 
drought  has  been  its  base  of  govem-i 
ment  chents  not  affected  by  the  slow-j 
down.  The  company  makes  the  syster 
that  connect  state-operated  lottery 
minals.  Just  two  yeai*s  ago,  investor 
would  have  frowTied  on  GTECH's  slon 
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revenue  growth,  usuallj'^  2%  to  4%  a 
year.  Revenues  rose  6.4%,  to  $735.1 
million,  during  the  nine  months  ended 
Nov.  25.  But  GTECH  has  impressed 
investors  with  earnings  that  are  pre- 
dictable, because  it  has  long-term  con- 
tracts with  many  states.  Last  year,  it 
shipped  many  of  its  software-develop- 
ment jobs  to  lower-priced  facilities  in 
Poland  and  India,  which  helped  power 
the  firm's  net  income  during  the  nine 
months  to  $57.4  million,  a  232.6%  gain. 
If  the  mid-cap  stars  had  anything  in 
common,  it  was  being  prepared  for  the 


economic  slowdown  by  having  costs  in 
line  or  the  right  products  to  sell.  One  of 
the  most  dramatic  examples  of  that 
was  Boston's  Eaton  Vance,  which  re- 
turned 29.9%  during  a  12-month  period 
when  most  other  mutual-fund  compa- 
nies were  hard  hit  by  redemptions  and 
crumbling  asset  values.  Eaton  Vance" 
was  ready  because  it  sells  mutual  funds 
that  work  in  both  good  times  and  bad. 
Especially  popular  last  year:  the  Eaton 
Vance  Government  Obligations  Fund, 
which  invests  in  short-term  govern- 
ment bonds.  While  hardly  as  exciting  as 


some  of  the  growth  funds  that  dazzled 
in  1999,  it  was  exactly  what  investors 
were  looking  for,  to  escape  the  sink- 
ing stock  market.  "We  swam  upstream 
when  others  were  struggling,"  says  CEO 
James  Hawkes.  You  could  almost  say 
that  about  the  entire  mid-cap  sector. 
By  Matt  Krantz,  USA  Today 
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THE 

To  select  the  best-performing  companies  in  the  Standard  &  Poor's  MidCap  400  index,  we  first  ranked  all  the 
stocks  in  the  index  by  one-  and  three-year  stock  market  performance  (as  of  Feb.  15).  We  then  added  the  two 
rankings  and  came  up  with  our  list.  When  companies  have  the  same  total  score,  we  give  them  equal  ranking. 


RANK/COMPANY/SYMBOL 


ONE-YEAR        THREE-YEAR 


RANK/COMPANY/SYMBOL 


ONE-YEAR        THREE-YEAR 


1   GILEAD  SCIENCES  GILD 

97.3 

255.4 
311.8 

2  COPART  CPRT 

66.5 

5  ACTIVISION  ATVI 

74.6 

264.1 
591.3 

4  QUEST  DIAGNOSTICS  DGX 

5  D.R.HORTON  DHI 

37.3 

67.6 

166.4 

6  COW  COMPUTER  CENTERS  CDWC 

53.0 

196.8 

7  WESTWOOD  ONE  WON 

68.5 

162.4 
198.6 

8  CHOICEPOINT  CPS 

47.5 

9  SYMANTEC  SYMC 
10  LTX  LTXX 

36.4 

264.3 

30.5 

481,9 

11  AIRGAS  ARC 

12  GTECH  HOLDINGS  GTK 

13  DUN  & BRADSTREET  DNB 

120.9 

121.4 

86.9 

123.6 

50.5 

148.0 

14  EATON  VANCE  EV 

15  NEW  YORK  COMM.  BANCORP  NYCB 

29.9 

302.2 

58.0 

135.2 

16  ARTHUR  J.  GALLAGHER  AJG 

17  AGCO  AG 

30.7 

233.3 

44.7 

141.7 

18  LENNAR  LEN 

41.0 

121.9 

19  TCF  FINANCIAL  TCB 

36.9 

131.5 

20   RADIAN  GROUP  RON 

41.8 

121.0 

21   SMITHFIELD  FOODS  SFD 

80.9 

91.2 

22  FIRST  HEALTH  GROUP  FHCC 

23,6 

2.-i7.3 

23  WESTERN  GAS  RESOURCES  WGR 

24  AFFILIATED  COMPUTER  SVCS.  ACS 

25  MURPHY  OIL  MUR 

18.4 

47  ■  2 

49.9 

99.2 

27.2 

158.1 

25  INDEPENDENCE  COMM.  BANK  ICBC 

55.8 
21.3 
24.3 
35.3 

92.9 
232.2 
163.6 
112.8 
159.4 
130.2 

73.7 

27  DREYER-S  GRAND  ICE  CREAM  DRYR^^ 

28  L-3  COMMUNICATIONS  LLL 

■*■ 

29  TRIGON  HEALTHCARE  TGH 

30  VALERO  ENERGY  VLO                        ^b 

23.1 
29.0 

31   TECH  DATA  TECD                              '^ 

31   CBRL GROUP  CBRL                           ^^ 

61.9 

31   MOHAWK  INDUSTRIES  MHK             "^ 

92.2 

67.9 

34  MICROCHIP  TECHNOLOGY  MCHP 

19.7 

192.2 

35  INVESTMENT  TECHNOLOGY  GRP  ITG^^ 

22.2 

158.9 

100.6 

66.6 

36  COMMERCE  BANCORP  CBH 

■ 

34.0 
78.3 

37  ROSS  STORES  ROST 

? 

38  PMI  GROUP  PMI 

23.6 

144.8 

39  DEAN  FOODS  DF 

^m 

38.7 
84.0 
22.8 

85.3 

62.0 

137.8 

39  LANDS'  END  LE 

m 

41   EVEREST  RE  GROUP  RE 

m 

42  CYTYC  CYTC                                     "^ 

10.5 

529.8 

43  BECKMAN  COULTER  BEC 

iH 

26.0 

113.2 
136.6 

44  APOLLO  GROUP  APOL 

a 

21.6 

45  GLATFELTER  GLT 

■ 

35.1 

78.8 

46  DENTSPLY  INTERNATIONAL  XRAY 

■ 

29.8 

92.1 

94.6 

129.7 

47  PATTERSON  DENTAL  PDCO 

■ 

28.4 
20.9 

48  OXFORD  HEALTH  PLANS  OHP 

■ 

49  AMERICAN  WATER  WORKS  AWK 

m 

56.7 

54.8 
53.0 

50  99  CENTS  ONLY  STORES  NDN 

m 

61.9 

Data:  Standard  &  Poors  COMPUSTAT 
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Novartis  and  Suzan  drove 
her  »ftriwgi  into  remission 
in  35  days. 


"One  minute  I  was  looking  at  death.  The  next, 
I  was  looking  at  my  whole  life  in  front  of  me." 

—  Suzan  M. 


Suzan  had  been  fighting  a  losing  battle  against  cancer  for  three  long 
years.  By  January  2000,  she  was  too  sick  to  continue  her  studies. 
She  was  losing  weight,  her  hair,  and  at  times,  her  will  to  live.  But 
today  Suzan  feels  better  than  ever.  And  as  a  result  of  her  experience, 
she's  now  pursuing  a  new  degree,  and  a  new  career,  in  molecular 
biology.  Novartis  is  proud  to  be  the  innovative  force  that's  bringing 
new  optimism  and  hope  to  patients  and  their  families.  No  one  can 
promise  what  the  future  holds  for  cancer  patients,  but  today  Suzan 
is  winning  the  fight  against  her  particular  form  of  cancer,  enjoying 
a  good  quality  of  life  and  realizing  her  dreams. 

Think  what's  possible. 


NOVARTIS 


www.novartis.com 
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Are  there  leaks  in  your  cost  structure?  Do  you  know  where  those  leaks  are?  If  you're  working  with 
Business  Objects,  you'll  know.  Our  business  intelligence  software  gives  you  instant  visibility  on  costs 
throughout  your  organization,  and  in  all  your  customer  and  supplier  relationships.  So  you'll  have  the 
intelligence  you  need  to  keep  your  costs  under  control.  And  your  profits  from  trickling  away.  Business 
Objects  is  the  world  leader  in  business  intelligence  software,  with  over  15,000  customers.  To  find  out  what 
they  know  that  you  may  not,  visit  www.businessobjects.com/finance.  And  download  our  free  white 
paper  "Business  Intelligence  -  Now  More  Than  Ever."  Or  call  Business  Objects  at  1-800-527-0580  ext.  35. 


Business  OBJECTS' 

Business  Intelligence.  If  you  have  it,  you  know! 


The  Business  Objects  logo  is  a  registered  trademark  of  Business  Objects  SA.  ©2002  Business  Objects  SA.  Alt  rights  reserved. 
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SMALL -CAP 


SMALL  CAPS  HAVE  BEEN  WHUPPING 
THE  BIG  GUYS  FOR  TWO  YEARS  NOW- 
AND  THEY'LL  PROBABLY  KEEP  IT  UP 


nvestors  who  loaded  up  on  big-cap  stocks  last  year  to 
bullet-proof  their  portfolios  against  the  slowdown 
learned  for  a  second  straight  year  just  how  wrong 
they  were.  Many  may  again  be  wishing  they  had  bet 
on  smaller-company  stocks  instead.  Indeed,  while  the 
Standard  &  Poor's  500-stock  index  dropped  16.8%  during 


the  12  months  ended  Feb.  15,  the  s&p 
SmallCap  600  index,  comprising  U.S. 
stocks  with  a  market  value  of  $1.5  bil- 
lion or  less,  lost  just  1.9%.  And  the  pos- 
itive influences  that  helped  mitigate  the 
damage  for  small  caps  in  2001  aren't 
fading.  For  one,  companies  that  domi- 
nate the  small-fry  universe  often  have 
simple  business  models  and  accounting, 
a  selling  point  for  investors  who  fear 
that  any  complex,  global  conglomerate 
could  turn  out  to  be  the  next  Enron. 


Moreover,  if  history  is  any  guide, 
shares  of  small  companies  still  have  a 
lot  of  room  to  outperform  larger  com- 
panies. Small  stocks  tend  to  whip  large 
ones  after  a  recession.  Twelve  months 
after  nine  of  the  past  10  recessions 
ended,  small  stocks  gained  7.5%  more 
than  big  caps,  says 
Steven  DeSanctis,  di- 
rector of  small-cap  re- 
search at  Prudential 
Securities.  And  that's 


BusinessWeek  4ifi& 


SPECIAL  REPORT 


just  for  starters.  On  average,  once 
small  caps  begin  outperforming  large 
ones,  they  continue  to  do  so  for  six 
years  and  by  13%  a  year  on  average, 
says  Jamie  Harmon,  portfoho  manager 
of  three  Fidelity  funds  that  invest  in 
small  companies,  including  the  Fidelity 
Small  Cap  Independence  Fund.  That 
means  this  cycle  could  run  until  2004, 
he  says. 

But  small  stocks  need  to  be  ap- 
proached with  caution.  Biotech  and  tech 
stocks  are  still  languishing,  while  others 
were  more  directly  hurt  by  the  fallout 
from  the  terrorist  attacks.  So  Busi- 
nessWeek and  USA  Today  teamed  up 
to  help  investors  sort 
through  the  morass  of 
small-cap  companies, 
using  the  s&p  SmallCap 
600.  Size  isn't  the  only 
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criterion  for  picking  the  600  stocks  in 
the  index.  The  stocks  must  also  be  ac- 
tively traded  and  have  less  than  60^  of 
their  shares  owned  by  large  entities, 
excluding  mutual  funds.  s&P  also  re- 
quires companies  to  post  net  income 
on  an  operating  basis,  excluding  merg- 
er costs,  for  four  quarters.  Stocks  were 
ranked  by  their  one-  and  three-year 
stock  market  returns  as  of  Feb.  15 
(table,  page  150). 

It  turns  out  that  investors  in  this 
market  last  year  would  have  done  well 
to  stick  to  the  basics,  such  as  food 


owns  and  franchises  nearly  200  loca- 
tions across  the  U.S.  and  Omada  and 
as  far  off  as  China.  Revenue  rose 
43.3'r.  to  $746.6  million,  in  2001.  as  net 
jumped  83.8^c.  to  $26.9  million. 

WTiile  best  known  for  its  .Joe's  Crab 
Shack  seafood  restaurants,  the  compa- 
ny's windfall  came  from  resuscitating 
the  Rainforest  Cafe  chain.  CEO  Tilman 
Fertitta  bought  the  ailing  chain  in  2000 
for  just  S75  million  after  WaD  Street 
had  all  but  given  up  on  the  restau- 
rant's recipe  of  luring  tourists  \\ith  its 
Amazon  theme  and  then  selling  them 


I 


THE  6RALNICKS:  While  department  stores  slide,  specialty  retailer  Chico's  FAS  has  done  well  by  sticking  to  casual  clothes  for 
well-to-do  women  and  by  "giving  our  customer  what  she  wants — an  outstanding  product  in  a  friendly  store  environment" 


and  clothing.  The  No.  1  company?  Pan- 
era  Bread,  based  in  Richmond 
Heights,  Mo.,  an  up-and-comer  in  the 
"fast  casual"  dining  market  whose 
stock  price  more  than  doubled  in  the 
year  ended  Feb.  15.  Panera  owns  and 
franchises  about  370  restaurant-bak- 
eries that  op>erate  mainly  in  the  Mid- 
west. South,  and  East  under  the  Pan- 
era  name. 

Consumers  salivating  over  Panera's 
line  of  roughly  15  breads  baked  at  its 
stores  drove  revenue  up  32.8*^.  to 
$201.1  million,  in  2001.  while  net  in- 
come raced  up  by  91.9%,  to  $13.2  mil- 
lion. Its  profit  in  2000,  $6.9  million, 
came  after  two  years  of  losses.  With 
cushy  sofas  dotting  its  stores,  Panera  is 
creating  a  cachet  for  breads  similar  to 
what  Starbucks  created  for  coffee.  And 

Panera  has  added  coffee  to  its  lineup  so      AND   TECH    ARE    STILL 
it  can  lure  some  of  the  midday  nib- 
blers.  "Doing  bread  well  gives  you  free- 
dom to  do  breakfast  and  limch."  says 
Chief  Executive  Ronald  Shaich. 

Houston-based  Landn-'s  Restaui-ants. 
whose  stock  returned  95.4'~f  last  year, 
was  another  successful  food  play.  It 
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overpriced  and  sometimes  marginal 
food  and  trinkets.  Fertitta  slashed 
prices  and  got  rid  of  half  the  items  on 
the  menu,  including  what  he  calls 
"weird  pasta  dishes."  Offerings  such  as 
crab  cakes  have  taken  their  place.  Now. 
Rainforest's  25  US.  locations,  which 
have  begun  attracting  repeat  cus- 
tomei-s.  should  genei-ate  $30  million  in 
cash  after  expenses  this  year.  Fertitta 
says. 

•Just    as    Landrv's   turned   around 


SMALL-CAPS  NEED  TO 
BE  APPROACHED  WITH 
CAUTION.  BIOTECH 


LANGUISHING,  AND 
OTHERS  WERE  HARD 
HIT  BY  SEPTEMBER  11 


Rainforest  by  making  its  offerings  more 
affoi-dable.  Memphis-based  discount  re- 
tailer Fred's  found  similar  success  with 
housewares  and  furniture.  Last  year, 
Fred's  pored  over  its  price  list  to  make 
sure  it  met  or  beat  Wal-Mart  Stores' 
prices.  By  doing  so,  says  ceo  Michael 
Hayes,  Fred's  has  diverted  customers 
heading  to  the  local  Wal-Mart.  Last 
year's  economic  slowdo^\Tl  prompted 
discount  customers  to  spend  less  at 
each  store  Nisit.  but  to  shop  more  fre- 
quently. This  benefits  Fred's,  he  says, 
because  its  smaller  stores  are  easier 
for  customers  to  get  in 
and  out  of  quickly.  Fred's 
boosted  net  income  by' 
32.2^f  to  $19.6  million 
during  its  fiscal  year  end- 
ed Feb.  2;  its  revenue 
rose  16.69c  to  $910.8  mil- 
lion. This  fiscal  year, 
Fred's  plans  to  add  60 
stores  to  its  380-store 
chain.  Wall  Street  clearly 
likes  the  expansion  plans. 
The  stock  gained  153*^  in 
the  12  months  ending 
Feb.  15. 

Other  small-cap  compa 
nies  did  well  on  a  more 
upscale  tack.  Chico's  fas, 
which  topped  last  year's 
list    of  SmallCap   Stars, 

placed  in  the  top  10  this . 

year  by  sticking  to  casual  clothes  for 
well-to^Jo  women.  Chico's  F.\s  has  done 
well  because  its  customers  aren't  fazed 
by  a  recession  unless  it's  "deep  and 
nasty,"  says  Chief  Financial  Officer 
Charles  Kleman.  WTule  same-store  sales 
plimged  30*7  during  the  week  of  the 
teiTorist  attacks,  they  ended  up  1%  in . 
September.  6.5*^  in  October,  and  18.7% 
in  November.  So  even  as  the  recession 
wounded  department  stores.  Chico's  rev- 
enue grew  45.8^  to  $378.1  million  dur- 
ing the  fiscal  year  ended  Feb.  2.  and 
net  income.  48.6'^  to  $42.2  million.  Such 
success  in  difficult  times  is  the  result 
of  "gi\'ing  our  customer  what  she 
wants — an  outstanding  product,  in  a 
friendly  store  emironment.  that  makes 
her  look  and  feel  good."  says  CEO  Mar- 
\"in  Gralnick.  who  along  with  his  wife, 
Helene.  co-foimded  Chico's  FAS  in  1983. 
Some  small-cap  stocks  have  begun 
doing  well  in  anticipation  of  their  busi- 
ness impro%"ing  along  with  the  econo- 
my. Take  Winnebago  Industries,  based 
in  Forest  City.  Iowa.  RV  sales  are  an 
early  indicator  of  a  reboimding  econo- 
my, and  in  early  .January'.  Winnebago 


"We  serve  customers 

in  ways  no  one  else  can. 
And  we  have  a  big,  fancy  award 


to  prove  it. 


Exceptional  customer  service  is  the  number  one  priority 
at  Boise  -  always  lias  been  and  always  will  be.  So  we 
definitely  get  excited  when  the  experts  tell  us  we're  doing 
things  right.  The  2001  Gartner  CRM  Excellence  Award 
recognizes  our  significant  investment  in  state-of-the-art 
technologies  and  training  -  and  how  they  help  us  deliver 
personalized  service  like  no  one  else  can.  And  we'd  like 
to  recognize  the  blue-chip  partners  who  helped  make  it 
possible  by  doing  everything  from  defining  customer 
relationship  opportunities  to  integrating  systems  and 
hardware  to  implementing  interaction  software  and  tools. 

It  takes  a  great  team 

to  provide  great  service. 


^mdocs 


<r 


E.PIPHANY 


i^W 


Consulting 


Peppers  &Rogers  Group 

^  '-  N.  O     CONSULTING-'- 


\9 


revenio' 


TRILLIUM 
SOFTWARE^ 

A  DMiSttn  of  Harcvitanka 


(/    Gary  Massel 

Vice  President  and  CIO 


If  you're  not  getting  the  award-winning  service  you 
deserve,  call  888-BOISE-88  or  visit  www.bcop.com. 

BOISE. 

It  Couldn't  Be  Easier" 


OFFICE    PRODUCTS    •    TECHNOLOGY    •    FURNITURE    •    OFFICE    PAPERS 


Boise  Cascade 
Office  Products 
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began  ramping  up  production  as  or- 
ders climbed  70%  from  the  year  be- 
fore and  50%  from  the  end  of  its  first 
fiscal  quarter  on  Dec.  1.  The  introduc- 
tion of  two  new  gas-efficient  vehicles 
last  year  and  Americans'  sudden  fear 
of  flying  also  might  have  helped  or- 
ders. So  while  Winnebago's  revenue 
fell  9.5%,  to  $681.8  million,  and  net  in- 
come dropped  11.8%,  to  $42.7  miUion, 
in  the  fiscal  year  ended  Aug.  25,  its 
stock  in  the  12  months  ended  Feb.  15 
has  returned  127%. 

In    San    Diego,    meanwhile,    CEO 


Michael  Nicita  of  Advanced  Marketing 
Services  says  the  company-  is  benefit- 
ing— and  finally  being  noticed — for 
moves  it  made  yeai^  ago.  For  example, 
the  company,  which  handles  book  distri- 
bution for  retailers,  tailored  its  invento- 
ry management  and  distribution  ser- 
vices to  warehouse  clubs.  It  also  bought 
a  25%  stake  in  a  company  with  the 
Canadian  distribution  rights  for  the  Har- 
ry Potter  books.  These  initiatives,  cou- 
pled with  cost  reductions,  let  Advanced 
Marketing  boost  net  income  by  11%,  to 
$20.1  rniUion,  during  the  nine  months 


ended  Dec.  29,  even  while  revenue  rose! 
just  1.2%,  to  $578.3  million.  The  stock! 
has  responded,  returning  71.4%  during] 
the  12  months  ended  Feb.  15.  For  Ad- 
vanced Marketing,  as  with  many  small] 
caps,  the  Wall  Street  attention  is  wel- 
come, if  a  bit  overdue. 

By  Matt  Krantz,  USA  Today] 


BusinessWeek  online 


For  more  stories  and  an  interactive 

scoreboard  on  the  SmallCap  600,  go  to 

www.businessweek.com/bw50/ 


THE 

To  select  the  best-performing  companies  in  the  Standard  &  Poor's  SmallCap  600  index,  we  first  ranked  all  the 
stocks  in  the  index  by  one-  and  three-year  stock  market  performance  (as  of  Feb.  15).  We  then  added  the  two 
rankings  and  came  up  with  our  list.  When  companies  have  the  same  total  score,  we  give  them  equal  ranking. 


RANK/COMPANY/SYMBOL 


ONE-YEAR  THREE-YEAR     ■      RANK/COMPANY/SYMBOL 


ONE-YEAR        THREE-YEAR 


1  PANERA  BREAD  PNRA 

2  FRED'S  FRED 

3  CACI  INTERNATIONAL  CACI 

4  DRS  TECHNOLOGIES  DRS 

5  ESS  TECHNOLOGY  ESST 

6  HILB,  ROGAL  &  HAMILTON  HRH 

7  CHICO'SFASCHS 

8  NVRNVR 

9  MICHAELS  STOREslW 

10  NASH  FINCH  NAFC 

11  PHOTON  DYNAMICS  PHTN 

12  ARGOSY  GAMING  AGY 

12  LANDRY'S  RESTAURANTS  LNY 

14  ADVANCED  MARKETING  SERVICES 

14  WINNEBAGO  INDUSTRIES  WGO 

16  ITRONITRI 

17  CHRISTOPHER  &  BANKS  CHBS 

18  RYLANO  GROUP  RYL 

19  HANCOCK  FABRICS  HKF 

20  MOBILE  MINI  MINI 

21  EMCOR  GROUP  EME 

22  AZTARAZR 

23  MID  ATLANTIC  MEDICAL  SERVICES 

24  WHOLE  FOODS  MARKET  WFMI 

25  OSHKOSHB'GOSHGOSHA 
Data:  Standard  &  Poors  COMPUSTAT 


MKT 


MME 


165.2% 

769.4% 

369.5 

328.3 

26 

KRONOS  KRON 

76.7% 

150.8% 

152.7 

27 

HEARTLAND  EXPRESS  HTLD          W^M 

68.7 

154.0 

178.5 

28 

GRACO  GGG                                             '^ 

46.7 

191.9 

128.2 

342.3 
299.4 
366.0 
460.7 

28 

PERFORMANCE  FOOD  GROUP  PFGC 

62.8 
96.6 
56.4 

159.0 

146.5 

30 

NBTY  NBTY 

128.6 

100.5 

31 

METHODE  ELECTRONICS  METHA 

165.8 

78.0 

32 

TBC  TBCC                                      JHi 

101.8 
29.5 

124.2 

75.3 

483.7 
293.9 
284.4 

33 

SCP  POOL  POOL 

383.7 

103.2 

33 

GRIFFON  GFF                                 j^Hl 

137.9 

111.4 

100.2 

35 

P.F.  CHANG'S  CHINA  BISTRO  PFCB          -^ 

53.6 
63.5 

161.9 

63.5 

656.3 
761.5 

36 

ALLIANTTECHSYSTEMS /VTK 

145.7 

59.2 

37 

THQTHQI                                       ^HiH 

37.8 

196.4 

95.4 

250.3 
298.6 
208.9 
179.7 
1680.8 

38 

SONIC  SONG                                  9IH 

53.9 

144.3 

71.4 

39 

MONACO  COACH  MNC                             ^ 

95.9 
24.9 

108.9 

127.0 

40 

UCBH  HOLDINGS  UCBH                   HIH 

400.1 

247.1 

40 

CUNOCUNO                                   1^1 

43.8 

155.0 

46.0 

40 

HARLAND(JOHNH.)JH                          '^ 

59.3 

132.2 

65.2 

225.9 
148.1 
236.8 
193.6 

43 

DIME  COMMUNITY  BANCSHARES  DOOM 

63.6 
26.5 

119.5 

224.6 

44 

CHEESECAKE  FACTORY  CAKE 

273.1 

58.2 

45 

BOSTON  PRIVATE  FINANCIAL  PFH    Ji^l 

36.0 

178.8 

65.2 

46 

LONE  STAR  STEAKHOUSE  STAR         ■■ 

90.0 

99.7 

47.6 

264.0 
250.2 

47 

RYAN'S  FAMILY  STEAK  HOUSES  RYAN  ^ 

116.3 
244.5 

86.3 

49.1 

48 

CURATIVE  HEALTH  SERVICES  CURE 

77.6 

70.6 

161.5 

49 

STATEN  ISLAND  BANCORP  SIB       ^^M 

52.6 

116.5 

113.0 

135.2 

50 

FAIR  ISAAC  FIC  ^^^^^■■■HH 

48.2 

115.1 
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TOM   SUTTER 

POWERTRAIN 
ENGINEER 


FROM  PROFESSIONAL 


3RA0E  PEOPLE 


TOM  SUTTER  WANTS 


VOU  TO  FEEL  RELAXED 


NOT  FALL  ASLEEP. 


COME  PROFESSIONAL 


GRADE  SUVS. 


c. 


\ 


^£7/1^7^ 


G  M  C     E  N  V  0  V.                                                                         A 
MOTOR     TREND'S     2002                                              f\ 
SPORT/UT  1  L  1  T  V     OF     THE     VE A  R  .                         ^ 

EXC.EPT1GNALLV 
SMOOTH  RIDE. 

BEFORE  VOU  IS  THE  FIRST  MID-SIZE  SUV  TO  USE  HVDROFORMED  STEEL 
TECHNOLOGV.  THIS  INNOVATIVE  METHOD  PLUS  AN  ADVANCED  SUSPENSION 
SVSTEM  AND  EXCLUSIVELV  DESIGNED  MICHELIN'  TIRES  CREATE  A 
PHENOMENAL  RIOE,  VIRTUALLV  FREE  OF  NOISE  AND  VIBRATION  ON 
ALMOST  ANV  ROAD  SURFACE. 

2]0  HORSEPOWER 
VORTEC'"4200. 

TOM  AND  THE  ENGINEERING  TEAM  GAVE  ENVOV  AN  ENGINE  WITH  MORE 
HORSEPOWER  THAN  ANV  OTHER  SUV  IN  ITS  CLASS,  EVEN  THOSE 
WITH  V8  ENGINES'  MERGE  INTO  TRAFFIC  AND  THIS  QUIET  ENGINE  KICKS 
INTO  STUNNING  EXHILARATION. 

1 1  G   A 

1  8  8  8  -  E  N  V  0  V  4  u     OR     gmc.com/envov            O^Nar        95^ 

I    •      B         -  .•                       PDOUO  SPONSM 

WE  ARE  PROFESSIONAL  GRADE."   LJ 


At  Fannie  Mae^  our  job  is  to  lower  COStS 

to  save  home  buyers  money. 


^  FannieMae 


www.fanniemae.com 


At  Fannie  Mae,  our  main  purpose  is  to  lower  the  cost  of  homeownership 
so  that  more  families  can  experience  the  joy  and  pride  of  having 
homes  of  their  own. 

That's  been  our  goal  for  over  30  years.  And  our  work  is  paying 
off.  We  help  lenders  offer  mortgages  to  home  buyers  that 
save  them  as  much  as  $30,000  over  the  life  of  a  30-year, 
fixed-rate  conventional  loan. 

You  see,  at  Fannie  Mae,  everything  we  do  is  in  the  pursuit  of  one 
goal  —  making  the  American  Dream  an  affordable  dream. 


INVESTING  FOR 


GROWTH 


THE 


OF  THE  REST 


s  every  winning  base-     /\  LQOK  AT  THE 
ball  club  knows,  it's     STANDOUTS 

IN  INDUSTRIES 
HARD  HIT 


/  ^^  not  enough  to  go 
/_j^  with  your  proven 
/  ^^  winners — you've  al- 
uL—  .JHl.  ways  got  to  be  on  the 
Drowl  for  fresh  talent.  Investors  hop- 
ng  to  put  together  a  winning  team 
.vill  do  well  to  follow  to  that  advice. 
IVue,  the  BusinessWeek  50  is  a  good 
)lace  to  start,  but  smart  investors 
mow  better  than  to  stop  there.  This 


BY  THE  2001 
DOWNTURN 


BusinessWeek  jggft 


SPECIAL  REPORT 


Just  because  a  company  didn't 
make  the  50  doesn't  mean  it's  a  los- 
er. Telecom,  for  example,  got  beaten 
up  big-time,  but  there  are  still  some 
smart  players.  Same  goes  for  me- 
dia and  publishing,  which  were  pun- 
ished by  a  depression  in  advertis- 
ing. And  it's  the  strongest  outfits, 
even  in  a  weak  sector,  that  should 
lead  in  the  upturn. 

That's  why  we  came  up  with  a 
Best  in  Class  list.  We  looked  at  the 
nine  industry  groups  that  didn't 
send  a  team  member  to  the  all-star 
BW50,  searching  for  the  companies 
with  the  best  prospects.  We  set- 
tled on  companies  from  six  indus- 
tries, ranging  from  autos  to  media, 
a  hodgepodge  of  businesses  that 
provides  service.  Some,  like  Gen- 
eral Motors  Corp.  and  DuPont,  are 
well  known  to  investors,  while  oth- 
ers, such  as  Univision  Communica- 


/ear's  BW50  represented  15  of  the  24  industry  tions  Inc.  and  Paychex  Inc.,  are  ones  you'll 

p^oups  in  the  Standard  &  Poor's  500-stock  index.  A  be  hearing  more  of,  especially  as  the  economy 

najority  were  concentrated  in  such  areas  as  health  improves. 

;are,  financial  services,  consumer  products,  and  So  take  this  as  a  scouting  report  on  some 

lousing — ^industries  that  held  up  well  in  the  down-  promising  players  if  the  season  turns  out  to  be  a 

urn  of  2001.  rough  one.  It's  good  to  have  a  deep  bench. 


SERVICES 


While  Paychex 
(No.  75)  and  Cen- 
dant (No.  104)  may 
both  be  in  ser- 
vices, no  two  com- 
panies could  be 
more  different  in 
the  kinds  of  ser- 
vices they  pro\dde. 
'endant  Corp.,  the  biggest  hotel  fran- 
hiser  in  the  world,  provides  hotel  and 
ravel  services  in  addition  to  mortgage 
nd  real  estate  services  through  its  Cen- 


tury 21  Real  Estate  unit.  Paychex  pro- 
vides payroU,  human  resources,  and  ben- 
efits services  to  small  and  midsize  busi- 
nesses. But  what  both  companies  share  is 
the  ability  to  thrive  in  tough  times. 

Cendant's  diversification  in  real  es- 
tate and  travel  gives  the  company  a 
natural  hedge  to  weather  any  econom- 
ic storm,  says  Credit  Suisse  First 
Boston  analyst  Scott  Barry.  Last  year, 
with  mortgage  rates  low  and  the  hous- 
ing market  strong,  Cendant's  real  es- 
tate services  division  grew  27%  on  the 
strength  of  sales  as  well  as  mortgage 
origination  and  refinancing.  This  year, 
with  mortgage  rates  expected  to  rise, 
Barry  says  Cendant's  growth  will  come 
from  a  rebound  in  the  travel-and-hos- 
pitality  business.  He  calls  the  stock 
cheap  and  projects  its  free  cash  flow — 


an  important  measure  for  the  perfor- 
mance of  service  companies — to  rise 
from  $0.55  per  share  in  2002  to  $2.20 
next  year.  That's  when  Cendant  will 
no  longer  pay  into  a  trust  set  up  to 
cover  a  shareholder  settlement  that  fol- 
lowed its  disastrous  1997  merger  with 
cue  International. 

Paychex  has  been  getting  big  by 
servicing  small  business.  In  contrast 
with  Automatic  Data  Processing  Inc., 
which  provides  payroll  services 
to  America's  biggest  businesses,  Pay- 
chex' average  client  has  just  14  em- 
ployees. The  beauty  of  Paychex'  busi- 
ness is  that  there  are  millions  of  these 
small  companies  and  countless  more 
are  being  created  everyday  as  a  fresh 
crop  of  entrepreneurs  goes  out  on 
their  own.  Last  year,  revenues  at  Pay- 
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chex  grew  16%,  down  slightly  from 
the  20%  long-term  gro^nh  rate,  while 
profits  rose  23%  on  higher  margins. 
Analyst  Charles  Trafton  of  Adams, 
Harkness  &  Hill  has  upgraded  the 
stock  to  a  buy,  in  the  belief  that 
the  worst  of  the  economic  downturn 
has  passed. 


TELECOM 


■  /  /  /  S^y     ^^     word 

■  \li/'^^\  "telecom"  to  some 
B  I  I  I  f /S>  investors,  and 
I  \V\  laf  they're  likely  to 

^K^^-^^Hr  y  Perhaps  no  other 
HBP^^^BP  y  sector  has  been  so 
VSS^^^  hard-hit  bv  the 
^^     ^^^'^^  combination  of  the 

downturn  and  investor  disappointment. 
Net  losses  among  the  21  telecom  ser- 
vices-and-equipment  providers  in  the 
Standard  &  Poor's  500-stock  index  were 
a  staggering  $43.3  bUlion  last  year.  But 
there  are  signs  of  life  in  the  telecom 
junkyard.  What's  more,  the  numbers 
don't  tell  the  whole  story. 

SBC  Communications,  No.  36  on  last 
year's  BusinessWeek  50,  dropped  to 
No.  114  this  year — a  stellar  performance 
compared  with  its  peers.  In  an  industry 
where  companies  on  average  lost  46.7%, 
SBC's  18.6%  decUne  doesn't  look  that 
bad.  And  while  sales  fell  11%?  in  2001, 
that  number  is  decei\ing  since  it  doesn't 
include  results  from  see's  wireless  op- 
erations, consolidated  in  Cingular  W^e- 
less,  its  60%-ouTied  joint  venture  with 
BellSouth.  Add  back  SBc's  piece  of  Cin- 
gular's  .$14.3  bilMon  2001  revenues,  and 
SBc's  sales  growth  for  the  year  is  posi- 
tive. More  important,  profit  margins 
improved  sUghtly  for  the  year,  rising 
to  15.8%  from  15.5%j.  Morgan  Stanley 
Dean  Witter  analyst  Simon  Flannerj' 
rates  SBC  a  strong  buy.  Most  crucially, 
2002  will  be  the  year  SBC  starts  offering 
long-distance  phone  service  to  cus- 
tomers in  California. 

Wireless  also  figures  strongly  in  the 
fortunes  of  two  regional  local  exchange 
carriers  (rlecs),  Alltel  (No.  153),  and 
CenturyTel  (No.  177).  Until  1998,  when 
it  bought  wireless  operator  360  Com- 
munications, Alltel  basically  provided 
local  service.  Now,  it's  the  largest  re- 
gional wireless  company  in  the  U.S., 
primarily  serving  some  6.7  million  wire- 
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less  users  in  the  Southeast.  Customers 
can  use  phones  anj^where  in  the  U.S. 
through  a  roaming  agreement  with 
Verizon  Communications.  This  lets  All- 
tel go  head  to  head  with  such  national 
operators  as  Sprint  and  AT&T  Wireless 
Services  but  also  puts  it  squarely  in 
their  sights.  That  could  be  a  plus  later 
on,  assuming  wireless  goes  through  a' 
second  round  of  consolidation. 

CenturyTel,  recognizing  it  couldn't 
compete  with  the  national  wireless  car- 
riers, decided  to  go  back  to  its  roots  as 
a  traditional  phone  company.  The  com- 
pany paid  $2.2  billion  to  acquire  675,000 
lines  in  Missouri  and  Alabama  from 
Verizon,  planning  to  pay  for  them  by 
selling  wireless  properties.  The  draw- 
back? No  buyer.  Are  CenturyTel  and 
Alltel  double-digit  growers?  No,  says 
Mark  Hall  of  Legg  Mason  Wood  Walk- 
er, who  rates  the  two  rlecs  a  strong 
buy  and  a  buy,  respectively.  But  they 
offer  an  opportunity  for  price  appreci- 
ation, since  rlecs  are  shielded  from 
competitive  pressures. 


narrows.  On  the  other  hand,  as  they  as- 
similate into  the  mainstream,  Hispanics 
may  become  a  less  distinct  cultural 
group — and  their  potential  as  a  spe- 
cialty sector  could  diminish  as  well. 


MEDIA  8  PUBLISHING 


The  recent  reces- 
sion may  have 
been  mild  as  mea- 
sured by  econo- 
mists. But  try 
telling  that  to 
anyone  in  the 
media  business, 
w^here  advertising 
revenue  dechnes  reached  Depression- 
like levels.  And  although  Univision  Com- 
munications, No.  241,  saw^  ads  sUp,  it's 
stiU  the  envy  of  other  media  companies. 
That's  because  in  Spanish-language 
broadcasting,  Univision,  with  80%  audi- 
ence share,  reigns  supreme. 

What  excites  analysts  about  Univi- 
sion is  the  potential  of  that  audience. 
The  Hispanic  community,  around  36  mil- 
lion in  2001,  is  expected  to  exceed  48 
million  in  2010— 15%>  of  the  U.  S.  popu- 
lation. And  buying  power,  today  around 
$500  biUion,  is  expected  to  double. 

According  to  UBS  Warburg,  ads 
aimed  at  Hispanics  grew  1%  in  2001, 
vs.  a  5%  decUne  in  the  U.S.  overall. 
And  Hispanic  ad  revenues  should  con- 
tinue to  outstrip  mainstream  ads  as 
the  gap  in  buying  powder  betw^een  His- 
panics and  the  rest  of  the  population 


CHEMICALS 


DuPont,  the  top- 
ranked  chemical 
outfit  and  No.  63 
overall  in  Biisi- 
nessWeek's  rank- 
ings, showed  good 
chemistry  with  in- 
vestors last  year 
No  other  chemical 
maker  came  close:  Praxair  Inc.,  the  near- 
est, ranked  135.  DuPont  stock  returned 
ll%c  from  Feb.  28,  2001,  to  Feb.  28, 
2002,  and  profits  rose  87%,  despite  a 
13%  revenue  decline.  You  might  won- 
der what  chemicals  DiiPont  w^as  mix- 
ing, given  these  conflicting  numbers. 
There's  a  simple  explanation  behind  the 
jump:  a  one-time  gain  from  the  sale  of  j 
the  company's  drug  business  to  Bristol- 
Myers  Squibb  Co.  Without  it,  earnings 
would  have  shpped  54%. 

So  W'hat's  driving  DuPont  shares?  In 
part,  it's  the  belief  that  a  U.  S.  economic : 
recovery  is  under  way.  DuPont  sales  fell  J 
more  sharply  last  year  in  the  U.  S.  than 
w^orldwide— down  17%  domestically,  vs. 
an  overall  decline  of  13%.  As  the  recov- 
ery takes  hold,  sales  and  profits  should 
rebound.  "The  market  is  underestimating 
DuPont's  leverage  to  a  recovery,"  says 
Merrill  Lynch  &  Co.  analyst  Donald  D. 
Carson,  who  rates  it  a  long-term  buy. 
The  2.9%  dividend  gives  the  stock  some 
added  kick. 

DuPont  is  not  just  relying  on  a  re- 
bound. Founded  in  1802  as  an  explosives 
maker,  the  company  is  shaking  up  its 
businesses.  Although  famous  for  invent- 
ing nylon,  polyester,  and  Lycra,  DuPont 
is  consolidating  those  slow-growing  lines 
into  a  $6.5  billion  sales  subsidiary  that 
will  be  spun  off  or  sold.  The  rest  of  the 
company  wiU  be  reorganized  into  five  di- ' 
\isions:  electronics  and  communications  < 
materials;  performance  materials  such  as 
film  and  engineering  materials;  coatings 
and  color  technologies;  safety  and  pro- 
tection materials;  and  finally,  its  $4.3  bil- 
lion agriculture  and  nutrition  division. 

Questions  about  DuPont  remain:  It 
paid  $7.7  bilMon  in  1999  to  buy  the  rest 


Just  think,  some  day  you  could  be  enjoying  the 
golden  years  on  a  beach  somewhere.  Or  combing 
it  feverishly  for  coins,  its  your  col . 

Planning  can  make  all  the  difference.  And  with  E*TRADE  Financial 
Advisor,  it's  simpler  than  ever.  Just  input  your  criteria,  and  in  minutes  it 
analyzes  your  current  investment  plan  and  recommends  adjustments 
to  help  you  reach  your  goals.  Or  get  customized  advice  over  the  phone 
from  an  Ernst  &  Young  Personal  Financial  Planner.  E*TRADE  Financial. 
More  of  what  you  need  to  stay  ahead  in  today's  economy. 
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Visit  etrade.com,  call  1-800-ETRADEl  or  stop  by  ony  of  our  twenty  four  E*TRADE  Financial  locations. 
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E*TRADE  Finonciai  Advisor  is  o  service  of  E«TRADE  Advisory  Services,  Inc.  on  investment  adviser  registered  with  the  SEC. 
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To  find  out 
more  about  the 
newE*TRADE 

Financial, 
follow  these 
simple  directions. 


These  days,  you  need  even  more  ways 
to  make  the  most  of  your  money.  Which 
is  why  E*TRADE  has  become  the  new 
E*TRADE  Financial.  We've  brought 
together  powerful,  comprehensive 
tools  and  services  to  help  you  build  a 
financial  plan,  make  investments,  bank, 
borrow,  and  get  advice.  To  find  out  more 
about  what  you  need  to  stay  ahead  in 
todays  economy,  coll  the  numbers  listed 
here.  Or  go  to  etrade.com.  It's  that  easy. 

INVESTING 


1-800-ETRADE-l 
efrode.com 


PLANNING  &  ADVICE 

1-800-ETRADE-l 
efrode.com 


BANKING 

1-800-ETBANK-l 
etrade.com 


LENDING 

1-800 -546 -EASY 
efFode.com 


FINANCIAL 

PLANNING        rNVESTING        BANKING        LENDING        ADVICE 

Securities  products  and  services  are  offered 
by  E*TRADE  Securities,  Incorporated  (member 
NASD/SI  PC),  and  are  not  FDIC  insured,  are  not 
guaranteed  deposits  or  obligations  of  E*TRADE 
Bank,  and  are  subject  to  investment  risk,  including 
possible  loss  of  the  principal  invested,  and  may  lose 
value.  Bank  products  and  services  are  offered  by 
E*TRADE  Bank,  member  FDIC.  Mortgage  products 
and  services  are  offered  by  E*TRADE  Mortgage, 
Corp.,  a  wholly-owned  subsidiary  of  E*TRADE 
Bank.  E*TRADE  Financial  Advisor  is  a  service  of 
E*TRADE  Advisory  Services,  Inc  an  investment 
advisor  registered  with  the  SEC.  ©2002  E*TRADE 
Group,  Inc.  All  rights  reserved.  E*TRADE  is  a 
registered  trademark  of  E*TRADE  Group,  Inc. 
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of  Pioneer  Hi-Bred  International,  the 
leading  developer  of  seed  products — a 
hea\y  bet  now  that  genetically  modified 
plants  are  coming  under  scrutiny.  And 
the  other  divisions  depend  on  growth 
in  telecommunications  and  computers, 
industries  whose  prospects  have 
dimmed.  Finally,  DuPont  has  a  history  of 
reversing  strategy:  In  the  '80s,  it  got 
into  the  energ\'  business,  buying  Conoco 
Inc.  at  the  market  top.  In  the  '90s, 
DuPont  tried  to  remake  itself  as  a  drug 
company  before  realizing  it  lacked  the 
scale  to  keep  up  with  Big  Pharma  outfits 
such  as  Merck  &  Co.  and  Pfizer  Inc.  If, 
how^ever,  management  can  realize  its  vi- 
sion this  time  around,  DuPont  wall 
emerge  a  very  different  company:  a  re- 
search-driven outfit  supplying  the  high- 
tech  and  agricultural  sectors. 


TRANSPORTATION 


Given  the  eco- 
nomic slow^down 
that  took  place 
even  before  the 
terrible  events  of 
September  11, 
few  industries 
were  hit  harder 
than  transporta- 
tion. That  only  makes  the  results  of 
Union  Pacific  (No.  138)  so  much  more 
impressive.  UP  managed  to  do  what  few 
companies  outside  hot  industries  were 
able  to  do:  make  more  money  in  a  de- 
pressed economy  than  it  did  the  year 
before.  Not  only  that — margins  jvmiped 
to  the  top  of  the  railroad  industry. 

How^  did  UP  do  it?  With  lower  fuel 
costs,  tighter  expense  controls,  and  an 
increasing  share  of  business  in  the 
unglamoroiis  but  profitable  area  of  haul- 
ing carloads  of  coal  and  grain.  In  fact, 
without  up's  coal  and  grain  business, 
carloads  in  the  foxirth  quarter  of  2001 
would  have  declined  2.6%  from  a  year 
earlier;  instead,  total  carloads  increased 
1.4%,  according  to  Thomas  Wadewitz, 
an  analyst  who  foUow^s  railroads  for 
Bear  Steams. 

What's  on  track  for  2002?  Bear 
Stearns  projects  better  earnings  for 
UP,  in  part  because  Wadewitz  thinks 
fuel  prices  will  remain  low.  More  im- 
portant: The  emergence  of  a  stronger 
economy  will  surely  help  this  cyclical 
industry  stav  on  track. 
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General  Motors' 
Corp.  (No.  331) 
new  slogan  may 
be  "Keep  Ameri- 

•  ■  'Kxsi^H  ■  ^^  Moving,"  but 
MLHB^N4p^bl  its  real  message 
^P  /  ^M  \  ^|H  is  Keep  Motown 
W/  i^^li  VH  Competitors  on 
^^  '  ^"  *  ^^  the  Run.  In  this 
case,  the  opponents  are  Ford  Motor 
Co.  and  DaimlerChrysler.  Beginning  in 
October,  2001,  when  GM  introduced  0% 
financing  for  buyers  and  extended  the  ] 
offer  until  the  end  of  the  year — follow- 
ing with  its  $2,002  rebate-per-vehicle 
offer — the  carmaker  has  shown  its  de- 
termination to  win  the  battle  for  mar- 
ket share. 

Although  GM  bested  earnings  expec- 
tations in  the  fourth  quarter  of  2001  and 
projected  better  results  for  2002,  in- 
vestors remained  skeptical.  For  years, 
the  auto  giant  has  promised  to  become 
more  competitive,  only  to  disappoint 
again  and  again.  The  surprise  this  year, 
though,  was  that  GM  delivered — and  then 
some.  Says  Scott  Merlis,  an  analyst  who 
covers  autos  for  Dresdner  Kleinwort 
Wasserstein:  "A  year  ago,  no  one  would 
have  believed  GM  could  make  money  in  a 
recession."  The  key  to  the  turnaround? 
Merlis  says  it's  a  more  profitable  mix 
of  trucks  and  sport-utility  vehicles,  a 
leaner  production  system,  and  hot  new 
models  like  the  Chevy  Avalanche. 

Of  course,  after  the  sales  runup  at 
the  end  of  2001,  industry  watchers 
wondered  if  there  were  any  buyers 
left.  The  good  news:  Americans  still  are 
buying  cars.  Seasonally  adjusted  sales 
rose  from  an  annualized  rate  of  15.8 
million  vehicles  in  January,  2002,  to 
16.7  million  in  February.  And  GM  sales 
in  that  same  month  were  up  8%,  with 
trucks  rising  a  robust  27%. 

Still,  the  North  American  car  Une 
needs  to  be  revamped.  European  car 
operations  are  in  the  red,  too.  And  there 
remains  the  matter  of  gm's  pension  and 
health-care  liabOities — $10  billion  at  last 
reckoning.  But,  says  Merlis,  if  Euro- 
pean operations  can  move  from  a  $600 
million  loss  to  $400  million  in  profits, 
and  if  GM  maintains  its  momentum  in 
trucks  and  boosts  the  car  line  in  the 
U.S.,  GM  can  earn  up  to  $10  per  share 
by  2005  and  carrj^  a  $90  share  price. 
ITiat's  up  about  50%  from  current  levels. 
By  Robert  J.  Rosenberg 
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Streaming  real  time  quotes. 

Quick  order  entry.  And  a  newfound  urge  to 

ring  a  bell  every  day  at  nine-thirty  and  four 

With  MarketCasfer,  you'll  feel  like  you're  a  trader. 
With  it,  you  hove  real  time  dote  like  streaming  quotes, 
day  change,  bid/osk  price  and  size,  volume  and 
more.  Which  means  you'll  be  equipped  to  capitalize  on 
the  opportunities  the  market  presents.  E*TRADE  Financial. 
More  of  what  you  need  to  stay  ahead  in  today's  economy. 
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When  you  stop  coming  up  with 

new  challenges,  we'll  stop  coming 
up  with  new  monitors. 


More  real-world  solutions  from  the  best-selling  brand  of  flat  panel  monitors. 

Today's  specialized  applications  demand  the  right  tools.  So  the  NEC  MultiSync® 
product  line  is  always  growing,  always  offering  better  ways  to  work.  You'll  find  high 
resolution,  flicker-free  viewing;  a  choice  of  colors;  touchscreen  and  protective 
glass  technologies;  flexible  integration  options;  and  models  that  afford  both 
landscape  and  portrait  viewing.  Even  the  industry's  first  full  line  of  thin-frame 
monitors  for  increased  versatility  in  multi-monitor  applications.  And,  unlike 
conventional  CRT  monitors,  flat  panel  technology  offers  space-saving  design 
and  60%  less  energy  consumption  for  long-term  efRciency. 


Innovation  continues  to  run  in  the  family:  from  Ambix^" 
digital/analog  dual  input  technology  that  ensures  long-term 
compatibility  to  XtraView+™  for  wide  angle  viewing  to 
OmniColor™  technology  for  precise  color  values.  All  the 
display  solutions  you  need — all  from  the  world's  largest  line 
of  flat  panel  monitors. 


Learn  more  at  www.necmitsubishi.com  or  call  888-NEC-MITS. 


1 


Our  innovative  line  ofthin-fram 
flat  panel  monitors  allows  you  t 
see  more  image,  less  frame. 


TM 


NEC  ranked  as  the  #1  flat  panel  monitor  branded  vendor  in  the  Stanford  Resource -iSuppli 
Flat  Panel  Monitrak'  Quarterly  Report,  Q2  'ol  MultiSync  is  a  registered  trademark,  and  Ambix. 
XtraView+,  and  OmniColor  are  trademarks  of  NEC-Mitsubishi  Electronics  Display  of  America,  Inc. 

©2002  NEC-Mitsubishi  Electronics  Display  of  America,  Inc. 
AH  rights  reserved.  Simulated  images  in  monitors. 
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AND 


Stocks 

Mutual 
Funds 


LOOKING  FOR  THE  BEST  WAY  TO 
DIVERSIFY?  YOU  MIGHT  TRY 


EXCHANGE-TRADED  FUNDS 

ith  stocks  finally  gaining  some  traction,  you 
may  be  thinking  about  getting  active  in  the 
market  again.  But  how?  Mutual  funds  have 
appeal,  but  expenses  can  be  high.  Picking 
stocks  is  hardly  the  slam-dunk  it  was  during 
the  bull  market.  After  all,  who  knows  what  company  is  the 

next  Enron  Corp.?  The  solution  just      growth  stocks — which  have  been  out 

of  favor  for  two  years — or  want  to 
stick  with  value  plays,  etfs  give  you  a 
simple  tool  for  putting  your  money  to 
work.  Likewise,  if  value  stocks'  supe- 
rior performance  in  2000  and  2001  has 
left  your  portfoUo  overexposed  to  that 


W' 


may  be  the  ex-change-traded  fund  (etf). 

These  securities  are  a  twist  on  the 
plain  old  index  fund.  Like  index  funds, 
etfs  offer  a  cheap,  simple  way  to  capture 
the  lion's  share  of  the  U.S.  stock  market. 
But  you  can  do  a  lot  more  with  etfs 
than  buy  and  hold  a  broad-based  index, 
such  as  the  Standard  &  Poor's 
500-stock  index.  In  fact,  more 
than  100  etfs  now  cover  every- 
thing from  the  entire  U.S.  stock 
market  to  specialized  niches,  such 
as  the  utilities  industry.  You  can 
take  etfs  abroad  as  well:  20  focus 
on  individual  countries,  with  a 
handful  spanning  regions,  such  as 
Europe  and  Latin  America.  Like 
stocks  and  unlike  mutual  funds, 
etfs  trade  on  stock  exchanges, 
and  you  can  buy  and  sell  them 
throughout  the  day  for  a 
conunission. 

If  you  are  bulHsh  on 


style,  you  can  rebalance  by  adding  a 
grow1;h-oriented  etf  to  the  mix. 

Want  to  sell  a  beaten-down  index 
fund  at  a  loss  to  reap  tax  savings?  Gk» 
ahead.  To  maintain  your  asset  allocation 
without  running  afoul  of  Internal  Rev- 
enue Service  restrictions  on  repurchases, 
buy  the  comparable  etf  as  a  replace- 
ment. "You're  buying  a  completely  dif- 
ferent ticker  symbol,  but  there's  a  98% 
correlation  to  the  original  investment," 
says  Thomas  Mench,  chairman  of  Mench 
Financial  Inc.  in  Cincinnati,  which  spe- 
cializes in  ETFS. 

If  the  small-cap  value  fund  you  have 
your  eye  on  has  received  so  much  new 
cash  that  you're  worried  the  manager 
might  run  out  of  good  investment  ideas, 
consider  ETFs 
instead.  Says 
Ross  Levin, 
president  of 
Accredited  Investors  Inc.  in  Edina, 
Minn.:  "ETFs  are  an  easy  way  to  stay  in- 
vested in  a  category." 

W^th  18  ETFS  devoted  to  value  and 
growth,  the  difficulty  is  finding  which 
are  right  for  you.  All  feature  low  ex- 
pense ratios  and  have  good  records 
when  it  comes  to  tracking  their  under- 
lying indexes  closely  and  keeping  trading 
costs  within  reason. 

Instead,  the  decision  about  which  to 
buy  comes  down  to  your  investment 
needs.  The  solution  is  simple  if  your 
goal  is  to  capture  the  entire  universe 
of  growth  or  value.  Indeed,  the  etfs 
based  on  the  Russell  3000  give  you  ex- 
posure to  virtually  all  of  the  stocks  with- 
in each  investment  style. 

The  choice  gets  trickier  if  you  drill 
down,  to  specific  niches.  Maybe  you 
missed  the  midcap  rally  of  the  past  two 
years.  To  fill  that  gap,  you  can  pick  an 
etf  based  on  the  MidCap  400  index 
maintained  by  s&P — which,  Uke  Busi- 
7iessWeek,  is  a  unit  of  The  McGraw-Hill 
Companies.  But  you  might  want  to  con- 
sider growth  and  value  etfs  based  on 
the  Russell  MidCap  index,  which 
includes  more  stocks  than 
its  s&P  counterpart. 
When  it  comes  to  the 
biggest  and  smallest 
stocks,  StreetTracks 
etfs,  which  follow  Dow 
Jones  indexes,  are  another 
way  to  go. 

Are  there  any  differ- 
ences? Indeed,  there  are, 
because    s&P,    Russell,    and 
Dow  Jones  all  define  growth 
and  value  differently.  That  means 
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;he  performance  of  index-based  ETFs 
liffers,  too.  In  2001,  the  gaps  were 
jspecially  wide,  with  the  ETF  track- 
ng  the  large-cap  s&P  500/Barra  growth 
ndex — called  the  iShares  s&P  500/Bar- 
•a  Growth— down  12.5%,  vs.  a  20.8% 
lecline  for  the  iShares  Russell  1000 
p-owth  ETF,  and  a  25.7%  fall  for  the 
streetTracks  U.S.  Large  Cap  growth 
5TF.  On  the  value  side,  the  results 
vere  reversed,  with  the  iShares  Rus- 
lell  1000  falling  6.2%,  the  StreetTracks 
J.S.  Large-Cap  value  off  6.3%,  and 
he  iShares  s&P  500/Barra  value  down 
.1.5%. 

There  are  several  reasons  for  the 
aps.  In  2001,  differences  in  the  way 
he  index  purveyors  define  growth  and 
'^alue  caused  s&P  to  categorize  several  of 
he  year's  worst  performers — ^JDS 
Jniphase  Corp.  is  an  example — as  value 
tocks,  while  Russell  and  Dow  Jones 
)ut  them  into  growth  indexes. 

When  sorting  growth  and  value,  all 
hree  indexers  start  by  ranking  stocks 
iccording  to  the  ratio  of  share  price 
0  book  value  (a  company's  assets  mi- 
lus  its  liabilities).  s&P  stops  there, 
lutting  stocks  with  high  price-book  ra- 


tios into  the  growth  camp  and  affixing 
value  labels  to  the  half  of  the  market's 
capitalization  with  low  p-b's.  Russell 
also  considers  analysts'  estimates  of 
each  company's  future  growth  rate, 
compiled  by  Thompson  Financial/First 
Call.  The  Dow  Jones  indexes  add  fac- 
tors including  past  and  projected  earn- 
ings growth  rates,  price-earnings  ra- 
tios, and  dividend  yields. 

With  s&P,  every  stock  is  put  into  ei- 
ther a  growth  or  value  index.  Russell,  in 
contrast,  allows  the  30%  of  stocks  that 
exhibit  tendencies  of  both  to  be  divided 
between  the  two.  But  Dow  Jones  ex- 
cludes stocks  that  fall  in  the  middle  from 
either  the  growth  or  value  indexes. 
That's  7%  of  its  large-cap  universe  and 
27%  of  small-caps. 

What  is  right  for  you  boils  downi  to 
which  index  best  meets  your  invest- 
ment objectives.  If  you  are  confident 
that  growth  is  ready  to  soar,  you  might 
pick  from  among  the  StreetTracks 
ETFs.  They  offer  the  most  exposure  to 
growth,  since  they  exclude  stocks  that 
display  value  characteristics.  However, 
if  growth  falls,  the  hybrid  names  in 
the  s&P  and  Russell  benchmarks  could 


prevent  the  ETFs  that  track  them  from 
tumbling  as  far. 

Packed  with  the  most  names,  the 
Russell  indexes  tend  to  be  more  diver- 
sified. The  Russell  2000  growth  index, 
for  example,  contains  1,244  small  stocks, 
vs.  221  for  s&p's  SmallCap  600/Barra 
Growth  Index,  and  370  for  the  Dow 
Jones  smaU-cap  growth  index.  However, 
there  is  a  disadvantage  to  having  more 
stocks.  As  the  benchmarks  are  updat- 
ed— once  a  year  for  Russell,  twice  an- 
nually for  s&P  and  Dow  Jones — ^the  Rus- 
sell indexes  can  experience  greater 
turnover.  That  can  trigger  a  tax  bill 
when  an  ETF  sells  a  winner,  although 
that  was  not  a  big  issue  in  2001,  since 
the  indexes  lost  ground. 

Russell's  indexes  also  generally  in- 
clude smaller  companies  than  those  that 
make  s&p's  and  Dow  Jones's  cutoffs.  As  a 
result,  when  small  stocks  outperform, 
the  Russell-based  ETFs  tend  to  also. 

TVue,  the  choices  among  ETFs  are  not 
simple.  But  compared  with  selecting  in- 
vestments from  among  thousands  of 
stocks  or  mutual  funds,  ETFs  are  a  rela- 
tively easy  way  to  invest. 

By  Anne  Tergesen 


THESE  FUNDS  GO  EITHER  WAY 


EXCHANGE-TRADED  FUND /SYMBOL 


ISHARES  RUSSELL  3000  GROWTH  INDEX  /  IWZ 
ISHARES  RUSSELL  3000  VALUE  INDEX  /  IWW 

ISHARES  S&P  500/BARRA  GROWTH  INDEX  /  IVW 
ISHARES  S&P  500/BARRA  VALUE  INDEX  /  IVE 

ISHARES  RUSSELL  1000  GROWTH  INDEX /IWF 
ISHARES  RUSSELL  1000  VALUE  INDEX  /IWD 

STREETTRACKS  U.S.  LARGE  CAP  GROWTH  INDEX /ELG 
STREETTRACKS  U.S.  LARGE  CAP  VALUE  INDEX  /  ELV 


ISHARES  S&P  MIDCAP  400/BARRA  GROWTH  INDEX  /  UK 
ISHARES  S&P  MIDCAP  400/BARRA  VALUE  INDEX  /  IJJ 

ISHARES  RUSSELL  MIDCAP  GROWTH  INDEX  /  IWP 
ISHARES  RUSSELL  MIDCAP  VALUE  INDEX /IWS 

ISHARES  S&P  SMALLCAP  600/BARRA  GROWTH  INDEX  /  IJT 
ISHARES  S&P  SMALLCAP  600/BARRA  VALUE  INDEX  /  US 


ISHARES  RUSSELL  2000  GROWTH  INDEX  /  IWO 
ISHARES  RUSSELL  2000  VALUE  INDEX  /  IWN 

STREETTRACKS  U.S.  SMALL  CAP  GROWTH  INDEX  /DSG 
STREEHRACKS  U.S.  SMALL  CAP  VALUE  INDEX /OSV 


COMMENTS 


With  one  investment,  you  get  virtually  every  growth  or 
value  stock. 

These  ETFs  split  the  S&P  500  into  growth  ana  value 
components — 147  stocks  are  in  growth,  353  in  value. 

With  these  funds,  you  get  mostly  large-cap,  but  some  mid- 
cap  exposure. 

These  ETFs  offer  the  purest  plays  in  the  growth  and 
value  sectors. 

These  indexes — like  all  of  S&P's — contain  a  smaller  number 
of  stocks  than  their  Russell  counterparts. 

Russell  takes  the  800  smallest  stocks  in  the  Russell  1000, 
then  splits  them  into  growth  and  value  indexes. 

S&P  requires  some  evidence  of  profitability,  so  its  indexes 
generally  avoid  profitless  startups. 

Among  small-cap  growth  and  value  indexes,  these  have  the 
largest  number  of  companies. 

Like  their  large-cap  brethren,  these  StreetTracks  ETFs 
offer  the  purest  plays  in  growth  and  value. 
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Creating  a 
better  work 
environment 
starts  with 
creating  a  better 


.1 


environment, 

Creating  a  better  work  environ- 
ment is  one  thing.  Creating  a 
better  lifestyle  is  quite  another. 
Indiana  has  the  best  of  all  worlds: 
a  pro-business  environment,  low 
cost  of  living,  cultural  attractions, 
world-class  universities,  cities  that 
are  safe  and  a  Mecca  for  sports 
enthusiasts!  So  the  next  time 
you're  looking  for  a  place  to 
create  jobs,  why  not  get  a  life! 
For  more  information,  click  on 
www.indianacommerce.com. 

^Indiana 

Be  in  a  state  of  progress 


GROWTH 


Your 


TOLERANCE 
FOR 


Risk? 


INVESTMENT  STRATEGIES  THAT 
KEEP  YOU  UP  AT  NIGHT  MAY  NOT 
BE  WORTH  A  PROMISING  RETURN 


If  canasta  is  your  idea  of  a  wild  time,  your  risk  tolerance 
may  be  lower  than,  say,  someone  who  juggles  chain- 
saws.  But  no  matter  how  many  chances  you  take  in 
your  everyday  life,  you  have  to  be  aware  of  your  tol- 
erance for  financial  risk  if  you  want  to  become  a  suc- 
cessful investor. 


tickets  or  cheese  futures — rarely  pay  off 
enough  to  compensate  for  losses.  Very 
low-risk  strategies,  such  as  passbook 
savings  accounts,  nearly  always  lose  out 
to  inflation. 

How  can  you  figure  out  your  appetite 
for  risk?  NASCAR  drivers  aren't  neces- 
sarily more  aggressive  investors  than 
backgammon  champs,  says  Richard 
Thaler,  professor  at  the  University  of 
Chicago.  Investors  often  have  different 
risk  levels  for  different  investment  ob- 
jectives. "I  might  have  one  risk  tolerance 
for  my  children's  education  fund  and  an- 
other for  my  pin  money,"  Thaler  says. 

You  might  also  take  more  risks  vdth 
your  earnings  than  with  your  principal. 
Suppose  you  went  to  a  casino  with  $500 
and  won  $200. 


BusinessWeek 


tUSA 


SPECIAL  REPORT 


Sticking  with  a  long-term  investment 
plan  is  the  key  to  being  a  long-term 
winner.  It's  best  not  to  own  investments 
that  scare  you  witless,  because  you'll 
probably  sell  at  the  first  sign  of  trou- 
ble— and  at  a  loss. 

Analysts  have  identified  numerous 
categories  of  financial  risk.  Market  risk  is 
the  chance  that  the  entire  stock  market 
win  go  dov^Ti,  dragging  your  stocks  or 
funds  with  it.  There's  event  risk,  which 
is  the  possibility  that  something  dreadful 
will  happen  to  the  company  whose  stock 
you  own.  Opportunity  risk  means  that 
you  could  have  done  something  smarter 
with  your  money. 

In  general,  financial  risk  refers  to 
the  possibility  of  losing  money  be- 
cause an  investment  declines  in  value 
or  gets  bested  by  inflation.  The  more 
risk  you  take,  the  greater  your  pos- 
sible payoff — ^within  reason.  For  ex 
ample,  stocks  usually  return  more 
than  ultrasafe  Treasury  bills  or 
bonds  over  periods  of  15  years  or 
more. 

You  can  find  exceptions  on 
both  ends  of  the  risk  spectrum. 
Very  high-risk  plays — lottery      ^jijx* 


Most  people 
would  not 
mind  taking 
risks  with  their  $200  winnings  because 
they  don't  consider  it,  in  gambling  par- 
lance, house  money.  "Many  investors  in 
2000  felt  they  were  gambliiag  viith  house 
money,"  Thaler  says.  They  don't  feel 
that  way  anymore. 

Researchers  disagree  about  the  best 
way  to  measure  risk.  One  common 
method  is  standard  deviation,  which  ex- 
amines how  much  an  investment's  price 
swings.  The  higher  the  standard  devia- 
tion, the  more  volatile  the  investment. 
For  example,  the  Bond  Fund  of  Ameri- 
ca, which  invests  mainly  in  corporate 
bonds,  has  a  standard  deviation  of  3.83, 
according  to  Momingstar  Inc.,  the  mu- 
tual-fund tracker.  Meanwhile,  Fidelity 
Select  Electronics,  a  technologj'^  fund, 
has  a  standard  deviation  of  64.84.  You 
don't  have  to  be  a  statistician  to 
grasp  that  the  tech  fund  is  much 
^  more  volatile  than  the  bond  fund. 
m  Financial  economist  William 
Sharpe,  a  Nobel  laureate,  sug- 
gests looking  at  risk  in  an  en- 
tirely different  way.  Forget  the 
day-to-day  market  fluctuations. 
For  most  investors,  the  great- 
est risk  is  not  having  enough 
money  to  meet  their  goals. 
Employees  with  401(k) 
plans,  for  example,  want 
to  know  the  odds  that 
they  will  have  enough 
money  to  retire.  One 
answer  Hes  with 
Monte  Carlo  analy- 
sis, named  for  the 
famous  casino.  This 
method  looks  at 
the  historical  be- 
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havior  of  various  investments  over  long 
periods  of  time  and  tries  to  determine 
your  odds  of  reaching  a  goal.  You  can 
run  your  portfolio  through  various 
Monte  Cai-lo  scenaiios  at  Sharpe's  Web 
site,  ww'^v.ftnancialengines.com,  for  a  fee. 
Once  you  deteraiine  your  risk-taking 
comfort  level,  you  can  form  an  invest- 
ment sti-ateg}'  that  suits  your  long-term 
needs.  We  asked  John  Rekenthaler,  pres- 
ident of  Momingstar  Online  Ad\ice,  to 
create  sample  portfolios  for  consen'a- 
tive,  moderate,  and  aggressive  investors 
(table).  Rekenthaler's  aggressive  port- 
folio is  100%  stock  and  is  geared  toward 
investors  who  don't  need  to  tap  their 
savings  for  at  least  10  years.  The  mod- 
erate fund  adds  a  30%  position  in  bonds, 
which  often  rise  when  stocks  fall  and 
pro\ide  a  cushion  against  losses.  The 
conser\'ative  portfolio  puts  just  40%  in 
stocks,  with  the  rest  in  bonds. 


After  determining  the  asset  alloca- 
tions, Rekenthaler  divvied  up  each 
portfolio  into  investment  subcategories. 
In  the  aggressive  portfoUo,  he  put  30% 
into  two  growth  funds — White  Oak 
Gro\^i;h,  a  large-company  fund,  and 
Bogle  Small-Cap  Gro\nh.  Growth 
funds  are  volatile  but  can  pay  off  in 
the  long  term.  The  conservative  port- 
foUo is  weighted  toward  value  funds, 
which  look  for  stocks  of  companies 
whose  prices  are  low  relative  to  earn- 
ings or  book  value.  Many  are  beaten- 
up,  unloved  stocks  that  can  be  less 
volatile  than  growth  stocks. 

Rekenthaler  salts  all  three  portfoUos 
with  international  funds  for  extra  di- 
versification. About  half  of  all  stocks 
are  traded  abroad.  International  hold- 
ings, when  mixed  ^\'ith  U.  S  funds,  can 
sometimes  reduce  a  portfoUo's  volatil- 
ity. Master's  Select  International,  in 


FINDING  THE  RIGHT  MIX 

Once  you've  determined  your  risk  tolerance,  you  can  start  assembling  a  portfolio. 
John  Rekenthaler,  president  of  Morningstar  Online  Advice,  put  together  portfolios 
for  aggressive,  moderate,  and  conservative  investors. 


ALLOCATION 


5-YR   Ave.  ANNUAL  RETURN 


AGGRESSIVE:  100%  STOCKS 
35%  IN  LARGE-CAP  BLEND 
20%  IN  FOREIGN 
15%  IN  SMALL-CAP  VALUE 
15%  IN  SMALL-CAP  GROWTH 
15%  IN  LARGE-CAP  GROWTH 

MODERATE:  70%  STOCKS,  30%  BONDS 

25%  IN  LARGE-CAP  BLEND 

15%  IN  FOREIGN 

15%  IN  SMALL-CAP  BLEND 

15  IN  LARGE-CAP  GROWTH 

20%  IN  INTERMEDIATE-TERM  BONOS 

10%  IN  HIGH-YIELD  BONDS 

CONSERVATIVE:  40%  STOCKS,  60%  BONDS 

15%  IN  LARGE-CAP  BLEND 

10%  IN  LARGE-CAP  VALUE 

7.5%  IN  SMALL-CAP  BLEND 

7.5%  IN  FOREIGN 

25%  IN  INTERMEDIATE-TEF 

25%  IN  INTERMEDIATE-TER^ 

10%  IN  HIGH-YIELD  BONDS 


■— ^ 


VANGUARD  TOTAL  STOCK  INDEX 

9.0% 

MASTERS  SELECT  INTERNATIONAL 

10.0** 

THIRD  AVENUE  VALUE 

12.3 

WASATCH  ULTRA  GROWTH 

17.8 

WHITE  OAK  GROWTH 

8.9 

VANGUARD  TOTAL  STOCK  INDEX 

9.0% 

TWEEDY,  BROWNE  GLOBAL  VALUE 

12.5 

WESTPORT  SMALL  CAP 

22.6** 

HARBOR  CAPITAL  APPRECIATION 

11.3 

METWEST  TOTAL  RETURN 

6.8** 

T.  ROWE  PRICE  HIGH  YIELD 

4.8 

VANGUARD  500  INDEX 
SELECTED  AMERICAN  SHARES 
^  ROWE  PRICE  SMALL  CAP 
.VEEDY  BROWNE  GLOBAL  VALUE 
RBOR  BOND 
IE  &  COX  INCOME 
NOh   -lEAST  INVESTORS 


Da:;  V 


"  d:v'dends  a- 


■-.  ta>es  throuE' 


the  aggressive  portfolio,  has  a  larger 
growth  component  than  Tweedy 
Browne  Global  Value  (which  can  also 
invest  in  U.S.  stocks)  in  the  moderate 
and  conservative  mixes. 

Bond  ftmds,  too,  vary  according  to 
risk.  The  least  risky,  such  as  the  con- 
servative portfolio's  Dodge  &  Cox  In- 
come Fund,  invest  in  short-term  bonds 
issued  by  the  U.  S.  government  or  com- 
panies with  top  credit  ratings.  More  ag- 
gressive funds,  such  as  T.  Rowe  Price 
High  Yield  in  the  moderate  mix,  choose 
among  issues  with  low  credit  ratings, 
which  adds  jield — and  risk  that  compa- 
nies can't  pay  their  debts. 

When  you're  picking  mutual  funds, ; 
don't  be  intimidated  by  the  thousands 
available.  If  you  look  for  funds  open  to 
small  investors  that  have  a  five-year 
track  record  and  no  sales  charge,  you're 
down  to  about  390.  Choose  fimds  in  the 
top  25%  of  their  investment 
category  over  the  past  five 
years,  and  the  field  narrows 
to  100. 

Aggressive  investors  should 
favor  small,  nimble  funds.  For 
example,  Wasatch  Ultra 
Growth  has  $226  million  in  as- 
sets— a  peanut  compared  with 
the  most  popvdar  mutioal  fimds. 
Cautious  investors  will  want 
larger,  more  conservative 
funds.  The  Vanguard  500  In- 
dex in  Rekenthaler's  conserva- 
tive portfolio  tracks  the  largest 
U.S.  stocks  and  has  no  small- 
stock  component.  The  $3.1  bil- 
lion T.  Rowe  Price  Small-Cap 
holds  more  stocks  than  $244 
million  Westport  Small  Cap, 
which  reduces  its  volatility. 
Why  are  both  Harbor  Bond 
and  Dodge  &  Cox  Income  in 
the  conserx'ative  portfolio?  Har- 
bor is  a  bit  more  aggressive — 
for  a  bond  fimd,  that  is. 

No  matter  what  your  risk 
tolerance,  the  basic  relationship 
between  risk  and  rew^ard  still 
stands.  If  you  want  safety, 
you'll  pay  through  lower  re- 
turns. If  you  want  high  re- 
turns, you  must  be  wilting  to 
get  clobbered  from  time  to 
time.  When  investors  vmder- 
stand  risk,  they  realize  that 
their  desired  rate  of  return  re- 
quires taking  at  least  some 
chances. 

By  John  Waggoner, 
USA  Today 


9.5% 
11.7 
12.9 
12.5 

8.0 

7.7 
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The  hp  omnibook. 

Fully  loaded/ 

yet  totally  mobile. 


For  a  limited  time,  get  an  HP  Omnibook  at  a  price 
thaf  s  ready  to  move.  The  Omnibook  is  fast  and  powerful, 
featuring  a  Mobile  Intel®  Pentium®  III  processor  -  M. 
And  Omnibook  is  your  best  value  in  notebooks,  v/ith 
a  large,  clear  display  and  a  pov/erful  battery  that 
allows  you  to  cruise  for  up  to  four  hours  without 
recharging.  But  if  you  want  an  Omnibook  at  this 
incredibly  low  price,  don't  delay  -  they're  going  fast. 


C^^ 


invent 


® 


hp  omnibook  xe3  -  Mobile  Intel®  Pentium*  III 
processor  -  M  1 .06GHz,  14-inch  XGA  TFT  display, 
512MB  SDRAM,  20GB  HDD,  8x  Max-speed  DVD- 
ROM,  Microsoft*  Windows*  XP  Professional  edition.^ 
Microsoft®  Windows*  2000  recovery  CD  included. 

F3467JT     1/3  W  You  save  $100 j 

omnibook  xt6050  -  Mobile  Intel®  Pentium*  III 
processor  -  M  1 .06GHz,  14-inch  XGA  TFT  display, 
256MB  SDRAM,  30GB  HDD,  8x  Max-speed  DVD-j 
ROM,  Microsoft*  Windows*  XP  Professional  edition. 
Microsoft*  Windows*  2000  recovery  CD  included. 

F4511JT^l/099 


HP  PCs  use  genuine  Microsoft  Windows 
www.microsoft.com/piracy/howtotell 


You  save  $1001 


Register  to  ^n 

an  HP  Jornada  Pocket  PC. 

Visit  ^^f^.hp.com/go/bizsku57 


Hurry,  offer  ends  soon. 


Save  now!  Call  1.800.256.5346/  contact  your  local  reseller,  or  visit  www.hp.com/go/bizsku57 

Price  is  estimated  street  price.  Actual  price  may  vary.  Photographs  may  not  accurately  represent  exact  configurations  priced.  Offer  good  only  In  the  U.S.  Offer  expires  April  30,  2002. 
Intel,  Intel  Inside,  the  Intel  Inside  logo,  Pentium  and  Celeron  ore  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Microsoft  and 
Windows  are  either  registered  trademarks  or  trademarks  of  the  Microsoft  Corporation  in  the  United  States  ond  other  countries.  ©2002  Hewlett-Packard  Company.  All  rights  reserved. 


THE    BARKER 


PORTFOLIO 


BY  ROBERT  BARKER 


! 


EVEN  A  FOOL 
COULD  SEE... 


LESSONS 

OFTHE 

BEAR 

MARKET: 

MANY 

MISTAKES 

COULD 

HAVE  BEEN 

AVOIDED 


It's  comforting,  I  suppose,  to  imag- 
ine that  harsh  experience  is  al- 
ways an  effective  teacher.  If  so, 
then  the  bear  market,  v^hich  in  the 
past  tv^o  years  has  lopped  25%  from 
the  Standard  &  Poor's  500-stock  in- 
dex and  no  less  than  64%  from  the 


cuius  offered  by  shares  in  Whirlpool,  Deere,  anc 
Phillips  Petroleum.  By  focusing  on  unloved  stocks 
the  fund  has  beaten  the  market  over  the  past  1,  3 
5,  10,  15  and  20  years — always  at  below-markei 
risk.  Not  every  dowdy  stock  pays  off.  Dodge 
Cox  also  owmed  Kmart  Corp.  But  buy  a  glamoui 
stock,  *and  prepare  to  pay  for  it  long  after  tht 
glamoiu"  is  gone. 

That  is  no  secret.  None  of  the  Qualcomms 
nor  the  shenanigans  by  shameless  insiders  a> 
Enron  Corp.,  nor  even  one  bit  of  the  humar 
frailty  behind  the  bear  market  would  have  sur 
prised  Jesse  Livermore.  He  is  best  known  as 
the  street-smart  trader  profiled  in  Reminiscencei 
of  a  Stock  Operator,  the 
1923  investment  classic 
that  was  republished  in 
1994.  Livermore  knew 


BusinessWeek  I  ^ 


SPECIAL  REPC 


well — and  freely  shared — what  has  only  dawnec 
recently  on  legions  of  today's  investors.  "The 
Nasdaq  Composite  Index,  should  be  awarding  in-  pubhc  always  wants  to  be  told,"  the  book  says; 
vestors  PhDs  in  Lossology.  Yet  precisely  what  "But  while  the  insider  might  tell  the  big  plimgei 
has  this  bear  market  taught?  The  other  day,  the  right  time  to  buy,  you  can  bet  he  wUl  nevej 
someone  asked  me  for  my  thoughts  on  that,  and  tell  when  is  the  time  to  sell."  After  many  years 
through  some  innately  hopeful  reflex  I  set  out  of  experience,  and  several  fortunes  won  and  lost, 
to  enimierate  the  lessons:  1)  Diversify.  2)  Under-  Livermore  concluded:  "No  man  can  consistently 
stand  the  risks  in  your  portfolio.  3)  Don't  get  and  continuously  beat  the  stock  market." 
greedy.  4)  Never,  ever  invest  on  a  hot  tip.  But  all  Livermore  assiduously  studied  his  bltmders,  a 

the  whUe,  one  annoying  thought  kept  creeping     habit  that  the  serious  investors  among  us  today 
up  on  me:  We  knew  all  of  this  already.  also  are  cultivating.  One  of  them  is  Xiaolin  Wu,  s 

Or  we  should  have.  ^^^^^^^^^^^^^^^^^^^^^^^^^^^_  44-year-old  native  of  Chi- 
Even  those  too  young  to  ^^^^^^^^^^I^^^V^^^^^^^^^^H  ^^  ^^^  immigrated  tc 
recall  the  last  truly  vi-  ^^^^^^^^^^^V^^^^^^^^^^^^^H  Canada  in  1984,  Uves  is 
cious  bear  market — the  ^^^^HII^^h  ^^•^;  ^IPH^^^^^P  New  Jersey,  and  works 
Nixon-OPEC  collapse  of     ^^^^^^^^^B       j  sBt  ^Sk     3S  a  consultant  and  com-: 

1973-74,  a  48%  plunge —     ^^^^^Hli^^^^fl^^^lW  ^  ^>^^B     puter-science  professoi 

had  every  chance  to  get     ^^^HP^   ^^^^^^J^^L.     /  ^^^^    ^3     ^^  Polytechnic  Universi^ 
smart.  Back  in  Decem-     ^^^^        ^^^^^B^^^Ks    -'  ''' K-     (■     ty  in  Brooklyn,  N.Y. 
ber,  1996,  when  Federal     ^^^^m^^^^^^^^^^^^^HKlIIBJmS^H  ^^  much     chai 

Reserv'e  Chairman  Alan  ^m^k  ^^^^^^^^^^^^^Bn^n^f^^l  grined.  First,  he  lost  bi^ 
Greenspan  mused  about  |p^'I«rM^^^^I^^^^^^^B4s  pS^-^l  betting  on  Asian  stocli 
"irrational  exuberance,"  HK|<^^^^^^^^^^^^^^K^  IV  li^^l  funds  in  1997,  right  be 
he  flashed  a  yellow  light.  ■KlM^flH^^^^^^^^^^lbHnB^B  ^^^^  ^^^  region's 
He  was  early,  but  he  ^^^^E^^^B^^^^^^|^9^^2S^S  nomic  meltdown.  Mor^ 
was  right.  Three  years  ^^^^^B^^B  ^^^^^^■■SSSj^^HHl  recently,  after  down-t 
analyst's  loony  ^^^^^^^^^H  J^^^^^^^^I^^^^^^^H  drafts  in  such  stocks  aa 
shares  in  ^^^^^^^^^8  ^^^^^^^^^^^^^^^^B  Enron,  he  plunged  iiii 
Qualcomm  Inc.  flying  to  B^^^^^^^^^  ^^I^^IH^^^I^^^B  figuring  he  was  grabbing 
185  from  89  in  21  trad-  g^^«B^^^^^  ^^^^^^^^^^^^^B^^S  shares  in  solid  companies 
ing  days.  Common  sense  j^j^^^p^^^^^  aH^^^^^^a^BiSS!  ^^  bargain  prices.  Am 
was  all  anyone  needed  other  bundle  gone.  Wa 

to  see  the  truth:  The  market  in  many      EXPECT  TROUBLE:  is  galled  by  the  deceitful  accoimtingi 

leading  stocks  had  come  unhinged.      Wu  now  plans  for  the      but  mostly  he  just  feels  humiliated  fot 
Qualcomm  now  trades  near  43.  worst-case  scenario        getting  suckered.  "It's  hard  to  be  ob<  \ 


Lessons  of  the  bear  market?  To  me, 
it's  more  honest  to  see  them  as  mistakes  that 
anyone  could  have  avoided.  Many  people  did, 
putting  theu'  money  in  such  stodgy  mutual  funds 
as  Dodge  &  Cox  Stock  Fimd.  While  fools  chased 
Qualcomm,  Amazon.com,  and  Cisco  Systems, 
Dodge  &  Cox's  investment  committee  felt  com- 
pelled by  the  much  more  certain  investment  cal- 


jective,"  he  said.  "When  everyone  talla 
about  a  V-shaped  recovery,  you  want  to  beUeve4 
stocks  wall  reboimd. 

Livermore  would  have  advised  Wu  instead  tq. 
expect  more  trouble.  Unhappily,  that's  a  lessoii 
many  of  vis  have  had  to  swallow  from  harsh  expe^i 
rience.  "Once  you  are  humbled,"  Wu  told  me,  "tl 
next  time  you  \\tI1  believe  in  the  worst  case." 
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The  hp  PC. 

Filled  to  the  rim 

vN^ith  manageability. 


For  a  limited  time,  get  an  HP  e-PC  or  Vectra  desktop 
computer  at  a  refreshing  price.  Easy  to  manage  and 
support,  HP  business  PCs  have  a  lower  total  cost  of 
ownership  than  many  other  computers.  And  the  Intel® 
Pentium*  4  processor  and  128MB  of  SDRAM  give  you 
the  power  and  performance  you  demand.  But  if  you 
want  a  smart,  powerful  HP  PC  at  a  great  price,  don't 
delay  -  this  is  one  of  HP's  hottest  deals  ever. 


hp  e-pc  -  Intel®  Pentium*  4  processor  1.7GHz, 
1 28MB  SDRAM,  20GB  IDE  HDD,  24x  Max-speed 
slim  CD-ROM,  Integrated  ATI  Rage  Pro  128  {16MB), 
Microsoft®  Windows*  XP  Professional  edition  -i- 
Windows*  2000 


A7652T 


$979 


invent 


HP  PCs  use  genuine  Microsoft  Windows 
www.microsoft.com/piracy/howtofell 


hp  vectra   vl420  -   Intel®  Pentium®  4 
processor  1.8GHz,  256MB  SDRAM,  20GB  Ultra 
ATA/100  HDD,  48x  Max-speed  CD-ROM,  ATI  Rage 
128  ULTRAi32MB),  Microsoft*  Windows*  XP 
Professional  edition  +  Windows*  2000 

A8386T       lUW 

Register  to  >vin 

an  HP  Jornada  Pocket  PC. 

Visit  ^^^^.hp.com/go/bizsku57 

Hurry,  offer  ends  soon. 


f  Save  now!  Call  1.800.^6.5346/  contact  your  local  reselleivor  visit  www.h^ 

Price  is  estimated  street  price.  Actual  price  may  vary.  Monitor  not  included.  Photographs  may  not  accurately  represent  exact  configurations  priced.  Offer  good  only  in  the  U.S.  Offer  expires 
April  30,  2002.  Intel,  Intel  Inside,  the  Intel  Inside  logo,  Pentium  and  Celeron  ore  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Microsoft 
and  Windows  are  either  registered  trademarks  or  trademarks  of  the  Microsoft  Corporation  in  the  United  States  and  other  countries.  ©2002  Hewlett-Packard  Company.  All  rights  reserved. 
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Protecting  Growth 

The  Business  Case  for 


i 


In  ever)'  industry,  when  corporations  look  in  the  mirror  or  out  into  the 
marketplace,  they  no  longer  see  mostly  white  men  in  gray  suits,  but  a 
world  where  differences  are  multiplying  as  the  world  shrinks. 

The  typical  consumer  is  changing.  The  composition  of  the  American 
workforce  is  changing.Tlie  marketplace  has  gone  global  and  isn't  going 
back  home  again. 

Tlie  fundamentals  of  the  business  case  haven't  changed  except  to  grow 
more  compelling.  Benchmarking  has  shown  that  company  diversity 
raises  marketing  opportunities;  increases  creativity  and  innovation; 
enhances  recruitment  and  retention;  boosts  productivity;  ups 
shareholder  value;  deepens  customer  loyalty;  increases  employee 
commitment  and  morale. 

There's  a  new  grasp  of  minorit}'  buying  power.  New  insights  about 
micro-inequities  and  subtle  discrimination.  An  emerging  inclusivity 
movement  to  bring  everyone  to  the  diversit}'  table. 

Cranny  corporations  know  that  to  champion  diversity'  is  to  rise  with 
change  and  run  with  it— and  lead  the  field. 


r_ 


Surpassing  the  Slowdown:  Diversity 
Buying  Power  Now 

No  matter  how  complex  business 
gets,  it  will  always  be  a  game  of  suppfy  and 
demand.  And  right  now,  right  here  at 
home,  diversity  markets  remain  the  best 
gro\\th  opportiuilt)'  around.  After  all.  that's 
where  the  new  money  is— and  will  be. 

Check  the  numbers.  Minorit)'  buying 
power  has  nearly  doubled  since  1990— and 
is   growing   65%   faster   than   U.S. 
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People  with  disabilities  are  another 
segment  with  a  compelling  purchasing 
presence.  According  to  the  SmaU  Business 
Administration  and  the  Golden  Hills 
Organization,  the  disabled"-  wield  an 
aggregate  income  over  Si  trillion  today. 
And  they  are  highly  motivated  to  spend 
in  quahty-of-life  industries  such  as 
travel,  entertainment,  clothing,  and 
computers— which  really  need  them 
right  now. 


U.S.  Minority  Buying  Power 
1990  vs.  2001 
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buying  power  overall.  African-Americans, 
Asian-Americans,  Hispanics,  and  American 
Indians  control  nearly  $1.3  trillion,  up 
from  S647  billion  a  decade  ago,  according 
to  the  Selig  Center  for  Economic  Growth. 
Minorit}'  purchasing  power  is  headed 
upward  of  $2  trillion  by  2015,  and  $3 
trillion  by  2030,  says  a  Minorit}'  Business 
Development  Agency  report.  In 
addition,  while  spending  grew  64% 
between  1990  and  2001  for  whites,  that  of 
Asian-Americans  surged  125%;  of  Hispanics 
increased  1 18%;  and  of  African-Americans 
rose  85%. 

Gay  and  lesbian  consumers  also  wield 
growing  market  muscle.  "They  spend 
three  times  what  the  average  straight 
person  spends,"  notes  Edie  Fraser,  president 
of  the  Businesswomen's  Nerwoik  and  Best 
Practices  in  Diversit}-.  By  2004,  their 
buying  power  will  top  Si 00  billion. 


And  never  underestimate  the 
purchasing  power  of  a  woman.  American 
women  are  the  most  powerful  economic 
force  on  the  planet,  controlling  an 
astonishing  S5.2  trillion. Women  purchase 
82%  of  all  products  and  services,  including 
80%  of  aU  health  care,  75%  of  all  OTC 
drugs,  and  51%  of  all  cars. 

Companies  know  their  customers 
are  diverse.  "At  Ford,"  says  Rosalind  Cox, 
manager  of  diversit}'  and  worklife  planning, 
"we  know  that  we  must  value  and  imder- 
stand  our  worldwide  customers  if  we  are 
to  create  products  that  will  delight  them. 
Building  a  di\'erse,  talented,  and  committed 
workforce  is  key  to  our  success."  Similar 
thinking  prevails  at  the  McGraw-Hill 
Companies.  "To  meet  our  aggressive 
growth  goals,"  says  Barbara  Maddock, 
executive  vice-president  of  organizational 
effectiveness,  'our  employees  must  reflect 


the  increasingly  diverse  backgroimds  and 
traditions  of  the  markets  we  serve." 

"The  numbers  on  buying  power 
absolutely  make  the  business  case," 
notes  Fraser,  "and  CEOs  in  ever}'  industry 
are  definitely  getting  the  message." 

Enlightened  Evolution:  Simple  Steps 
Can  Promote  Diversity  Throughout  an 
Organization 

Yes,  diversit}'  markets  control  more 
purchasing  power  than  ever  before.  Anc 
lately  some  women  and  people  of  coloi 
have  risen  to  high-profile  jobs  as  CEOs  anc, 
economic  experts.  Yet  diversit}'  at  the  top 
remains  the  exception,  not  the  rule. 

Some  fault  skill  gaps;  others  see  prob 
lems  in  the  pipeline.  But  a  new  focus  i? 
on  "micro-inequities"  and  subth 
discrimination,  those  everyday  actj 
of  exclusion,  devaluation,  an( 
discouragement  that  push  divers* 
employees  down— or  out.  Seen  singly 
these  acts  might  appear  trivial.  But  viewec 
systemically,  they  are  the  workinj 
conditions  that  can  make  or  break  careen 
and  company  performance. 

Micro-inequities  are  so  woven  intt 
organizational  cultures  that  they  appea 
unbiased— if  they  are  discerned  at  all 
They  can  reside  in  imspoken  compan* 
norms,  like  assessing  job  performanct 
based  on  "face  time"  rather  thai 
productivity  and  quality— whicl 
disadvantages  working  parents.  Or  the: 
can  be  embedded  in  such  seemingl. 
bias-free  practices  as  the  use  of  brief  fir? 
inter\'iews  for  recruitment,  which  cai 
encourage  interviewers  to  rely  on  fin 
impressions  and  likeness  to  themselve 
in  hiring  decisions. 

The  revolutions  that  brought  divers 
t}'  into  the  workplace  won't  do  it  this  time 
says  a  recent  Harvard  Business  Reviet 
article.  Rather,  argue  co-authors  Debt 
Meyerson  of  Stanford  Business  Scho( 
and  Joyce  Fletcher  of  Simmons  School  ( 
Management,  a  "small  wins"  approach  ca, 
whittle  away  barriers— without  triggerin 
backlash  or  resistance. 

There  is  no  standard  formula  for 
small  wins  approach,  but  there  are  benefi 
that  apply  across  the  board.  For 
thing,  small  wins  arise  readily  and  can 


In  the  business  of  helping  people, 

you've  got  to  give  the  performance  of  a  lifetime,  every  day. 


At  Pfizer,  it's  our  passion  for  what  we  do  that 

made  us  the  world's  leading  pharmaceutical  company. 

It's  also  due  to  our  belief  in  working  with  and 

recruiting  exceptional  people  with  diverse  backgrounds 

and  experiences.  We  know  the  only  way  to  attract  the  best 

people  is  to  offer  them  a  fulfilling  working  experience  with 

boundless  opportunities.  Perhaps  that's  why  Fortune®, 

Working  Mother  and  Hispanic  Magazine  have  consistently 

placed  us  on  their  "Top  100  Companies  To  Work  For"  lists. 

Want  to  learn  more  about  us?  Then  we'd  like  to  learn 

more  about  you.  Visit  us  at  pfizer.com  to  find  out 

how  we  can  help  each  other. 


Life  is  our  life's  work. 

www.pfizer.com 
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put  into  action  easily.  Plus,  say  Meyerson     profitable,  shareholder-value-driven, 
and  Fletcher,  "Small  wins  have  a  way  of     global  company." 

snowballing.  One  small  change  begets  And  it  makes  good  business  sense, 

another,  and  eventually  they  add  up  to  a     too.   "The  unique  combination  of  talents, 
whole  new  system."  experiences  and  perspectives  of  each 

employee  drives 
our  business  suc- 
cess," adds  Ivy 
Latimer,  Director  of 
EEO  and  diversity" 
initiatives  of 
McGraw-Hill. 
"At  Pfizer",  adds 
Karen  Katen,  presi- 
dent of  the  U.S. 
Pharmaceuticals 
Group,  "we  believe 
that  an  actively 
diverse  workforce 
is  better  able  to 
solve   complex 
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Inner  Strength:  The  New  Inclusive 
Work  Environment 

Corporate  diversity  has  been 
growing— as  an  idea  as  well  as  a  business 
imperative.  Today,  it's  about  even  more 
than  leveling  the  playing  field  for  those 
who  haven't  had  their  fair  share 
of  opportunit}^  in  the  past.  It's  about 
rethinking  the  ways  we  work  to  get  the 
most  out  of  everyone. 

Diversity  has  become  a  more  inclusive 
initiative.  At  Pfizer,  for  instance, 
'Diversit)'  is  tmder stood  in  its  broadest 
sense:  diversity  of  thought,  of  experience, 
and  of  background,"  comments  Helen 
Lang  Suskin,  vice  president  for  global 
market  analytics.  "GM's  long  commitment 
to  diversity,"  notes  Rod  Gillum,  vice 
president  for  corporate  relations  and 
diversity,  "has  focused  on  expanding 
the  definition  beyond  race  and  gender 
to  the  many  dimensions  involved  in 
this  area." 

That  expansive  definition  makes  good 
sense  since  it  helps  unify  a  company 
workforce.  All  employees,  no  matter 
what  their  background,  life  stage,  situation, 
or  position,  share  a  common  interest 
in  company  success.  "No  matter  where 
we  live  and  work,"  explains  Joginder 
Singh,  Ford's  director  of  business 
strategy,  "there  are  common  threads  that 
unite  us.  We  all  want  Ford  to  be  a 


business  problems  as  well  as  meet  the 
needs  of  individual  customers." 

Plus,  inclusivity  helps  companies 
leverage  assets  alread>'  in  the  organization. 
GM's  new  global  Center  of  Expertise  on 
Diversity  and  Growth  Markets  "is  yielding 
an  understanding  of  the  needs  and 
life  stage  triggers  of  individual  groups," 
says  executive  director  Judy  Hu,  "that 
can  tap  into  cultural  nuances  relevant 


under   the   diversity  umbrella,  too 
Work-family  balance,  a  top  diversity  area,! 
for  example,  is  seen  by  most  as  a  woman's' 
issue.  Yet   the   Families   and  Work 
Institute's  recent  National  Study  of  the 
Changing  Workforce  found  virtually  no 
difference  between  women  and  men  in 
levels  of  stress  over  parental  versus 
professional  commitments.  A  recent  study 
by  the  Radcliffe  Public  Poliq'  Center 
found  that  for  young  men,  this  diversity 
area  is  a  critical  job  characteristic— even 
more  important  than  money,  power,  or; 
prestige.  "Men  have  been  saying  that  for 
years,"  notes  Dr.  Michael  Kimmel,  author  of 
Manhood  in  America  and  The  Gendered^ 
Society,  and  an  international  consultant  onj 
men  in  organizations.  "What's  new  is  tha^ 
men  are  beginning  to  walk  their  talk.  The; 
want  balance,  and  some  are  embracin] 
diversity  in  order  to  achieve  it." 

By  emphasizing  common  ground  ani 
equal  opportunity  for  all,  inclusive  diversityi 
leverages  the  immense  talent  an^ 
experience  storehouse  in  majority  mali 
employees.  It  grants  everyone  th 
individuality  from  which  flow  creativi 
and  the  commitment  to  go  that  extra  mile 
As  if  that  weren't  enough,  it  can  also  breed 
cost-effective  solutions.  "If  you  fix  the 
system  for  everybody,"  concludes  Loden, 


"Small  wins  have  a  way  of  snowballing.  On 
snnall  change  begets  another,  and  eventuall 
they  add  up  to  a  whole  new  system." 


i 


to  our  consumers."  An  example  is  a  recent 
Chinese  language  television  commercial  for 
the  Buick  Rendezvous. 

As  companies  grow  more  inclusive  in 
their  thinking  about  diversit)',  they  are 
starting  to  come  full  cycle.  Perhaps  the 
newest  diversity'  dimension  today  is  the 
so-called  majorit)'  male.  "'While  they  have 
been  blamed  for  inequity  in  the  past,  the 
truth  is  most  white  men  don't  have  any 
more  power  or  opportimity  within  an 
organization  than  women  or  minorities  do," 
explains  Marilyn  Loden,  noted  author  of 
several  books,  including  the  best-seller, 
Workforce  America!  Managing  Employee 
Diversity  As  a  Vital  Resource. 

Inclusivit)'  means  bringing  white  men 


"you  don't  have  to  keep  doing  it  umpteen 
times— once  for  women,  once  for 
minorities,  once  for  every  group  in  the 
variegated  American  workforce." 

Seeing  the  Light:  Strengtheni 
Employee  Relations  in  a  Dive 
Workplace 

Here  are  some  consensus  recom- 
mendations on  what  works: 

Start  at  the  top.  The  most  success! 
diversity  initiatives  begin  with  consiste 
visible  sponsorship  from  the  highest  lev( 
of  the  organization. 

Emphasize  common  ground. 
evidence  for  the  business  case  mo 
higher  every  day.  Make  sure  employ 
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Unsurpassed  information...  delivered  through  u  . ...  ;ety  of  brands...  leading  many  mark^..,... 

throiip^hnut  the  ^vnrld.  That  cxcmnliPies  The  Mrdraw-Hill  Comnanies'  uninuc  level  of  diversitv. 

But  where  all  the  information  comes  from  is  equally  as  diverse.  We  don't  lead 
and  inspire  the  world's  markets  with  look-alikes,  act-alikes  or  think-alikes. 

So  why  not  become  more  informed  about  us.**  Then  bring  your 
intelligence,  talent  and  drive  to  one  of  the  world's  information  leaders. 
Email  us  at  career_ops@mcgraw-hill.com,  referencing  code  BWHR04()2. 
We  are  an  equal  opportunity  employer. 
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understand  that  diversity  can  provide 
competitive  advantages  to  the  company 
that  thereby  help  everyone. 

Tout  inclustvity.  Definitions  of 
diversity  are  broadening  as  companies 
reach  for  conditions  that  let  all  employees 
do  their  best  work.  This  shift  promises 
direct  as  well  as  indirect  benefits 
all  around. 

Get  the  facts.  Diversity-related 
policies  or  poliq-  changes  should  be 
supported  by  credible,  relevant  data,  and 
further  substantiated  with  ongoing  impact 
assessments. 

Make  it  pay.  Linking  diversity 
management  to  compensation,  promo- 
tion, and  succession  planning  helps 
convince  employees  that  diversity  is  a 
priority; 

Show  it's  a  perk.  Remind  people 
that  successful  diversity-  management 
experience  is  becoming  a  valued  and 
career-building  business  competence. 

Acknowledge  the  real  world.  Train- 
ing and  feedback  should  include  specific 
skills,  such  as  cross-cultural  communica- 
tion, conflict  resolution,  and  team-building. 

The  High  Cost  of  Miscommunication 
and  Missed  Opportunities 

The  workplace  has  changed,  but 
what  exactly  are  the  new  rules?  Some 
managers  feel  they're  struggling  in  a  gray 
zone  of  subtleties,  miscues,  and 
miscommunication,  where  everyday  inter- 
actions suddenly  seem  questionable— or 
actionable. 

Subtle  discrimination  is  unlike  the 
hostile  environment  of  sexual  harassment 
law,  which  revolves  around  intent.  In 
contrast,  it  is  often  inadvertent,  arising 
from  unspoken  assumptions  we  all 
unfortunately  carry. 

Resources 

The  Sunimit  on  Leading  Diversity 

April  8-11, 2002,  in  AUanta 
linkageinc.com 

Women  and  Diversity  Summit  and  Gala 

October  23-24, 2002,  in  Washington,  D.C. 
BWNi.com 


But  it  costs  companies  dearty.  For  one 
thing,  they  lose— and  must  replace— 
promising  persoimel.  A  landmark  Catalyst 
study  found  that  65%  of  management 
women  of  color  who  were  leaving  their 
jobs  said  their  employers  failed  to  address 
subtle  gender  bias.  Almost  three-quarters 
(72%)  of  them  said  their  companies  didn't 
deal  adequately  with  subtle  racism. 

For  another  judgments  in  discrimina- 
tion suits  are  increasing  sharpk  The  medi- 
an jury  award  in  employment  practices  cas- 
es rose  44%  between  1999  and  2000,  to 
$218,000.  Twenty  percent  of  all  verdicts 
topped  $1  million.  And  those  numbers 
don't  include  the  cost  of  legal 
representation,  lost  producti\1ty,  or  negative 
publicity. 

It's  an  attention-grabbing  tab.  Yet  sub- 
tle discrimination  is  not  so  plain  to  see. 
"Managers  often  ask.  Can  1  tell  a  woman 
colleague  that  her  blouse  is  prett}'?"  says 
Kimmel.  "1  tell  them,  if  you're  looking  at 
it,  then  yes;  if  you're  looking  down  it,  no." 

That  sexual  innuendo,  conveyed  by  a 
glance,  is  actually  more  obvious  than  the 
subtle  discrimination  that  often  affects 
hiring,  fiuring,  or  promotions:  a  tacit  sense 
of  "fit "  for  the  job.  A  benchmark  stud}' 
by  the  Center  for  Creative  Leadership 
in  1995  found  what  subsequent  research 
continues  to  report:  Diversity'  is  stalled  by 
managers'  "greater  comfort  with  their 
own  kind." 

In  tackling  such  tough  issues,  training 
is  key,  but  specialists  agree  that 
companies  must  strike  a  balance  between 
indifference  to  difference  and  a  fawning 
overindulgence  of  it.  "Effective  training," 
Kimmel  says,  "starts  by  recognizing  the 
good  intentions  of  managers  and 
executives  to  be  fair  and  to  bring  out  the 
best  in  their  people." 


Dr.  Micliael  Kimmel 

michaelkimmel.com 

Marilyn  Loden 

loden.com 

Dr.  Vanessa  Weaver 

alignmentstrategies.com 


In  the  Field 

James  Rector,  publisher  o) 
Profiles  in  Diversity  Journal,  or 
Cross-Cultural  Competence 

You  publish  an  internationa. 
showcase  of  diversity  strategies  in  usi 
by  companies  today.  Can  you 
comment  on  the  emerging  area  q, 
"cross-cultural  competence"? 

Companies  are  getting  bigger  in  theii 
thinking  about  diversity- 
talking  more  about  inclusivity  anc 
broadening  their  definitions— whilt 
they're  also  focusing  on  metrics 
accountability,  and  practical  skills 
Cross-cultural  competence  effort! 
sometimes  seem  to  echo  this  trend 
The  term  means  different  things  tc- 
different  companies,  but  one  leadei 
commented  to  me  that  she  found 
pervasive  lack  of  awareness  of  ho 
much  our  own  beliefs  and  behaviors  i 
business  reflect  certain  cultural  norm: 
and  preferences— not  a  global  reality 
Cross-cultural  competence  entaih 
coupling  "big  pictxire"  questions  « 
cultural  norms  with  skill-based  strategies 
for  cross-cultural  communication' 
conflict  resolution,  and  dealing 
effectively  with  differences  in  the  work- 
place. One  hidden  advantage  to  this 
right  now  may  be  its  usefulness  it 
domestic  operations  when  mergerr 
and  acquisitions  require  different 
company  cultures  to  suddenly  wort 
together  as  one. 
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America's  strength  lies  in  its  diversity.  So  does 
GM's.  And  much  like  America,  GM  is  a  great  place  to 
build  a  future.  In  a  country  with  so  many  people 
from  so  many  places,  it's  important  to  us  that  we 
support  the  communities  in  which  our  employees 
live,  work  and  do  business.  And  as  the  world's  largest 
automobile  company,  we  touch  quite  a  few  communities. 
By  continuing  to  support  diversity  in  the  workplace, 
we   can   all    look  forward   to   a    brighter  tomorrow. 
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[mazing,  no  matter  where  I'm  going  in  Europe, 
I  always  choose  the  same  airline" 

We  like  to  think  that's  because  we  fly 

to  over  100  European  destinations  from  14  U.S.  cities. 


Wherever  you  may  need  to  go,  we  make 
it  easier  for  you  to  get  there.  And  with  our 
dependable,  award-winning  service  on  the 
ground  and  in  the  air,  we  make  sure  you  get 
there  relaxed  and  ready  to  go.  Plus,  you'll 
earn  miles  in  either  Lufthansa  Miles  &  More 
or  United  Mileage  Plus."*  Call  your  travel 
agent,  call  Lufthansa  at  800  645-3880  or  visit 
www.lufthansa-usa.com. 

*ln  accordance  with  the  terms  and  conditions  of  the  programs. 


There's  no  better  way  to  fly. 


Lufthansa 
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Iast  April,  during  a  miserable  earnings  conference  call, 
Sun  Microsystems  Inc.  CEO  Scott  G.  McNealy  was 
asked  if  the  tech  downturn  had  bottomed  out  yet.  His 
answer:  The  only  bottom  he  saw  was  that  of  his 
1-year-old  son  when  he  changed  his  diapers.  Reminded 
of  that  reply  now,  McNealy  doesn't  try  to  hide  the  ugly 
truth:  He  still  has  not  glimpsed  the  bottom  of  the 
eepest  technology  slump  in  more  than  two  decades.  "I  have 
wo  in  diapers  now.  It's  still  a  mess,"  he  says. 


McNealy  has  gamely  taken  on  the 
antle  of  gloomsayer  for  an  industry 
lat  seems  to  be  mired  in  no-growth 
ode  even  while  the  economy  peps  up. 
'^orldwide  information-technology 
)ending  is  expected  to  grow  only  2% 
lis  year,  up  slightly  from  its  woeful 
5%  growth  last  year,  according  to 
organ  Stanley  Dean  Witter  &  Co. 

A  couple  of  tech  companies  threw 
f  the  gloom,  though, 
I  rank  in  the  Busi- 
issWeek  50  list, 
hip-equipment  mak- 
•  KLA-Tencor  Corp., 
0. 6,  for  example, 
acked  the  trend  by 
wiping  chipmakers 
Dost  yields.  Things 
*e  better  for  the 
roader  universe  of 
:ience  companies, 
ome  pharmaceutical 
ants  are  thriving,  including  Johnson  & 
Dhnson,  No.  1,  and  Pfizer  Inc.,  No.  3. 

There's  hope  for  info  tech's  future, 
)o.  Because  corporations  want  to  save 
loney  and  boost  revenues,  sales  of  cus- 
)mer-management  software  are  ex- 
acted to  jump  21%  this  year,  according 
>  AMR  Research  Inc.  On  the  consumer 
de,  people  are  tapping  into  digital  en- 


tertainment as  music,  videos,  and  games 
come  to  them  over  the  Internet  via  a 
slew  of  devices.  These  markets  are  ex- 
pected to  boom  over  the  next  half- 
decade  as  more  people  get  broadband 
connections.  Further  out,  nanotechnology 
is  expected  to  take  hold — inspiring  a 
market  worth  $1  trillion  in  2015,  says 
the  National  Science  Foundation.  In  one 
far-out  scenario,  tiny  robots  would  har- 


A  COUPLE  OF  BRIGHT  SPOTS 


AMIDTHEGLOOM: 


SOFTWARE  THAT  ENHANCES 


PRODUCTIVITY  OR  HELPS  A 


COMPANY  HELP  CUSTOMERS 


vest  atoms  from  dirt  to  assemble  com- 
puters and  consumer  appliances. 

Even  Sun's  McNealy  has  his  sun- 
nier moments  when^he  peers  into  the 
future.  "There  are  a  lot  of  bright  peo- 
ple working  on  bright  ideas,"  he  says. 
Eventually,  some  of  these  will  pay 
off — for  both  entrepreneurs  and 
investors.  ■ 
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ike  many  other  corporations,  Bankers  Bank  in  Atlanta 
is  paring  technology  spending.  The  tech  budget  was 
chopped  from  $2.75  million  to  $1.6  million  this  year — 
down  42%.  But  Bankers  Bank,  which  provides  ser- 
vices for  community  banks,  is  still  ponying  up 
$360,000  for  new  software  for  managing  customers. 
That's  because  the  bank  expects  to  see  a  20%  to 
,30%  increase  in  revenues  by  automating  its  tele- 
Iphone  call  center.  "This  is  more  than  just  a  piece  of 
software,"  says  S.  Shaw  Lokey,  senior  vice-president  for 
marketing.  "We  plan  to  transform  our  sales  organization." 


The  bank's  move  helps  explain  why 
the  market  for  customer-management 
software  is  one  of  the  bright  spots  in 
an  otherwise  dark  tech  industry.  Sales 
of  the  software  were  up  15%  last  year, 
to  $11.8  billion,  and  are  expected  to 
jump  21%  this  year,  to  $14  billon,  ac- 
cording to  AMR  Research  Inc.  Mean- 
while, overall  sales  of  business  soft- 
ware grew  just  9%  last  year,  the  worst 


QUICK  &  REILLY  SAYS  ITS 
CUSTOMER  SOFTWARE 
HAS  BOOSTED  THE  RATE 
IT  TURNS  PROSPECTS  INTO 
CLIENTS  BY  UP  TO  20% 


perfoiTnance  in  nearly  a  decade.  And 
other  chunks  of  technology  are  even 
worse  off.  PC  sales  are  expected  to  slip 
4.3%,  to  $154.3  biUion,  this  year,  ac- 
cording to  market  tracker  npd  Intellect. 
And  chip  revenues  are  forecast  to  inch 
up  just  6%,  to  $150  bilUon,  says  the 
Semiconductor  Industry  Assn. 

Customer-management  software  has 
remained  on  the  list  of  must-haves  for 
corporate  buyers  because  it's  so  pow- 
erful. The  software  automates  the  en- 
tire array  of  interactions  between  a 
company  and  its  customers.  It  comes  in 
modules,  often  selling  for  more  than 
$1  million  apiece,  that  manage  every- 
thing from  sales  to  customer  service 
to  marketing.  The  salesforce-automa- 
tion  function  makes  it  easier  for  sales 
reps  to  get  up-to-the-minute  pi^nuct 
information.  Telephone  call-center  . 
ware  puts  all  info  on  a  customer  at  tli 
fingertips  of  ser\ace  reps  so  they  can 
solve  problems  fast.  And  marketing 


softw^are  helps  companies  track  adver- 
tising to  see  if  it's  working. 

While  customer-management  software 
can  be  just  as  pricey  as  other  big  cor- 
porate applications,  many  customers  say 
they're  getting  more  bang  for  the  buck. 
This  software  not  only  trims  costs  but 
also  boosts  revenues.  The  result:  plenty 
of  customer  success  stories.  New  York 
brokerage  Quick  &  ReUly  Inc.,  for  in- 
stance, began  investing  $10 
million  in  call-center  and 
salesforce-automation  soft- 
ware starting  in  1998.  The 
project  was  well  on  its 
way  to  paying  for  itself  in 
a  year.  Within  six  months, 
it  boosted  the  rate  at 
which  brokers  convert 
sales  prospects  into  cus- 
tomers by  up  to  20%. 
"That's  a  real  return  on  in- 
vestment," says  Edward  M.  Garry,  vice- 
president  for  customer-relationship  man- 
agement at  Quick  &  ReUly. 

That  kind  of  payoff  has  the  market 
bubbling.  Suddenly,  even  small  and 
midsize  companies  that  don't  usually 
buy  complex  software  are  getting  into 
the  act.  At  the  same  time,  healthy  de- 


mand has  attracted  the  giants  of  cor- 
porate software — SAP,  Oracle  (No.  IC 
on  last  year's  BW50),  and  PeopleSoft 
All  have  come  out  with  products  ovei 
the  past  year.  It's  a  free-for-all,  witklas 
longtime  market  leader  Siebel  Systen»I  ^^ 
Inc.  coming  under  competitive  pres- 
sure for  the  ftrst  time  in  years. 
Customer  dissatisfaction,  though 


WHAT  RECESSION? 

WTit^m  corporate- 
software  market 
expanded  byjuat  9% 
last  year,  software  for 
managing  customers 
grew  15%.  And  this 
"'    /;  it's  pegged  to 
S  21%.  Here's  why: 


UNTAPPED  POTENTIAL 

Analysts  estimate  that  50%  of 
the  potential  market  for 
business  software  that 
handles  human-resources 
management  and  financial 
management  has  already 
been  tapped.  The  market  for 
customer-management 
software,  on  the  other  hand, 
has  reached  just  20%  of  Its 
potential  customers. 


GOOD  RETURN  ON 
INVESTMENT 


I 


fmii 


Well-installed  custo 
management  systerr 
pay  for  themselves! 
under  a  year becaus 
save  money  and  boo; 
revenues.  Financial 
systems  don't  have.' 
provable  return. 
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could  cool  demand.  About  60%  of  cus- 
tomer-management projects  don't  reach 
all  of  the  goals  that  were  promised,  ei- 
ther because  the  technology  didn't  work 
as  billed  or  employees  didn't  take  full 
advantage  of  it,  according  to  a  2001 
Gartner  Group  Inc.  survey.  So  now, 
software  makers  are  trying  to  make 
their  products  easier  to  use  and  install. 


TH  ON  THE  LOW  END 

SAVVY  LEADERSHIP 

arketforcustomer- 

Siebel  Systems,  the  gorilla  of 

gement  software 

the  customer-management 

id  to  small  and 

market,  is  expected  to  grow 

ze  businesses  is 

16%,  to  about  :;2.34  billion  in 

ted  to  double  this  year, 

annual  revenues  this  year, 

3  million,  according  to 

while  the  next  player  in  line. 

r Research.  Several 

SAP,  should  increase  its 

are  makers,  including 

customer-management 

soft  and  SAP,  are  now 

business  by  a  scalding  52%, 

ing  this  market. 

to  $961  million. 

Meanwhile,  not  even  the  slow  econ- 
omy has  put  much  of  a  damper  on 
Siebel,  even  though  it  fell  to  96  on  this 
year's  list  from  75  last  year.  Last  year, 
the  company's  revenues  swelled  14%,  to 
$2.05  billion.  And  the  company  held  a 
17%  market  share — more  than  double 
its  closest  competitor. 

Siebel  has  made  its  name  synony- 
mous with  its  market 
through  top-notch  cus- 
tomer service.  Kendra 
Bender,  information-tech- 
nology manager  at  manu- 
facturer Tipper  Tie  Inc., 
says  that  18  months  ago, 
she  bought  Siebel  call- 
center  software.  Since 
then,  the  Siebel  rep  who 
made  the  sale  keeps  ask- 
ing how  it's  working — 
even  though  he  trans- 
ferred to  a  different 
region.  "I  would  say  that 
any  company  that  does 


CEO  THOMAS 
SIEBEL  His  com- 
pany is  known  for 
customer  service. 
It  will  have  to  keep 
that  up  to  beat  a 
slew  of  rivals 


that  is  destined  for 
success,"  says  Bender. 
Now,  the  software 
pioneer  faces  its 
toughest  competition 
yet.  This  year,  sap's 
customer-management 
software  sales  are  ex- 
pected to  increase  52%,  to  $961  mil- 
lion, upping  its  market  share  from  5.3% 
to  6.8%,  according  to  AMR.  At  the  same 
time,  Siebel's  market  shai^e  could  dip  by 
0.5%,  figures  AMR.  Siebel  "is  hearing 
the  footsteps,"  says  analyst  Charles 
Phillips  of  Morgan  Stanley  Dean  Witter 
&  Co.  Corporate-software  giants  hold 
one  major  advantage  over  Siebel:  They 
offer  the  gamut  of  applications — from  fi- 
nancials  to  supply-chain  management — 
so  their  customer-management  software 
works  well  with  the  rest. 

A  new  target  for  all  of  the  large 
players  is  small  and  midsize  business- 
es. Sales  to  this  group  are  tiny  now, 
but  they're  expected  to  double  this 
year,  to  $173  million,  says  Jupiter  Re- 
search. Only  3%  of  these  smaller  com- 
panies already  have  this  software. 
That's  attracting  new  players,  includ- 
ing SAP,  which  in  March  bought  an  Is- 
raeli company,  TopManage  Financial 
Solutions  Ltd.,  that  sells  applications 
for  smaller  companies.  And  Microsoft 
Corp.  plans  to  introduce  a  customer- 
management  product  for  small  busi- 
nesses by  yearend. 

Making  the  scene  more  chaotic  is  a 
new  breed  of  rivals.  These  upstarts — 
including  Salesforce.com  and  Upshot 
Corp. — deliver  salesforce,  customer  ser- 
vice, and  marketing  capabilities  over 
the  Net.  Customers  can  buy  licenses 
one  at  a  time,  usually  for  no  more  than 
$100  per  person  per  month.  While  the 
online  systems  lack  the  sophistication  of 
Siebel's  software,  they  are  well-suited 
to  small  businesses — easy  to  use  and 
quick  to  install.  This  approach  is  gain- 
ing traction:  Salesforce.com  says  it  has 
3,800  paying  customers. 

It  could  take  years  for  online  soft- 
ware to  really  take  hold,  but  it's  al- 
ready clear  that  no  player  can  take  the 
status  quo  for  granted — not  even 
Siebel.  Faced  with  pesky  challengers 
from  beneath  and  the  giants  of  the  cor- 
porate-software industry  from  above, 
Siebel  will  have  to  prove  once  again 
that  it  knows  what  customers  need  bet- 
ter than  any  other  software  company. 
By  Jim  Kerstetter  in  San  Mateo, 
Calif.,  unth  Steve  Hamm  in  New  York 
and  Jay  Greene  in  Seattle 
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For  over  50  years,  our  retirement  and  savings  products  have  helped  those  who  worked  in  the 
not-for-profit  world  turn  their  dreams  into  reality. 
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here  isn't  a  nano-name  company  among  this  year's 
BW50  companies,  and  there  won't  be  next  year, 
either.  But  there  are  plenty  of  hopefuls.  With  all  the 
hype  about  nanotechnology  now  swirling  around 
Wall  Street,  you  have  no  doubt  already  encountered 
some  nanonewcomer  with  a  catchy  name  like 
Nanogram,  NanoOpto,  Nanophase,  NanoProducts, 
Nanosphere,  or  Technanogy. 


More  than  300  nano-whippersnap- 
)ers  in  the  U.  S.  and  overseas  are  tar- 
geting what  promises  to  be  a  new  In- 
dustrial Revolution.  Nanotechnology 
will  leave  virtually  no  business  un- 
touched— or  unscathed.  The  ability  to 
create  materials  from  building  blocks 


the  size  of  a  virus  (page  182)  will  un- 
leash unprecedented  capabilities.  Autos 
and  airplanes,  chemicals  and  plastics, 
computers  and  chips,  cosmetics  and 
drugs — all  of  these  industries,  and 
plenty  more,  are  facing  upheavals  that 
could  make  the  advent  of  the  Inter- 


net seem  like  a  minor  adjustment. 

Tiny  upstarts  aren't  the  only  ones 
noticing  that  small  is  beautiful.  Nano  is 
receiving  enthusiastic  scrutiny  from 
some  big  companies  in  the  Standard  & 
Poor's  500-stock  index.  Led  by  IBM,  Lu- 
cent Technologies,  and  Hewlett- 
Packard,  along  with  Samsung  and 
Siemens,  industrial  heavyweights  are 
pumping  significant  sums  into  nanotech 
research,  as  are  governments  around 
the  world.  A  new  study  from  CMP  Ci- 
entifica,  a  market  researcher  in  Madrid, 
says  last  year's  worldwide  government 
figure  topped  $1.2  billion  (page  184). 
This  year,  the  private  and  pubUc  sec- 
tors will  probably  spend  $2  billion 
apiece  on  nano. 

For  insurance,  big-name  companies 
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also  are  investing  in  nano-newbies — or 
teaming  up  with  them.  BASF,  Chevron- 
Texaco,  DuPont,  and  NEC  are  tapping 
the  expertise  of  startups,  most  of 
which  were  founded  by  university  re- 
searchers. Mitsubishi  Electric  Corp. 
last  year  set  up  a  $100  miUion  fund  to 
invest  in  nanotech,  and  Dow  Chemical 
Co.  in  2000  bought  Dendritech  Inc.'s 
dendrimer  technology  to  serve  as  the 
basis  for  a  future  family  of  nanoscale 
polymers.  All  told,  venture  capitalists 
and  corporate  funds  wall  probably  plow 
$1  biUion  into  nano  investments  this 
year,  twice  what  they  invested  in  2000, 
says  S.  Joshua  Wolfe,  a  partner  at 
New  York's  Lux  Capital  Group. 

However,  Lux  Capital  has  yet  to 
place  its  first  nanotech  bet.  "We  get  a 
lot  of  business  plans  for 
nano-X,"  says  Wolfe.  "The 
first  thing  we  do  is  strip 
off  that  nano  prefix  and 
look  at  what  these  guys 
are  really  doing."  Often, 
it's  not  nanotech  at  all. 
"Because  nanotechnology 
is  clearly  the  Next  Big 
Thing,"  he  adds,  "it's  at- 
tracting a  lot  of  P.  T.  Bar- 
nums."  One  company 
wanted  to  promote  a  new 
drug  based  on  small  parti- 
cles as  a  nanodrug,  even 
though  it  knew  the  ingre- 
dients fell  short  of  the 
nanotech  scale. 

To  purists,  nanotech 
means  things  with  one  di- 
mension no  bigger  than 
100  nanometers,  or  100 
billionths  of  a  meter. 
Buckyballs — those  soccer- 
ball-shaped  carbon  mole- 
cules discovered  in  1985 
by  a  team  led  by  Rice 
University's  Richard  E. 
Smalley — are  roughly  1 
nm  in  diameter.  Carbon 
nanotubes  are  about  1.4 
nm  thick.  The  latest  en- 
trants: slightly  fatter 
nanotube-like  wires  made 
from  silicon,  gallium  ni- 
tride, and  other  semicon- 
ducting materials. 

Despite  some  mislead- 
ing hype,  there's  no  short- 
age of  genuine  articles. 
Take  nanowire  startup 
Nanosys  Inc.  in  Palo  Alto, 
Calif.,  which  uses  technol- 
ogy developed  by  Harvard 
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DREAM:  Ultimately,  tiny  robots  may  build 
gears  and  other  nanocomponents  ^ 

University  chemist  Charles 
M.    Lieber.   Nanosys   was 
launched  in  2001  by  ven- 
ture capitalist  Larry  Bock, 
who  had  retired  a  year  ear- 
lier vdth  14  life-science  star- 
tups under  his  belt.  Around 
that  time,  "I  was  reading  Sci- 
ence magazine  and  suddenly 
realized  there  were  almost  as 
many  articles  on  nanotech  as 
biotech,"  he  recalls. 

Fascinated,  he  started  visiting  re- 
searchers. When  he  got  to  Lieber,  "it 
was  an  'aha!'  moment,"  Bock  says.  Be- 
cause Lieber's  wires  are  made  from  the 
same  materials  used  for 
semiconductor  lasers,  "they 
have  something  that  car- 
bon nanotubes  don't — opti- 
cal properties."  Seeing  huge 
potential  in  tiny  lasers  for 
miniature  optical  sensors 
capable  of  detecting  single 
molecules.  Bock  came  out 
of  retirement.  "This  is  a 
much  bigger  opportunity 
than  any  of  my  previous 
starts,"  he  declares. 

So  far,  though,  the  nano 
market  is  small  potatoes. 
Estimated  sales  of  bucky- 
balls, nanotubes,  and  oth- 
er nanomaterials  vary 
widely,  but  a  reasonable 
estimate  might  be  $50 
million.  However,  products 
made  partly  with  nano- 
materials w^ere  worth 
$26.5  billion  last  year, 
reckons  NanoMat,  a  ma- 
terials-oriented network 
of  research  labs  and  com- 
panies based  in  Karlsruhe, 
Germany.  Current  prod- 
ucts include  chemicals 
produced  with  microscop- 
ic catalytic  particles,  sun 
lotions  with  invisibly 
small  zinc-oxide  flakes  to 
shield  against  ultraviolet 
rays,  emulsifiers  that  keep 
paint  from  separating, 
and  coatings  that  make 
eyeglass  lenses  more 
scratch  resistant  or  ex- 
tend the  life  of  industrial 
tools.  "There  are  lots  of 
these  unexciting,  unsexy 
nanoproducts  out  there," 


says  Edward  K.  Moran,  director  of 
one  of  Deloitte  &  Touche's  technology- 
consulting  practices. 

More  alluring  products  can  be  found 
in  company  labs,  but  many  need  a  year 
or  two  to  reach  the  market  because 
new  manufacturing  systems  also  must 
be  developed.  Samsung  Electronics  Co., 
Motorola  Inc.,  and  other  electronics  gi- 
ants are  working  on  supersharp  flat- 
screen  displays  for  TVs,  computers,  and 
handheld  gizmos.  Today's  LCDs — power- 
efficient  as  they  are — are  still  big 
drains  on  batteries.  An  array  of  nano- 
tubes spitting  electrons  at  the  screen's 
backside  would  use  just  a  fraction  of 
that  power.  Samsung  hopes  to  ship  its 
first  nanotube  TVs  in  time  for  Christ- 
mas next  year. 

Nanotechnology  will  also  benefit 
owTiers  of  current  laptops.  Batteries 
made  with  carbon  nanotubes  and 
nanoscale  lithium  particles  could  store 
higher  energy  densities,  last  twice  as 
long,  and  recharge  faster.  Because 
nanotubes  are  the  best  heat  conduc- 
tors yet  found,  they  covild  help  keep 
the  batteries  in  electric  cars  charged  by 
recovering  the  energy  lost  as  heat 
when  a  driver  stomps  on  a  car's  brakes. 
And  nanotube  gas-tank  clusters  could 
store  hydrogen  for  fuel-cell-powered 
cars  that  use  don't  bum  gasoline,  thus 
curbing  pollution. 

Nanotubes  are  also  stronger  than 
steel,  so  long  filaments  could  create  su- 
pertough,  fiber-reinforced  plastics.  These 
materials  could  slash  the  weight  of 
planes,  spaceships,  and  ground  vehicles. 
The  Pentagon  figures  nanotubes  will 
yield  better  radar-absorbing  coatings 
and  help  make  its  planes,  ships,  and 
tanks  stealthier.  If  nanotech  lives  up  to 
its  promise  in  aerospace,  says  David  0. 
Swain,  chief  technology  officer  at  Boeing 
Co.,  it  will  be  an  "unbelievable  break- 
through." For  space  travel,  he  adds,  its 
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importance  would  be  "almost  a  bigger 
step  than  going  from  propellers  to  jets." 

Phai-maceutical  companies  can't  wait 
to  use  nanotech  to  discover  and  de- 
liver drugs.  Today,  highly  sensitive  mi- 
crochips coniaming  intact  dna  can  spot 
interactions  between  candidate  antibi- 
otics and  target  bugs,  for  example. 
Remarkable  as  they  are,  such  chips 
could  be  stuffed  with  100,000  times 
more  little  chemical  labs — each  of 
which  is  100,000  times  more  sensi- 
tive— if  they  were  made  with  nano- 
tubes,  according  to  Chad  A.  Mirkin, 
director  of  Northwestern  University's 
Institute  for  Nanotechnology. 

To  deliver  a  drug  to  a  precise  target 
and  thus  minimize  side  effects,  bucky- 
balls  can  be  assembled  into  shapes 
that  fit  snugly  into  receptors  on  the 
surface  of  specific  cells.  The  balls  could 
be  coated  with  drugs  that  disrupt  the 
cell's  reproductive  cycle,  Mirkin  ex- 
plains. Such  treatments  are  now  in 
the  works  for  cancer,  aids,  and  other 
diseases. 

What's  more,  nanotubes  are  so  thin 
that  they  can  penetrate  the  skin  with- 
out pain.  So  Therafuse  Inc.,  a  Vista 
(Calif.)  startup,  is  developing  a  skin 
patch  for  diabetics.  It  will  draw  blood 
through  nanostraws  to  monitor  glucose 
levels  and  inject  insulin  when  required. 

Nanotech  also  of- 
fers "completely  new 
systems"  for  detect- 
ing biohazards, 
Mirkin  adds.  Today, 
for  example,  we 
don't  have  anything 
that  can  recognize 
the  surface  of  an  an- 
thrax spore.  So  tech- 
nicians have  to  crack 
a  suspect  spore  to 
release  and  analyze 
its  DNA.  But  Mirkin's 
lab  has  a  different 
approach:  a  minus- 
cule "quill  pen"  that 
writes  nanothin 
lines.  "You  can  pro- 
gram a  computer  to 
draw  thousands  of 
patterns  based  on 
educated  guesses" 
about  unique  fea- 
tures on  the  surface 
of  an  anthrax  spore, 
find  patterns  that 
bind  only  to  anthrax, 
then  reproduce  these 
for   detection   kits. 
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Mirkin  says.  Chicago's  Nanoink  Inc.  li- 
censed the  technology  last  year. 

Computer  and  chip  companies  were 
among  nanotech's  pioneers,  and  they 
remain  big  investors.  But  ironically, 
their  payoff  may  be  up  to  a  decade 
away,  despite  the  remarkable  progress 
posted  by  IBM,  Hewlett-Packard,  Hi- 
tachi, and  others  in  developing 
nanoscale  transistors  and,  last  year, 
prototype  nanotube  circuits.  "There's 
geometric  progress 
in  this  area,"  says 
Harvard's  Lieber.  "A 
year  ago,  I  would 
sort  of  wink  at  peo- 
ple when  I  said  'na- 
noelectronics.'  Now, 
I  actually  believe  in 
my  heart  we'll  be 
able  to  do  it." 

However,  silicon 
chips  wall  keep  get- 
ting better  for 
at  least  another 
decade.  Since  the 
semiconductor  in- 
dustry has  hundreds 
of  billions  of  dollars 
tied  up  in  silicon  as- 
sets, nanochips  may 
not  make  economic 
sense  until  silicon 
runs  out  of  steam. 
Also,  researchers 
still  have  lots  of 
work  ahead  in  de- 
vising manufactur- 
ing methods  that 
will  reliably  direct 
nanotubes  to  self-as- 
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semble  into  complex  circuit  designs. 

The  ultimate  dream  of  nano  engi- 
neers is  an  "assembler,"  which  w^as  first 
described  in  the  writings  of  nanotech 
pioneer  K.  Eric  Drexler,  head  of  Fore- 
sight Institute  in  Palo  Alto,  Calif.  It's  a 
teensy  robot  that  could  be  programmed 
to  assemble  atoms  into  gears  and  other 
components  of  nanomachines.  That  vi- 
sion is  still  science  fiction,  says  Ray- 
mond A.  Kurzweil,  author  and  presi- 
dent of  Kurzw-eil  Technologies  Inc.  But 
if  assemblers  can  be  developed,  "theyTl 
solve  humanity's  material  needs,"  he 
adds.  From  molecules  of  dust  and  dirt, 
they  would  harvest  the  atoms  needed 
to  assemble  computers,  appliances,  and 
other  goods.  ' 

Researchers  may  need  help  mov- 
ing from  their  labs  to  nano  startups. 
Entrepreneurs  also  need  advice  on 
nanotech's  intricacies.  To  meet  these 
needs,  the  NanoBusiness  Alliance  was 
formed  last  year,  and  its  200  mem- 
bers are  eyeing  a  huge  potential  jack- 
pot. The  National  Science  Foundation 
pegs  nanotech  as  a  $1  trillion  market 
by  2015. 

That  figure  may  be  conservative. 
Lux  Capital's  Wolfe  points  out  that 
nanotech  has  started  a  snowball  rolling, 
the  Ukes  of  which  has  never  been  seen. 
Physicists  work  with  chemists  who  col- 
laborate with  materials  scientists  who 
talk  to  computer  scientists  who  are 
teamed  with  biologists.  Cross-fertiliza- 
tion that  used  to  be  rare  is  becoming 
common.  Big  surprises  really  do  come 
in  small  packages. 

By  Otis  Port  in  New  York,  with 
Roger  O.  Crockett  in  Chicago 
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eventy-eight  billion  dollars  and  counting.  That's  the 
sum  of  $33  billion  the  Bush  Administration  added  to 
the  defense  budget  in  fiscal  2002  and  the  $45  billion 
increase  it  plans  for  2003 — and  Congress  may  add 
even  more.  With  all  this  money  sloshing  around,  the 
conventional  v^sdom  is  that  arms  makers  will  make 
out  like  bandits. 
So  much  for  convention.  The  truth  is,  a  surprisingly  small 
3art  of  these  budget  increases  will  go  to  weapons  procure- 
ment— the  profitable  part  of  the  defense  business.  And  while 

the  financial  floodgates  appear  to  be 
wide  open,  the  Pentagon  is  actually 
killing  lots  of  programs.  Some  are  dy- 
ing because  they're  poorly  managed 
and  over  budget,  and  some  because 
they  don't  fit  into  the  vision  of  a  mih- 
tary  transforming  from  a  Cold  War 
structure  to  one  ready  for  21st  century 
combat.  Plus,  there  are  real  fiscal  con- 
straints, which  are  likely  to  get  worse 
over  time.  "Just  because  the  spigot  has 
been  turned  on,  it  doesn't  mean  the 
Pentagon  can  afford  everything  it 
wants  or  needs,"  says  Jon  B.  Kutler, 
chairman  and  CEO  of  Quarterdeck  In- 
vestment Partners  LLC,  an  investment 
banking  firm. 

To  be  sure,  the  outlook  for  defense 
companies  on  the  Standard  &  Poor's 
500-stock  index  may  be  the  best  it  has 


N  COMING  YEARS, 
3UDGET  INCREASES 
VIAY  NOT  MEAN  AS 
VIANY  LUCRATIVE 
3EALS  FOR  MILITARY 
;ONTRACTORS 


UNMANNED  There  will 
be  more  money  for  drones 
like  the  Global  Hawk 


been  in  years.  General  Dynamics  Corp., 
No.  16  on  the  BW50  roster,  will  benefit 
from  replacing  some  Trident  sub- 
marines' nuclear  weapons.  These  subs 
were  rigged  for  combat  with  the  Sovi- 
et Union,  but  now  they'll  need  conven- 
tional missUes  for  a  new  type  of  enemy. 
GD  also  got  2003  funding  to  keep  two 
multiyear,  $4  billion  programs  rolling: 
the  U.S.  Marines'  advanced  amphibious 
assault  vehicle  and  the  U.S.  Army's 
eight-wheeled  Stryker  combat  vehicle. 
Similarly,  the  budget  will  pave  the  way 
for  Lockheed  Martin  Corp.  to  build  23 
F-22  Raptors,  up  from  13  in  2002,  and 
the  Joint  Strike  Fighter,  a  25-year,  $225 
biUion  program.  There  vdll  be  funds 
for  unmanned  surveillance  planes  hke 
Northrop  Grumman  Corp.'s  Global 
Hawk,  while  Boeing  Co.  and  Raytheon 
Co.  will  have  money  for  smart  bombs. 
The  largesse — combined  with  a  big 
boost  from  a  change  in  accounting  for 
goodwill — could  raise  diluted  earnings 
before  tax  adjustments  across  the  in- 
dustry. At  GD,  profits  could  rise  from 
$915  million  in  2001  to  $1.1  bUlion  in 
2002,  according  to  the  consensus  of  ana- 
lysts polled  by  Thomson  Financial/First 
Call.  Similarly,  the  consensus  calls  for 
Northrop  Grumman's  profits  to  rise  fix)m 
$409  million  to  $646  million,  and  Lock- 
heed Martin's  to  jump  fi'om  $632  million 
to  $1.1  billion.  "If  the  government  con- 
tinues to  spend  6%  to  7%  more  a  year 
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on  procui'ement  and  R&D,  that's  a 
nice  underlying  gix)wth  rate,"  says 
Tbdd  B.  Ernst,  a  Prudential  Secu- 
rities Inc.  aerospace  analyst. 

Still,  don't  expect  a  return  to 
the  golden  years  of  the  early 
Reagan  Administration.  The  cur- 
rent weapons  buildup  is  hkely  to 
be  slower  and  more  disciplined. 
Defense  Secretary  Donald  H. 
Rumsfeld  resembles  his  protege, 
Dick  Cheney:  conservative,  pro- 
defense,  and  a  no-nonsense  man- 
ager. When  Cheney  was  Defense 
Secretaiy  in  the  first  Bush  Ad- 
ministi-ation,  he  killed  the  over- 
budget,  overweight  A- 12  fighter,  a 
plane  the  Navy  loved.  Now,  as 
then,  "if  you  don't  perform  on  a 
program,  you  are  putting  that 
program  in  jeopardy,"  says  Kent 
Kresa,  Northrop  Grumman's 
chairman  and  CEO. 

The  Bush  Administration 
showed  restraint  in  its  first  bud- 
get when  it  came  to  arms  buys, 
as  procurement  dropped  $1  bil- 
lion. And  less  than  a  quarter  of 
the  proposed  $45  billion  defense 
budget  increase  for  fiscal  2003 
(ending  Sept.  30,  2003)  is  going 
into  arms  purchases.  The  two- 
year  increase  is  the  same  as  the 
Clinton  Administration's  from 
1999  to  2001.  Most  of  the  new 
defense  dollars  will  bankroll  pay 
hikes,  retiree  health  care,  war  op- 
erations, and  research  and  devel- 
opment— a  low-margin  business 
for  companies  on  the  s&P  500. 

The  picture  is  mixed  in  the  fu- 
ture as  well.  Of  the  planned  in- 
creases in  the  defense  budget  for 
the  years  2003-2007,  personnel  costs 
are  expected  to  balloon  by  a  cumulative 
$127  bUlion,  while  operations  and  main- 
tenance will  rise  by  $108  billion.  Pro- 
curement will  lag  behind,  increasing 
$103  bilUon.  That's  pretty  good.  But 
the  biggest  jumps  are  projected  for 
2006-2007.  It's  the  kind  of  budgetary 
sleight  of  hand  for  which  Republicans 
regularly  criticized  the  CMntonites  be- 
cause the  rises  in  the  "out  years"  nev- 
er materialized. 

As  a  result,  many  people  take  all 
projections  for  2006  and  beyond  with  a 
grain  of  salt — especially  since  arms 
budgets  will  be  \'ying  with  other  spend- 
ing priorities.  In  a  few  years,  the  Pen- 
tagon will  start  closing  bases  it  no 
longer  needs.  That  will  mean  financing 
expensive  environmental  remediation 


The  Pentagon  may.  seem  awash  in  money,  but  fiscal  constraints  are 
forcing  it  to'kill  programs  that  are  over  budget,  don't  fit  in  with  "trans 
formation,"' or  face  technical  snafus.  Among  the  programs  dead  or  on 
nfe  support: 


NAVY  AREA-WIDE  MISSILE  DEFENSE  This  program  was  a  politi- 
cal heavyweight  because  Star  Warriors  hoped  a  beefed-up 
version  would  provide  a  ship-based  national  missile  de- 
fense system  fast.  But  the  program  was  way  over  budget 
and  the  Pentagon  had  reservations  about  the  technology. 

DD-21  This  big  new  destroyer  was  to  be  highly  automated 
and  stealthy.  But  the  Navy  is  opting  instead  for  a  family 
of  smaller  ships  linked  by  information  networks.  Such 
network-centric  systems  are  at  the  heart  of  military  trans- 
formation. The  new  DD(X)  would  disperse  targets,  making 
them  less  vulnerable  to  enemy  fire. 

SPACE-BASED  INFRA-RED  SYSTEM  LOW  This  sensor  system  for 
missile  defense  has  been  "restructured,"  with  funding 
cut  substantially.  Some  analysts  believe  there's  only 
enough  money  left  to  shut  it  down. 

V-22  OSPREY  The  tilt-rotor  Osprey  takes  off  like  a  heli- 
copter and  flies  like  plane.  But  the  Marine  program  has 
been  plagued  by  crashes  and  falsified  records.  It's  now 
undergoing  more  tests,  but  senior  Defense  Dept.  officials 
have  grave  doubts  about  the  V-22's  viability. 

Data:  BusinessWeek 


at  closed  bases  and  renewed  spending 
on  decrepit  bases  that  stay  open.  At 
the  same  time,  today's  R&D  will  start  to 
yield  weapons  ready  for  production. 
Those  will  compete  for  funding  with 
large  projects  such  as  the  $340  billion 
tactical  aircraft  ramp-up,  which  is  al- 
ready in  progress.  Meanwhile,  pay  and 
health-care  costs  will  escalate  as  the 
all-volimteer  career  corps  ages. 

What's  more,  the  Pentagon  will  be 
competing  for  federal  cash  with  Social 
Security  as  more  Baby  Boomers  retire 
and  tax  cuts  take  effect,  reducing  Uncle 
Sam's  receipts.  Will  the  Pentagon  win 
the  guns  vs.  geezers  fight  if  war  fever 
ebbs?  The  brass  wiU  ask  for  more  mon- 
ey, but  "if  the  nation  is  not  willing  to 
do  that,  we  will  have  to  make  choices," 
dmits  one  top  Pentagon  official. 


These  budget  colli- 
sions are  a  long  way 
down  the  road.  But  al- 
ready, the  services  are 
w^eeding  out  scores  of 
weapons.  As  part  of  the 
2003  budget,  the  Army 
killed  18  programs  rang- 
ing from  munitions  to 
infrared  countermea- 
svires.  It  did  that  to  pro- 
tect priorities  such  as  a 
new,  lighter  tank,  the 
Comanche  helicopter, 
and  the  controversial 
Crusader  howitzer.  Sim- 
ilarly, the  Navy  killed  a 
big  destroyer  called  the 
DD-21.  Instead,  the  Navy 
opted  for  the  dd(x),  a 
family  of  smaller,  "net- 
work-centric" ships. 
They  w^ould  have  the 
same  total  firepower  but 
be  dispersed  to  pose  a 
less  inviting  target.  The 
delay  enables  the  ser- 
\ice  to  put  more  money 
into  such  things  as 
readiness  and  housing. 

The  ax  is  falling  in 
some  unexpected  places. 
When  the  average  unit 
cost  for  Raytheon's 
Navy  Area  Wide  mis- 
sile defense  program 
came  in  65%  over  bud- 
get, senior  Pentagon  of- 
ficials concluded  the 
program  couldn't  be 
saved.  The  decision 
stunned  hard-line  Star 
Warriors,  who  saw^  the 
program  as  a  platform  for  a  full-blown 
sea-based  missile  defense  system.  Se- 
nior Defense  officials  say  they  hope  to 
create  a  new  culture  for  both  military 
program  managers  and  defense  con- 
tractors, w^ho  often  share  the  blame 
w^hen  programs  go  awry. 

Is  the  defense  industry  up  to  the 
challenges?  Certainly,  its  inability  to 
deUver  on  time  and  on  budget  is  leg- 
endary. Now  its  leaders  will  be  put  to 
the  test.  "If  a  program  swims  funny," 
warns  one  industry  executive,  "sharks 
will  come  out  and  eat  it."  In  the  short 
term,  arms  makers  may  be  swimming 
in  money,  but  those  w^aters  could  prove 
to  be  surprisingly  treacherous. 

By  Stan  Crock  in  Washington,  vnth 
Christopher  Palmeri  in  Los  Angeles 
and  Geoffrey  Smith  in  Boston 
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'^OU'RE  PROTECTED  AGAINST  HACKERS,  VIRUSES  AND  WORMS. 

BUT  WHAT  ABOUT  ROSE  IN  BENEFITS? 


5Trusr  Security  Solutions 

i^omplete  protection  for  your  entire  enterprise. 

\/hen  it  comes  to  protecting  your  business,  you  need  security  that  con  protect  your 
nterprise  from  potential  threats,  no  matter  where  they  may  come  from.  That's  exactly 
hot  eTrust  does.  Our  family  of  products  allows  you  to  not  only  safeguard  your  entire 
nterprise,  but  also  view  and  manage  that  security  either  centrally  or  from  multiple 
eiegoted  locations.  So  you  can  continue  to  grow  and  maximize  new  opportunities 
hile  minimizing  your  risk.  And  that's  security  you  can  feel  secure  about. 


Computer  Associates^ 


lELLO  TOMORROW     WE  ARE  COMPUTER  ASSOCIATES     THE  SOFTWARE  THAT  MANAGES  eBUSINESS 


ca.com/etrust 


12001  Computer  Associates  International,  Inc.  (CA).  All  trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  to  their  respective  companies. 
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SAS*  is  all  you  need  to  know. 


(  )nl\  S AS  p[u\  idcs  \ou  with  a  c<Miiplclc 
M'llI  CLlshMllCis.  So  soii'II  iinilLMMaiul  tf 
enhance  then   litciiiiic  \ahic  aiul  acliicvc  greater 
eonipeiilixe  aJxanlaue    lo  t'liul  oiii  how   leacling_ 
eompanics    are    ie<ipin;j    ihe    reward 
eiisioiner  inlelliLienee.  call  loll  tree  1  S6( 
oi  \i>i(  ii>  1!  \\\N\\. sas.com/customcr 
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In  the  last  three  months  of  2001,  the  software  that  stands 
watch  for  health  insurer  Regence  Group  captured  145,645 
attempts  to  break  into  the  company's  computer  systems. 
That's  about  one  violation  a  minute.  Trouble  is,  not  every 
incident  is  an  electronic  burglary  in  progress.  But  there's 
no  way  of  knowing  that,  because  security  software  doesn't 
distinguish  between  the  digital  equivalent  of  a  cat  burglar  jig- 


gling the  doorknob  to  see  if  it's  locked 
and  a  determined  thief  who  smashes 
the  window  with  a  crowbar  and  climbs 
inside.  For  Regence's  45-person  securi- 
ty staff,  responding  to  every  alarm 


would  have  been  Uke  a  small-town  po- 
lice force  having  to  fight  a  big-city 
crime  wave.  That's  a  huge  problem 
when  you  take  into  account  FBI  statis- 
tics: 1%  of  all  Internet  attacks  are  sue- 


NEED 
HELP 
FOILING 
HACKERS? 
HIRE  A 
CYBER  COP 


cessful — or,  in  the  case  of  Portland 
(Ore.)-based  Regence,  more  than  1,400 
attacks  should  have  successfully 
breached  its  network. 

Instead,  Regence  called  in  the  digital 
Pinkertons.  A  year  ago,  it  hired  tiny 
Counterpane  Internet  Security  Inc.,  a 
Cupertino  (Calif.)  company  that  man- 
ages computer  security  for  corporate 
clients.  At  Counterpane's  state-of-the- 
art  control  rooms,  engineers  monitor 
traffic  in  and  out  of  Regence's  three 
data  centers,  500  servers,  and  10,000 
desktop  computers.  Secui-ity  experts 
keep  a  vigilant  eye  out  for  hackers, 
unauthorized  insiders,  and  malicious 
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viruses.  "When  we  looked  at  having  to 
do  this  senice  ourselves,  it  scared  the 
hell  out  of  us,"  says  David  MacLeod, 
chief  security  officer  for  Regence.  "This 
is  not  something  we  could  do." 

Plenty  of  other  companies  are  just  as 
terrified.  Grow^ing  concern  over  in- 
creasingly malevolent  hacker  attacks 
and  viruses,  as  well  as  the  rising  cost 
of  round-the-clock  surveillance  and  qual- 
ified cyber-sleuths,  have  many  compa- 
nies turning  to  others  for  protection. 


livered  a  wake-up  call  to  business: 
spend  as  much  time  prote^ing  com- 
puters as  is  spent  connecting  with  cus- 
tomers, suppliers,  and  employees.  That 
will  be  especially  true  as  the  Web  al- 
lows computers  to  automatically  share 
programs,  data,  and  sendees  to  manage 
everything  from  product  design  to  sup- 
ply-chain management  to  trading  in- 
formation with  business  partners. 
"Boards  are  becoming  much  more 
aware  of  computer  security,  especially 


ECHNOLOGY  ISN'T  EVERYTHING:  SOFTWARE 
CAN'T  PROTECT  WITHOUT  HUMAN  BACKUP 


For  a  fee,  you  can  hire  someone  to  pa- 
trol your  network,  signal  a  break-in, 
and  take  appropriate  action.  The  hired 
hand  will  monitor  firew^alls,  authenti- 
cation softw'are,  and  antivirus  services, 
and  w^arn  about  dangerous  develop- 
ments on  the  Internet. 

According  to  market  researcher 
Gartner  Dataquest,  worldwide  revenue 
from  cyber  security  services  is  set  to 
take  off,  more  than  doubling  from  $L8 
biUion  last  year  to  $3.9  billion  by  2004. 
"Security  is  moxing  outside  the  realm 
of  what  companies  can  do  themselves," 
says  John  Pescatore,  security  analyst 
for  market  researcher  Gartner  Inc. 
"The  [tech]  staff  can't  monitor  systems 
all  day,  support  the  enterprise,  and  roll 
out  new  stuff  at  the  same  time." 

The  days  of  wide-eyed  optimism 
about  the  Internet  have  given  way  to 
cyber  checkpoints  and  pragmatism.  The 
terrorist  attacks  of  September  11  de- 


as  it  relates  to  business  continuity," 
says  Richard  Diamond,  chief  informa- 
tion officer  of  The  Doctors  Company,  a 
Napa  (Calif.)-based  provider  of  mal- 
practice insurance.  The  directors  of  his 
company  handed  computer  security 
headaches  to  Symantec  Corp. 

It's  a  decision  that  will  likely  save 
him  more  than  security  headaches.  It 
should  help  the  bottom  line,  too.  Re- 
gence's  MacLeod  pays  Counterpane  ap- 
proximately 25%  of  the  $500,000  a  year 
he  figures  it  would  cost  just  to  hire 
the  people  to  pro\ide  a  24-hour  watch- 
dog service.  That's  without  spending  a 
dime  on  security  hardware  or  software. 
And  because  he's  using  a  ser\ice  al- 
ready approved  by  Lloyd's  of  London, 
it  was  easier  to  get  an  insurance  policy 
covering  the  company  in  case  of  any 
shutdowns  from  technical  glitches,  hack- 
ers, or  computer  \iruses. 

That's  assuming  MacLeod  could  find 


enough  digital  Sherlocks.  Staffing 
shortages  are  the  other  big  reason  for 
outsourcing  security.  Sure,  companies 
often  have  plenty  of  programmers  on 
the  payroll,  but  it's  tough  to  turn  a 
softw'are  developer  into  a  security  ex- 
pert. The  w^ork  is  erratic.  Staffers  can 
endure  months  of  boredom — then  sud- 
denly face  hours  of  sheer  panic.  "It's 
very  difficult  to  justify  the  cost  of  ex- 
perts when  you  might  not  need  them 
every  day,"  says  Maria  A.  Cirino,  co- 
founder  and  CEO 
of  Guardent  Inc., 
which  provides 
security  services 
to  corporate 
clients. 

When  the  alarm 
sounds,  companies 
need  workers  who 
can  assess  the  de- 
v^gree  of  danger  in  seconds,  because  se- 
curity softw^are  often  isn't  up  to  it. 
Hackers  scan  thousands  of  systems  for 
an  opening,  which  software  records  as 
an  attack,  even  if  the  network  wasn't 
penetrated.  W^th  the  steep  rise  in  as- 
saults, companies  are  drowning  in  data 
generated  by  security  programs.  "What 
used  to  be  a  weekly  report  that  was 
half  an  inch  thick  is  now  17  inches  high," 
says  Cirino. 

Just  as  technology  hasn't  replaced 
the  need  for  a  pohce  force  in  the  phys- 
ical world,  security  software  can't  pro- 
tect the  virtual  world  without  people 
who  can  assess  the  threats.  "What 
about  computer  security  is  flawed?" 
asks  Bruce  Schneier,  founder  of  Coun- 
terpane. "You  need  people."  That 
means  that  if  he  plays  his  cards  right, 
he's  in  for  lots  of  w^ork,  because  he  has 
the  gumshoes  for  the  digital  age. 

Bij  Ira  Sager  iyi  Neiv  York 
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lA/hen  it  comes  to  technology,  we've  got  it  all 


Oh. ..except  a  middleman.  We  don't  have  one  of  those. 
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ptiplex'"GX240  Desktop 

etwork-Optimized  Managed  PC 
Intel*  Pentium*  4  Processor  at  1.70GHZ 

256MB  PC133  SDRAM:  20GB'  (7200  RPM)  Hard  Drive 
il5"  (13.8  v.is.)  E551  Monitor;  48x  Max  CD-ROM 
'3-Yr  Next  Business  Day  On-Site  Service" 
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QuickLoan  S27/mo ,  48  mos!' 
E-VALUE  Code: 
10854- 390309a 


owerEdge"  1500SC  Server 

EW  Simple  and  Strong  Server 

Intel'  Pentium'  III  Processor  at  l.lSGHz 

12BMB  133MHz  ECC  SDRAM 

18GB  (lOK  RPM)  Ultra3  SCSI  Hard  Drive 

'1-Yr  Next  Business  Day  Qn-Site  Service,'  1-Yr  Limited  Parts 

Warranty;'  1-Yr  24x7  Dedicated  Server  Phone  Tech  Support 
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Latitude"'  C400  Notebook 

NEW  Ultra  Light  Notebook,  Only  1"  Thin  and  3.6lbs? 

•  Mobile  Intel'  Pentium'  III  Processor  at  866MH2-M 

•  12.1"  XGA  Active  Matrix  Display 

•  128MB  PCI 33  SDRAM:  10GB'  Ultra  ATA/100  Hard  Drive 

•  3-Yr  Next  Business  Day  Gn-Site  Service' 
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Software  and  Peripherals 

Amazing  prices  on  over  40,000  name-brand  printers, 
monitors,  software  and  morel 

•  Lexmark"  X83  All-in-One  inkjet  printer:  only  $199 

•  HP-  2200DN  Laser  Printer:  only  $1 134 

•  Dell/APC  Back  UPS  500  Surge:  only  $129 

•  Herman  Kardon*  695  Gray  Speakers:  only  $99 

•  Palm  m500:  only  $325 

•  Dell  1503FP  15"  Flat  Panel:  only  $449 

Order  online  today  at  www.dell.com/peripherals 


mWhy  deal  with  a  middleman 
when  you  can  deal  directly 
with  Dell?  Yes,  we  carry  a 
full  line  of  desktops,  workstations,  notebooks  and 
servers  with  powerful  Intel®  Pentium®  processors. 
But,  Dell  is  a  whole  lot  nnore.  We  offer  over 
40,000  software  and  peripheral  products  and  a 
wide  range  of  services,  which  means  you'll  get 
the  exact  system  that  fits  your  company's  needs. 
And  with  our  award-winning  service  and  support, 
surprise,  you've  discovered  more  ■PfBHiHi 
than  just  the   best  systems.  /'"V/o 

You've  discovered  the  best  way 
to  do  business. 
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use  genuine  Microsoft®  Windows'^ 
www.microsoft.com/piracy/howtotell 


USE  THE  POWER  OF 
THE  E-VALUE  CODE. 

Maich  oui  lalesr  technology 
with  our  latest  prices  Enter  the 
E-VALUE  code  online  or  give  it 
to  your  sates  rep  over  the 
phone  www  dell  com/evalue 


EVEN  IN  TODAY'S  VOLATILE  MARKET 
THERE  IS  SUCH  A  THING  AS  A  SAFE  TECHNOLOGY  INVESTMENT 


A  longer  internal  weight  pocket  extends 
the  patented  tungsten  weight  matrix 
further  across  the  face  of  each  iron. 

This  increases  the  Hawk  Eye'  VFT"  Irons' 

stability,  resulting  in  straighter  shots, 

in  all  types  of  playing  conditions. 
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Enjoy  the  game?" 


callawaygolf .com   Callaway  Golf,  Hawk  Eye.  VFT.  Tungsten  Injected,  Hawk  Eye  oval  design,  the  Toms  Device  and  Enjoy  the  game  are  trademarks  of  Callaway  Golf  Company 
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mmunex  Corp.  was  riding  high 
when  Enbrel,  its  breakthrough 
drug  for  rheumatoid  arthritis, 
won  Food  &  Drug  Administra- 
tion approval  in  1998.  A  dramat- 
ic advance  in  controlling  the  in- 
flammation that  is  a  hallmark  of 
arthritis,  Enbrel  was  heralded  as  one 
df  the  first  major  successes  of  the 
biotech  industry.  Sales  reached  $650 
million  in  2000,  $150  million  more  than 
stimated  by  the  company,  and  the 
stock  rose  as  high  as  $80  that  year. 


But  Immunex  didn't  have  enough  pro- 
luction  capacity  to  meet  demand,  and 
he  shortfall  cost  it  as  much  as  $200 
nillion  in  sales  last  year,  analysts  esti- 
nate.  The  end  result:  the  stock 
Jropped  as  low  as  $11  and  biotech  gi- 
iint  Amgen  Inc.  struck  a  deal  in  De- 
cember to  scoop  up  the  smaller  firm 
'or  a  mere  $25  a  share.  A  new  Enbrel 
)lant  under  construction  in  Rhode  Is- 
and,  meanwhile,  isn't  likely  to  be  ready 
mtil  early  2003,  Amgen  says. 

Welcome  to  the  dark  side  of  biotech. 
iardly  a  month  goes  by  without  some 
Promising  new  biologic  drug  experi- 
encing a  manufacturing  snafu  (table). 

Granted,  the  biotech  industry  is  bit- 
ing the  big  time  after  two  decades  of 
ntense  industry  building.  An  Arthur  D. 
liittle  study  estimates  that,  while  the 
)harmaceutical  industry  as  a  whole  will 
frow  7%  to  8%  over  the  next  five  years, 
)iotech  will  likely  grow  by  as  much  as 
5%  a  year.  There  are  some  30  biophar- 
naceuticals  already  on  the  market  and 
in  additional  700  or  so  in  various  stages 
)f  development.  And  though  no  biotech 
irms  show  up  on  the  BW50  list  yet, 
ome,  such  as  Amgen,  could  well  make 
in  appearance  in  the  next  year  or  two — 
they    can    successfully    maneuver 


TECH 


promising  drugs  over  the  approval  and 
manufacturing  hurdles. 

That's  no  easy  task,  given  that  these 
protein-based  drugs  are  extremely  dif- 
ficult to  manufacture.  Hence,  the 
biotech  industry's  catch-22:  The  more 
successful  the  product,  the  worse  the 
production  bottleneck.  "While  there 
have  been  big  advances  in  discovery 
technologies,  there  has  not  been  a  cor- 
responding increase  in  development  ca- 
pacity," says  Peter  B.  Davis,  chief  fi- 
nancial officer  of  Berkeley  (Calif.) 
biotech  firm  Xoma  Ltd.  "Now,  the  wor- 
ry is  less  whether  [the  industry]  can 
fiiid  a  molecule  than  what  to  do  with 
the  molecule  it  finds." 

It  is  a  worry  that  increasingly  pre- 
occupies companies  and  investors.  A 
recent  us  Bancorp  Piper  Jaffray  re- 


THE  CHALLENGES 
FACING  THIS  YOUNG 
INDUSTRY  DON'T 
END  WITH  DRUG 
DISCOVERY  AND 
FDA  APPROVAL 


o 

X 


o 
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STRUGGLING  TO 

New  drugs  may  be  more  effective  than  ever,  but  they  are  also  hard  to  manu- 
facture, as  these  companies  can  attest 


port  found  that  all  the 
biotech  plants  cmTently  op- 
erational are  running  at  or 
near  capacity.  Meanwhile, 
there  are  99  biotech  drugs  in 
late  stages  of  clinical  devel- 
opment, and  as  many  as  40 
of  these  could  reach  the  mar- 
ket by  2005— setting  the 
stage  for  a  major  manufac- 
turing crunch.  Given  that 
building  a  new  biologies  plant 
is  technically  challenging,  and 
costs  anywhere  from  $300  to 
$500  million,  there  is  no 
guarantee  that  new  facilities 
will  arrive  in  time  to  meet 
demand. 

It  doesn't  help  that  this  is 
not  the  biotech  industry's 
bailiwick — there's  a  big  dif- 
ference between  discovering 
a  new  drug  and  making  one. 
"Manufacturing  is  usually  the 
lowest  priority  for  a  biotech 
startup,"  says  Roland  J.  An- 
dersson,  a  partner  with 
Boston  consulting  firm 
Strategic  Decisions  Group. 
"That  is  just  not  the  busi- 
ness they  are  in." 

Even  traditional  drug 
companies,  which  have  been 

in  the  manufacturing  busi-      

ness  for  decades,  don't  always  get  it 
right.  Schering-Plough  Corp.  was  hit 
with  a  $500  million  fine  last  year,  and 
approval  of  Clarinex,  its  important 
new  allergy  drug,  was  delayed  by  the 
FDA  due  to  inadequate  quality  control 
at  four  plants.  Industry  leader  Pfizer 
Inc.,  No.  3  on  the  BW50  ranking,  was 
cited  by  the  FDA  in  March  for  quality- 
control  problems  at  an  Indiana  plant. 
Manufacturing  problems  have  so  de- 
layed a  range  of  vaccines  made  by 
Merck  (No.  40),  Wyeth,  and  Aventis 
that  children  across  the  countrj'  are 
being  turned  away  by  doctors  who 
have  run  out  of  routine  shots. 

And  those  are  the  kinds  of  drugs 
that  are  supposed  to  be  easy  to  make. 
Biotech  drugs  are  far  more  complex, 
built  from  fragile  molecules  meant  to 
mimic  natural  disease-fighting  proteins 
found  in  the  body.  Because  these  pro- 
tein-based drugs  are  too  big  to  be  ab- 
sorbed through  the  gut,  they  must  be 
injected  directly  into  the  bloodstream, 
not  swallowed  as  pills. 

That's  unfortunate,  because  pills, 
which  are  chemical  entities,  are  pretty 
straightforward.  If  you  can  make  one. 


slORtKrtELD  IABCRAT8RIES 


POIYHEME 

(BLOOD  SUBSTITUTE) 


The  FDA  refused  to  accept  a  new  drug 
application  for^he  product  in  November, 
in  part  because  it  wanted  more  info  on  the 
manufacturing  process 


ENZOH/SCHERING-PtOUGH 

PEG-INTRON 

(HEPATITIS-C) 


The  drug  was  introduced  to  the  U.S.  in  October, 
and  by  January  demand  overwhelmed  supply, 
forcing  Schering-Plough  to  create  a  waiting  list 


IDEC  PHARMACEUTICALS 

ZEVALIN 

(NON-HODGKIN'S  LYMPHOMA) 


The  FDA  deemed  the  drug  approvabie  in  January 
but  delayed  the  final  O.K.  for  six  weeks  because 
of  manufacturing  issues 


AViRON/AMERICAN  HOME 

FLUMIST 

INFLUENZA 


In  September,  the  FDA  requested  more  clinical 
and  manufacturing  data  on  the  nasal  spray 
vaccine,  delaying  approval  by  at  least  a  year 


XOMA/GENENTECH 

XANELIN 

PSORIASIS 


In  October,  the  drug's  approval  application  was 
delayed  after  manufacturing  modification  were 
made  during  late  stage  clinical  trials 


RISKY  BUSINESS  Even  traditional  drug  companies  don't  always  get  it  right 


you  can  make  millions  just  Uke  it  with- 
out much  worry.  Biologies  are  made 
from  living  cells  or  bacteria,  and  are  in- 
herently harder  to  control.  First,  cells 
that  express  the  appropriate  proteins 
are  grown  in  fermentation  tanks,  a 
process  that  takes  two  to  three  weeks. 
Another  two  to  four  weeks  is  required 
to  extract  and  purify  the  protein.  At 
that  point  the  protein  is  placed  in  \aals, 
and  rigorous  quahty  tests  are  conduct- 
ed for  up  to  two  months. 

This  whole  process  might  have  to 
be  significantly  altered  when  a  company 
moves  from  research  to  mass  produc- 
tion, and  even  minor  changes  can  affect 
the  drug's  action  in  the  body.  That's 
one  reason  the  FDA  sent  back  a  psoria- 
sis drug  under  joint  development  by 
Xoma  and  Genentech  for  more  clinical 
trials:  The  agency  wants  to  ensure  that 
manufacturing  changes  made  to  allow 
mass  production  didn't  change  the  way 
the  drug  performs. 

The  whole  process  can  be  just  as 
challenging  for  Big  Pharma  as  for  small 
startups.  Johnson  &  Johnson,  No.  1  in 
the  BW50,  makes  and  markets  a  ver- 
sion of  Amgen's  Epogen  anemia  drug 


for  the  European  mar- 1 
ket,  called  Eprex.  Inl 
November,  J&j  warned  I 
European  doctors  that! 
dozens  of  patients  tak-l 
ing  Eprex  had  come  I 
down  with  a  potentially  I 
fatal  blood  disorder.  I 
"Our  guess  is  that  this  I 
is  probably  related  to  I 
a  manufacturing  prob-l 
lem,"  says  Anthonyl 
Gringeri,  a  vice-presi-l 
dent  at  Amgen,  which  I 
manufactures  all  ver-l 
sions  of  the  drug  soldi 
in  the  U.S.  In  Ameri-!l 
ca,  the  complication  hasi 
showTi  up  only  once,  inl 
Amgen's  Epogen.  A| 
J&J  spokesperson  saysl 
no  causative  link  hasI 
been  established  be-l 
tween  the  drug  and  re- 1 
cent  blood  disorder  cas-l 
es,  but  the  company  isl 
looking  at  everything! 
from  manufacturing  tol 
how  the  drug  is  stored! 
and  handled.  I 

To  avoid  manufac-l 
turing  headaches,  many! 
biotech  firms  turn  to! 
contract  manufacturers! 
such  as  the  Lonza  Biologies  unit  of! 
Swiss-based  Alusuisse  Lonza  Group,  or! 
Germany's  Boehringer  Ingelheim.  But! 
these  companies  can  demand  stiff  con-l 
tract  terms  or  refuse  to  deal  withi 
biotech  companies  they  deem  too  smaUJ 
And  they  do  not  guarantee  smooth  sail-! 
ing.  Approval  of  EM  LiUy  &  Co.'s  break-! 
through  sepsis  drug,  Xigris,  was  de-l 
layed  for  several  weeks  last  year! 
because  of  FDA  concerns  with  the  conJ 
tract  manufacturer.  I 

Manufacturing  debacles  could  ease! 
over  time.  The  Piper  JafEray  siirvey  es-1 
timates  that  938,000  liters  of  biotech! 
production  volume  will  come  on  line  in! 
the  next  four  to  five  years — a  200%  in-l 
crease  in  capacity.  Most  of  this  increase,! 
however,  is  being  added  by  just  a  few! 
companies:  Amgen,  Boehringer  Ingel-I 
heim,  Biogen,  Genentech,  and  Idee  Phar-I 
maceuticals.  And  any  of  them  could  run! 
into  delays.  Small  biotech,  meanwhile.l 
must  hash  out  their  own  solutions,  ill 
and  when  they  have  a  successful  prod- 1 
uct.  One  can  only  wonder  which  of  these  I 
might  be  the  next  Enbrel.  I 

By  Catherine  Amst  in  New  Yorkm 
with  Arlene  Weintraub  in  Los  ArigeleiM 
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why  Just  Collapse 

The  Supply  Chain 

When  You  Can  Flatten 

The  Competition? 


Rockwell  Automation  can  link  your 
manufacturing  operations  to  your  business  goals. 

e-Manufacturing  isn't  a  new  way  to  make  a  product.  It's  the  advanced  way  to 

link  your  resources  together  to  achieve  significantly  greater  efficiencies. 

Rockwell  Automation  integrated  plant-floor  architecture,  with  seamless 

connectivity  to  your  information  systems,  can  enable  your  enterprise 

for  build-to-order  production  and  nonstop  operation.  Helping  you  gain 

the  flexibility  to  adjust  to  changing  market  conditions. 

By  creating  an  e-Manufacturing  strategy,  which  links  your  manufacturing 

environment  to  your  business  environment,  you  share  cntical  information 

across  your  enterprise.  And  synchronize  your  supply  chain. 

e-Manufacturing  solutions  from  Rockwell  Automation,  your 

Complete  Automation"  provider  Helping  you  build  a  streamlined  model 

of  competitive  strength.  For  more  information,  visit  our 

web  site:  www.rockwellautomation.com. 


Rockmiell 
Automation 


Copyright  <D  2002  Rockwell  Automation.  All  rights  reserved. 
ADBSC2)04-R1P 


"Just  order  the 
standard  computers 


ff 


Translation:  By  standard  I  nnean  configured  just  like  mine. 


www.cd 


8.239.8283 


At  CDW,  we  understand 

what  it  can  be  like 
for  your  IT  department. 


1 1  kit's  wh) 

tt>{  hnolocjv    s< 

I  iko  softw.uc,  PCs,  storage,  ni>fwo^ 

telepficiiiY  <uuj  [iiorc  Plus,  all  the  sf-rvicesj 

sii[)port  thcfii   You  fVirT)e  it  and  wt''vo  cjot 


Ofio  Stop    SoliJtiol^^^gir)    systems 

softwdic   to   net'.vofkinc),    tici   rn.ittff 
>.vf).)t    yen  I   f-ire^^^^B  IS  your   o^ 
stn(,    solutiori     T^^^ft^sli,    we'll 
yuii    vvh.it     you     r>|g|^^nd    yet' 
shii)[)er|  out      usui^^^^same  day 


Persondl  EJ^^^^^^^ 

<'  't  ^^^^^^^^^Bam  of  product' 
experts  tn  ^^^^^^B.  So  we  better 

iinclfrst. uid  V^urnnrpds  rind  kr\i 
hovv  to  rp.iki'  voui   li^iy  ,;  little  easil 


IS  your  Dirert 
Provider,  delivt'nncj  (,c>ni 
puting  solutions  ,it  1 1 unpetitive  prices. 
Plus,  the  ti'';htii(  al  expertise  to  support 
every  purchase  and  \\\c  hfickinc)  and 
reliiU^ility  of  d  FortLflBMitC""'l-><)ny 


Computing  Solutions 
Built  for  Business^ 
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HEAITHTECH 

THE  NO.  1  U.S.  HEALTH-CARE  PROVIDER, 


UNITEDHEALTH  GROUP,  ALSO  HAS  THE 
BEST  TECHNOLOGY.  COINCIDENCE? 


H  ^1  Bith  42  health  insurers  providing  coverage  for  its 

H  ^^  ■22,000  employees,  newspaper  giant  Knight  Ridder 

Bill  Inc.  faced  a  snarl  of  red  tape  managing  its  bene- 

^Ull  fits.  So  last  year,  the  company  decided  to  trim  its 

^H  ^H  roster  of  health-care  providers.  And  trim  it  did. 

^"  H  The  publisher  jettisoned  41  of  the  insurers,  pick- 
ng  just  UnitedHealth  Group.  "UnitedHealth  had  the  best 
echnology,"     says     Shawn     E.     Leavitt,     director     of 


lealth  benefits  for  Knight  Ridder. 

What  tech  wizardry  attracted  Knight 
lidder?  Using  United  Health's  Web  site, 
iCnight  Ridder's  benefits  office  can  now 
nstantly  check  employee  ehgibility  for 
nedical  procedures,  see  the  status  of 
;laims,  or  print  insurance  ID  cards  for 
lew  workers.  In  the  past,  any  of  those 
obs  could  take  weeks  of  waiting  for 
various  carriers  to  mail  out  forms. 

ven  better,  United- 
Health uses  software  that 
ligs  through  a  database 
)f  claims  and  medical  in- 
brmation  to  identify  em- 
)loyees  at  risk  of  illness, 
vhich  can  head  off  future 
lospitalizations.  Every 
rear,  for  instance,  nearly 
00  of  Knight  Ridder's 
vorkers  suffer  heart  at- 
acks.  UnitedHealth's 
latabase  can  find  those 
vith  the  greatest  risk  of 
leart  disease  and  encour- 
ige  them  to  change 
labits,  such  as  smoking, 
;hat  might  lead  to  an  at- 
ack.  In  its  first  two 
nonths  covering  Knight 
bidder,  UnitedHealth 
dentified  20  workers  who 
vere  at  risk. 

UnitedHealth's     tech 

JEDSIOE  LAPTOP  EverCare  keeps 
)atients'  medical  records  up  to  date 


smarts  have  helped  push  the  company 
to  No.  11  on  the  BW50.  With  revenues 
of  $23.5  billion  last  year,  up  11%  from 
2000,  the  Minnetonka  (Minn.)-based 
company  is  the  top  managed-care 
provider  on  our  list.  For  the  past  four 
years,  UnitedHealth  has  seen  its  en- 
rollment grow  faster  than  any  of  its 
rivals.  In  January,  it  hit  17  million  cus- 
tomers, edging  ahead  of  Aetna  Inc.  to 


become  the  biggest  health-care  provider 
in  the  U.  S. 

Underpinning  that  growth  is  the  $1.4 
billion  UnitedHealth  has  poured  into 
technology  since  1998.  With  computers, 
software,  and  the  Internet  streamlining 
its  operations,  the  company  has  ex- 
panded operating  margins  for  its  man- 
aged-care services,  from  3.3%  in  1999 
to  4.6%  last  year.  UnitedHealth  has 
"moved  faster  than  others  in  the  indus- 
try to  pump  up  its  technology  to  deliver 
better  service,  and  it  has  been  a  very 
smart  move,"  says  analyst  Tom 
Goetzinger  of  Momingstar  Inc. 

Those  aggressive  tech  bets  should 
keep  UnitedHealth  in  the  top  spot.  One 
advantage  is  that  the  company  doesn't 
face  much  competition  for  the  title  of 
tech  leader  in  its  field:  The  health-care 
industry  accounts  for  14%  of  gross  do- 
mestic product — but  just  4%  of  U.S. 
tech  spending,  according  to  Goldman, 
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Sachs  &  Co.  "If  you  look  at  a  Web  por- 
tal for  a  t>7)ical  health-care  company 
and  compare  it  to  what's  being  done 
in  financial  services,  it's  night  and  day," 
says  Bradford  J.  Holmes,  a  research 
director  at  Forrester  Research  Inc. 

Leading  the  charge  for  UnitedHealth 
is  CEO  William  W.  McGuire.  He  had 
long  criticized  the  health-care  industry 


call  centers  fell  by  2%,  even  as  enroll- 
ment grew.  "^ 

In  nursing  homes,  UnitedHealth  is 
using  technology  to  reduce  hospitaliza- 
tions among  the  elderly.  Some  19,000 
residents  with  coverage  from  United- 
Health are  registered  with  a  program 
called  EverCare.  This  lets  nurses  and" 
physicians  consult  geriatric  patients' 


HE  NEXT  STEP  WILL  BE  CONVINCING  MORE 
DOCTORS  TO  USE  THE  ONLINE  SYSTEM 


for  its  inefficiencies,  and  he  saw  the 
rise  of  the  Internet  as  an  opportunity 
to  improve  the  managed-care  system. 
In  1998,  he  beefed  up  tech  spending 
to  take  advantage  of  the  Web.  "Tech- 
nology simplifies  and  improves  our  cus- 
tomers' interactions  with  the  health- 
care system,"  says  McGuire. 

His  commitment  is  paying  off.  Before 
UnitedHealth  embraced  the 
Web,  doctors  had  to  phone 
the  company  to  follow  up  on 
claims;  checking  whether  a 
patient  was  insured  required 
a  call  that  took  an  average  of 
three  minutes.  Since  last 
July,  docs  have  been  able  to 
go  online  to  monitor  pay- 
ments; checking  a  patient's 
eligibility  now  takes  just  sec- 
onds. "It's  much  more  effi- 
cient and  less  of  a  hassle," 
says  Dr.  Morris  A.  Flaum,  a 
Houston  physician  who  uses 
the  system. 

Compared  \\ith  customers, 
the  doctors  had  it  easy.  For 
a  corporation,  keeping  track 
of  billing  as  new  workei"^  are 
hired  once  I'equired  a  storm 
of  faxes,  letters,  and  phone 
calls.  It  could  take  United- 
Health weeks  to  recalculate 
a  big  customer's  bill  as  em- 
ployee lists  changed.  That 
now  takes  seconds.  It's  the 
reason  why  more  than  88% 
of  UnitedHealth's  largest 
customers  use  the  system. 
All  told,  UnitedHealth's  In- 
ternet sites  handled  2.5  mil- 
lion transactions  in  the 
fourth  quarter  of  2001,  while 
call  volume  at  the  company's 


medical  records  on  laptop  computers, 
which  are  sjiichronized  wath  informa- 
tion from  the  Internet  prior  to  visits. 
Before  UnitedHealth  introduced  the 
service,  patients  with  minor  problems 
were  often  hospitalized  because  nursing 
home  caretakers  didn't  have  enough 
information  to  decide  on  the  proper 
treatment,  UnitedHealth  says.  With  the 


system,   "the   information   is   there, 
whether  I'm  at  the  bedside  or  at  my 
house,"  says  Joanna  Peatfield,  a  nurse 
practitioner  at  St.  Patrick's  Manor,  a  j| 
nursing  home  in  Framingham,  Mass. 

So  far,  so  good.  But  the  real  benefits 
of  the  Web  will  come  as  UnitedHealth 
gets  more  clients  online.  The  company 
is  pleased  with  the  100,000  physicians 
using  the  site,  but  that's 
still  just  30%  of  the  docs 
working    with    United- 
Health. It  can  be  difBoilt, 
the  company  says,  to  con- 
vince doctors  to  change 
the  w-ay  they  have  been 
doing  business  for  years.'' 
"The   issue   now  is   not' 
about     technology,     it's 
aifeout  adoption.  And  adoption  in  this 
industry  is  a  bit  Hke  guerrilla  w'arfare,"  ■ 
says  James  B.  Hudak,  CEO  of  United- 
Health Technologies,  the  division  re- 
sponsible for  the  company's  tech  tactics. 
Still,  he  can  take  comfort  from  the  fact : 
that  he  commands  the  best  tech  arsenal  i 
in  the  health-care  wars. 

By  Daniell  Little  in  Chicago 


UNITEDHEALTH'S  HIGH-TECH  CURE 

Insurer  UnitedHealth  Group  has  spent  $wKIIKfflffl/ff/lftechnologu  to 
provide  better  service,  improve  efficiency,  and  cut  costs.  Here  are  the  results: 

BENEFICIARIES 

THE  AILMENT                                   |  THE  MEDICINE 

DOCTORS 

Physicians  checking  insurance 
eligibility  were  squanderingtoo 
much  time  on  the  phone — an 
average  of  three  minutes  per 
patient. 

UnitedHealthcare  Online,  a  Web 
site  where  doctors  can  instantly 
check  patient  eligibility.  Some 
100,000  physicians  now  use  the 
service. 

PATIENTS 

Tracking  down  claim  information 
by  phone  took  customers  as  long 
as  three  weeks. 

Myuhc.com,  a  Web  service  where 
patients  can  quickly  see  the  status 
of  claims.  The  site  has  more  than 
1  million  registered  users. 

COMPANIES 

Managing  employee  data  was  a 
nightmare  of  phone  calls,  faxes,  and 
mailings.  Updating  lists  of  eligible 
workers  could  take  weeks. 

Online  billing.  Companies  can  click 
on  the  Web  to  add  new  hires  and  cut 
off  workers  who  quit.  Nearly  88%  of 
United's  customers  use  the  service. 

BROKERS 

Brokers  selling  coverage  to  small          A  Web  site  where  brokers  can  enter 
businesses  needed  a  blizzard  of            customer  data,  making  it 
aperworkto  sign  up  new                     immediately  available  to  United's 
customers.  It  took  an  average  of            actuaries — who  then  send  out 
30  days  to  get  a  cost  quote.                  quotes  within  three  days. 
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Otis  wanted  valuable 

customer  information  at 

the  push  of  a  button. 

(You  know  elevator  people.) 
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Cognos  —  the  business  intelligence  inside 
the  world's  most  intelligent  businesses. 
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Hscover  groundbrea'^'ni] 
>our  free  copy  of  f/g'  r  P'^n} 


Software  quality 


Ra-tii:7nal 

the  software  development  company 


Developer  productivity 


300% 


Testing  time 


1400% 


Development  cycle 


Lump  in  mroai 


100% 


Lies,  damn  lies  and  statistics,  you  say'?  Some  of  our  customers  used  to  be  cynical,  too.  Before  they  were  customers. 
But  then  they  started  sending  us  these  numbers.  Telling  us  that  the  results  of  using  our  best  practices,  integrated  tools 
and  services  exceeded  their  expectations  Cutting  test  time,  decreasing  development  cycles  and  reducing  bugs 
Freeing  their  teams  from  the  obstacles  that  hinder  software  development.  Need  more  evidence?  There  s  plenty 
available  at  www.rational.com/customersuccess4. 
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THE      TECH 


OUTLOOK 


ENTERTAINMENT 


ot  long  ago,  technology  in  the  home  was  carved  up 
into  well-defined  fiefdoms:  The  PC — care  of  Mi- 
crosoft, Intel,  Dell,  and  the  like— presided  over  the     SHAKING   UP  THE 


THE  DIGITAL 
REVOLUTION  IS 


home  office.  The  television  and  stereo  were  king     PPPKINP  DRDFR 

and  queen  of  the  living  room,  courtesy  of  consumer 

electronics  paladins  such  as  Sony  and  Philips.  These 

days,  though,  the  digital  revolution  is  shaking  up 
:hat  comfortable  detente.  With  the  advent  of  MP3  music  files, 
personal  video  recorders,  game  machines,  digital  cameras,  and 
I  host  of  other  media  and  services,  it's  no  longer  clear  who 


/ 


MP3  PLAYERS 

It's  not  just  teens  who 
like  to  take  their  down- 
loaded songs  with 
them,  driving  sales  of 
music  players. 
Key  Players: 
SONICblue,  Philips, 
Sony,  Apple 
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lata:  IDC.  Gartner  Dataquest.  eBrain 
Market  Research.  NPD  IntelLect. 
BusinessWeek 


controls  which  bit  of  home  turf.  And  that  has  set 
off  a  battle  for  dominance  in  home  entertainment. 
The  shakeup  covers  the  technology  spectrum. 
Microsoft  Corp.  is  spending  billions  on  entertain- 
ment initiatives  such  as  its  Xbox  video  game  con- 
sole. Compaq  Computer  Corp.  and  Hewlett- 
Packard  Co.  sell  MP3  music 
players  that  plug  into  home- 
stereo  systems.  Apple  Com- 
puter Inc.  is  pitching 
its  new  iMac  as  a  dig- 
ital-entertainment de- 
vice. Sony  Corp. 
keeps  rolling  out  Vaio 
computers  that  focus 
on  integrating  multi- 
media applications. 
Philips  Electronics 
sells  a  stereo  that 
hooks  into  a  high- 
speed Internet  con- 
nection to  play  music 
from  the  Web.  And 
upstarts  such  as 
SONICblue  Inc.  and 
Linksys  Group  Inc. 
are  carving  out  prof- 
itable niches  in  digi- 
tal music,  video,  and 
home  networking. 

Consumers  are  get- 
ting the  message. 
Sales    of   many    of 
these    devices    should         -s 


Playlists         BBS. 
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Fauorites 


Monday  Morning 


Party  MiK 

Road  Trip 

Top  5  Break-Up  Songs 

LUorkout  Tunes 


take  off  this  year  and  next:  U.  S.  ship- 
ments of  MP3  digital  music  players  for 
listening  to  songs  downloaded  from  the 
Net  are  expected  to  jump  by  more 
than  50%  this  year,  to  7  miUion  units, 
according  to  researcher  International 
Data  Corp.  Sales  of  personal  video 
recorders,  such  as  TiVo,  which  let  you  record  TV 
shows  for  later  viewing,  should  nearly  triple  this 
year  in  the  U.  S.,  to  2.2  milHon  units. 

Even  high-definition  television — the  perennial 
Next  Big  Thing — may  soon  take  off.  As  program- 
ming choices  grow  and  the  price  of  an  hdt\'  setup 
dips  below  $1,000  in  the  next 
12  months  or  so,  sales  should 
pick  up.  By  the  end  of  2003, 
nearly  6  million  U.S.  homes 
should  have  HDTV  sets,  ac- 
cording to  the  Yankee  Group 
Research  Inc.  And  by 
yearend,  IDC  says,  some  7.7 
milHon  American  homes  are 
expected  to  have  networks 
to  tie  their  digital  gear  to- 
gether, ^^^th  strong  growth 
spurred  by  a  new  standard 
for  wireless  links  called  WiFi. 
"The  single  most  compelhng 
driver  is  wireless  network- 
ing," says  Patrick  Gelsinger, 
Intel  Corp.'s  chief  technology 
officer. 

Call  it  the  next  big 
wave  of  technology.  After 
the  PC  era  and 
APPLE  iPOD: 
Digital  music 
that's  portable 
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the    Internet 
Age,  many  con- 
sumers   have 
grown    com- 
fortable with 
tech:    Two- 
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SETS 

After  years  of  hype 
about  high-definition 
TV,  sales  of  digital  sets 
are  taking  off. 
Key  Players:  Sony, 
Mitsubishi,  Hitachi, 
Toshiba 
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HOME  NETWORKS 

More  families  are 
putting  in  systems  to 
link  all  of  their  digital 
thirds  of  U.S.  homes  own      entertainment  gear. 

PCS  today,  while  60%  have      ;«?;'^y!,"=.  ^'"^yf'  ^ 
,  ^        ^  ■"  1-4.        NetGear,  D-Link,  Intel 

Internet  access,  according  to 

researchers  Gartner  Data- 
quest.  To  reach  the  rest  of 
the  market,  technology  com- 
panies need  to  build  simpler 
devices  that  offer  more  en- 
tertainment. And  these  new 
machines  need  to  work  to- 
gether as  readily  as  stereo 
components  do  today,  and 
should  be  nearly  as  easy  to 
set  up  and  use  as  a  telephone 
or  a  television.  That's  leading  to  "the  consimtier- 
ization  of  technology"  over  the  next  5  to  10  years, 
says  Merrill  Lynch  &  Co.  analyst  Steven 
Milunovich.  "The  future  isn't  about  IBM  selling 
more  mainframes,"  he  says.  "It's  about  MP3  players, 
digital  video,  and  the  like." 

Already,  the  digital-entertainment  revolution 
has  put  one  winner  into  the  BW50.  Electronics  re- 
tailer Best  Buy  Co.  rose  to  No.  9  on 
oxir  Ust,  from  95th  last  year.  In  2001, 
while  industrywide  retail  sales  feU 
by  2.5%,  Best  Buy's  revenues 
surged  by  28%  and  profits  are  ex- 
pected to  be  up  by  44%.  "Best  Buy 
is  definitely  benefiting  from  the  con- 
sumer appeal  of  digital  products," 
says  analyst  Sarah  Gragg  of  Robert- 
son Stephens.  And  the  revolution 
may  even  help  previous  BW50  stars 
such  as  Dell,  Microsoft,  and  Intel 
make  their  way  back  onto  the  Ust 
next  year:  U.S.  consumers  getting 
jazzed  about  playing  digital  music, 
editing  \'ideos,  and  retouching  pho- 
tos are  finding  that  two-year-old 
computers  don't  quite  have  the  pow- 
er to  do  everything  they  want.  As 
families  pony  up  for  new  machines,  home  PC  sales 
are  expected  to  grow  by  9.3%  this  year,  vs.  a 
20.1%  decline  in  2001,  IDC  says. 

The  numbers  add  up  to  more  choices  in  enter- 
tainment in  coming  years.  Granted,  some  of  today's 
most  convenient  services — Napster-Uke  sites  such 
as  Morpheus  and  Kazaa  that  aJlow  users  to  down- 
load free,  often  pirated,  music — skirt  the  edges 
of  the  law.  But  legal  alternatives  such  as  online 
music-subscription  services  Mu- 
sicNet and  Pressplay,  while  far 
from  perfect,  hint  at  the  future  of 
online  music  sales.  And  17%  of 
American  families  now  have  digi- 
tal cameras,  according  to  the  Yan- 
kee Group.  Services  such  as 
Snapfish,  a  unit  of  Beltsville 
(Md.)-based  District  Photo  Inc., 
.  _  and  Redwood  City  (Calif.)- 
based  Shutterfly,  let  them 
store  and  edit  their  snaps  online 
and   zap  them  across  town — or 


0-LINK:  Wireles 
control  center 


across  the  ocean — to 
Grandma. 

The  biggest  ob- 
stacle to  digital  en- 
tertainment taking 
off  may  come  from 
the  players  that 
currently  distribute 
that  entertainment. 
Record  companies 
say  they  have  seen 
CD  sales  slip  as  more  consimiers  download  music 
from  the  Net.  And  Hollywood  wants  Congress  to 
require  PC  makers  to  install  antipiracy  software 
so  consumers  can't  download  illegal  copies  of 
movies  and  music.  That  proposal  has  made  allies 
of  the  rivals  in  the  living  room/home  office  bat-  ] 
tie — consumer-electronics  manufacturers  and  PC 
makers — ^who  say  that  antipiracy  measures  would 
limit  consumer  choice  and  hurt  their  ability  to 
sell  gear. 

However  that  battle  turns  out,  the  revolution 


PERSONAL  VIDEO  RECORDERS 

Boxes  that  let  you  record  TV  shows  for  later  viewing 
are  so  easy  to  use  that  they're  winning  converts. 
Key  Players:  TiVo,  SONICblue, 
Microsoft,  Philips 
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is  going  to  depend  largely  on  the  continued 
growth  of  high-speed  Internet  access.  So  far, 
the  rollout  of  broadband  has  been  slowed  by 
foot-dragging  by  phone  companies  and  cable  op- 
erators. Yet  consumer  interest  is  gaining  mo- 
mentum. By  yearend,  roughly  20%  of  American 
homes  are  expected  to  have  broadband  finks  to 
the  Net.  When  that  happens,  watch  for  a  host  of 
new  services  that  take  advantage  of  faster  Web 
connections,  such  as  gaming  sites,  streaming  mu- 
sic, and  video  on  demand.  All  this  should  help 
drive  demand  for  "home  media  servers" — PCs  or 
set-top  boxes  that  distribute  aU  of  that  digital 
content  throughout  the  home.  "The  more  wide- 
spread broadband  becomes,  the  more  applica- 
tions and  services  we'll  see,"  says  analyst  Michael 
Greeson  of  Parks  Associates,  a  Dallas  market, 
research  firm.  "A  lot  of  it  is  going  to  seem  very ! 
different  and  new." 

And  that's  going  to  make  consumers  the  real' 
winners  in  the  home  entertainment  battle. 

By  David  Rocks  in  New  Yorki 
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Not  only  is  the  eCorridora  beautiful  place  to  call  home, 

it's  also  surprisingly  affordable. 


J. 


OHIO 


l/C  O  R  R  I  D  O  R 


Ohio  is  home  to  a  uniquely  high  number  of  large  metropolitan  cities.  In  all,  the 

state  has  15  metropolitan  statistical  areas  and  as  many  micropolitan  communities  as 

California,  these  areas  provide  all  the  benefits  of  small-town  living,  yet  are  seldom 

MORE  than  an  hour  AWAY  FROM  A  MAJOR  BUSINESS  CENTER.  THE  NATIONAL  ASSOCIATION  OF  HOME 

Builders  reports  that  five  of  the  25  most  affordable  cities  in  the  country  are  in  Ohio. 
One  more  surprising  benefit  you'll  find  along  the  eCorridor. 


ww.connectohio.com    /    1 .800. 345. OHIO    /    Ohio  Department  of  Development    /    Bob  Taft,  Governor    /    Bruce  Johnson,  Director 
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In  grade  school,  it  took  lots  of  colors  to  do  things  right. 

Now  it  just  takes  one. 


Vith  the  widest  array  of  transportation  services  in  the  industry,  Yellow  really  stands  out.  You'll  find  everything  you're  looking  for  to  get  your  shipments  where  they 
leed  to  be.  Like  the  broad  coverage  of  Standard  Ground,  and  the  guaranteed  service  of  Definite  Delivery.'"  Yellow  also  offers  expedited,  time-definite  shipping  with 
ixact  Expressr  and  the  worldwide  coverage  of  Yellow  Global.  Our  Standard  Ground  Regional  Advantage  is  your  fast  choice  for  regional  service.  Plus,  Yellow  gives 
'ou  a  host  of  solutions  to  address  your  various  specialized  transportation  needs.  No  matter  which  you  choose,  your  shipments  get  there  intact  and  on  time.  In  fact, 
lur  continuous  operational  improvements  have  helped  Yellow  become  the  first  carrier  in  the  industry  to  be  ISO  9001:2000  certified  for  quality.  And,  at  Yellow,  we're 
eading  the  way  with  award-winning  24/7  customer  service  centers  and  innovative  technology,  including  myyellow.com.  All  of  which  make  it  easy  to  see  why  the 
)nly  color  you  need  in  your  transportation  picture  is  Yellow. 

Big  shipments  for  business.  Anytime.  Anywhere.  At  any  speed.  Guaranteed.' 
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(1-800-610-6500 
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EDITORIALS 


A  Back-to-Basics  Year 


T 

■  t  was  a  difficult  year  for  Corporate  America,  and  it  meant  consumer-goods  companies  did  better 
I    Enron   Corp.   imploded,   accounting  scandals  than  they  usually  do  in  a  do^^^ltum.  Health-care  com- 

■  spread,  and  telecoms  melted  downi.  There  was  panies  also  fared  exceptionally  well  last  year,  and  10  of 
corporate  road  kill  everywhere.  Even  the  President  them  made  it  onto  the  list,  vs.  only  3  in  2001. 

felt  the  need  to  wag  his  finger  and  admonish  chief  ex-  Tt  certainly  helped  for  companies  to  have  seasoned  ii 

ecutives  to  be  more  responsible,  delegating  the  Secu-  I  managers,  people  w^ho  had  hved  through  previous 

rities  &  Exchange  Commission  and  other  regulators  to  _l_ business  cycles,  in  charge.  For  many  high-tech 

make  sure  they  clean  up  their  balance  sheets  and  CEOs  in  their  30s,  this  was  the  first  major  downturn  of ' 

practices.  But  in  the  midst  of  this  tumultuous  time,  their  career.  Many  were  stunned.  Even  now,  a  good 

there  were  still  corporations  that  were  able  to  duck  number  see  "no  visibility"  ahead  for  their  companies' 

the  troubles  and  prosper.  This  year's  BusinessWeek  50  performance,  while  managers  w^ho've  been  through  a 

is  a  list  of  battle-hardened  survivors  that  knew  how  to  few  cycles  have  a  better  grip  on  w^hat  to  expect  in  the 

ride  out  a  business  cycle  and  position  themselves  for  months  ahead.  Johnson  &  Johnson,  No.  1  on  the  BW50,  li 

the  recovery.  They  weren't  flashy.  They  got  back  to  began  preparing  for  the  downitum  three  years  before 

the  basics  and  toughed  it  out.  it  hit.  It  overhauled  divisions  when  things  were  good — 

Here's  how  many  of  them  did  it.  Winners,  such  as  and  funds  were  available.  TackUng  problems  in  better 

Duke  Energy,  Bed  Bath  &  Beyond,  and  Capital  One  times  allowed  J&J  to  actually  do  well  during  the  w^orst 

Financial,  held  dominant  positions  in  their  markets  of  the  dowTitum. 
and  used  the  downturn  to  re- 

THIS  YEAR'S  BUSINESSWEEK  50  IS  A  LIST 


OF  BATTLE-HARDENED  SURVIVORS  THAT  KNEW 
HOW  TO  RIDE  OUT  A  BUSINESS  CYCLE  AND 
POSITION  THEMSELVES  FOR  THE  RECOVERY 


inforce  those  positions.  While  ri- 
vals stiniggled  to  work  off  the 
excesses  of  the  '90s,  they  bene- 
fited from  adhering  to  conserva- 
tive strategies.  The  most  impor- 
tant was  a  solid  balance  sheet. 

As   banks   tightened   up   on 
their  risk-taking  and  curbed  lending,  and  investors         This  was  a  year  w^hen  investors  had  to  settle  for- 

turned  their  backs  on  less-than-high-quality  equities,  modest  growth  rates  and  stock  valuations.  That  meant ; 

many  companies  were  starved  for  capital.  Those  that  a  lot  fewer  tech  companies  on  the  BW50.  Tech  com-  • 

had  loaded  up  on  debt  in  previous  years  suffered  the  panies  made  up  nearly  half  of  the  BW50  two  years  ago  ' 

most.  The  telecoms,  of  coui-se,  were  the  biggest  losers,  and  occupied  16  spots  last  year.  But  in  this  list,  only 

having  borrowed  hugely  to  finance  wild  expansion,  three  tech  and  telecom  companies  made  it — KLA-Ten-  ' 

only  to  crash  and  bum.  But  others  suffered  as  w^ell.  cor,  First  Data,  and  Electronic  Data  Systems.  They  all 

Lechters  Inc.  filed  for  bankruptcy  and  began  to  Uqui-  helped  other  companies  cut  costs  and  raise  productiv- 

date  its  315  stores.  This  left  Bed  Bath  &  Beyond  Inc.,  ity.  In  fact,  only  17  companies  from  the  Class  of  '01 

which  had  funded  its  expansion  out  of  cash  flow,  in  a  made  a  repeat  appearance  on  the  2002  roster, 
great  position  to  pick  up  market  share.  This  was  certainly  a  year  when  keeping  to  core 

The  winners  were  also  the  lowest-cost  producers,  competencies  won  a  company  a  slot  in  the  BW50, 

Wal-Mart  Stores  Inc.  used  its  cost-cutting  ability  w^hile  trendy  agglomeration  and  hyperaggressive  ac- 

to  surpass  ExxonMobil  Corp.  to  become  the  counting  techniques  did  not.  The  winners  were  a  more 

largest  company  in  the  world  and  jump  to  No.  14  on  the  diverse  group,  with  familiar  names  from  the  Old 

BW50  list.  Because  companies  had  virtually  no  pricing  Economy — Pfizer,  Harley-Davidson,  Kohl's,  Citigroup, 

powder  last  year,  those  that  knew  how  to  cut  costs  General  Dynamics,  and  others. 

were  able  to  sustain  profits  during  a  difficult  period.  As  economic  growi:h  returns,  the  winners  of  the 

It  also  helped  to  be  in  the  business  of  selling  con-  BW50  will  be  in  a  solid  position  to  gamer  market 

sumer  goods  and  services.  In  most  recessions,  rising  share  and  generate  profits.  And  those  who  didn't  make 

unemployment  cuts  consumer  spending.  This  downturn,  it  this  year  will  be  wiser.  With  their  first  rough  busi- 

however,  was  different.  Unemployment  never  rose  all  ness  cycle  under  their  belts,  expect  high-tech  sur- 

that  sharply,  and  those  people  who  kept  their  jobs  \ivors  to  come  out  fighting.  Next  year's  BW50  will  un- 

actually  saw^  their  real  wages  rise.  This  was  unusual,  doubtedly  consist  of  a  different  mix  of  champions.    ■ 
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